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BoE raises rates as ECB tapers 
 

At the Bank of England’s (BoE) 

December meeting, the policy 

rate was raised to 0.25% in a 

surprisingly hawkish 8-1 vote 

 

 

 

 

 

 

 

Inflation expectations have 

become a worry for the MPC 
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Despite lower asset purchases 

next year, policy should remain 

more accommodative than the 

BoE’s, as inflation falls below 

target 

 

 

 

 

 

Bank of England raises Bank Rate by 15bps 

The Bank of England’s (BoE) Monetary Policy Committee (MPC) raised the UK policy rate (also 

known as “Bank Rate”) by 15bps to 0.25% at its December meeting, contrary to economist 

expectations for the MPC to remain on hold. In addition, the MPC maintained its target for 

holdings of government bonds at GBP875bn and corporate bonds at GBP20bn, as expected. 

The committee voted 8-1 to raise rates with only Silvana Tenreyro voting against the majority.  

In November, the MPC teed up a rate hike “in the coming months” providing the economy 

evolved as it expected. Since then, inflation and labour market tightness have surprised to the 

upside. On inflation, year-on-year CPI has risen to 5.1%, above the Bank’s forecast for a peak 

of around 5%, which it has now revised to 6%. Meanwhile, the labour market has recovered at a 

faster-than-expected rate with little sign that the closure of the furlough programme led to a 

weakening of the labour market. The MPC now sees the unemployment rate falling to 4% by 

end-2021, versus its forecast of 4.2% in November.  

In addition, inflation expectations (Figure 1) have become a worry for the MPC as inflation has 

continued to rise, with job-to-job moves at record highs and evidence that salary increases are 

reaching uncomfortable levels, risking a wage-price spiral.  

However, the Bank does see near-term risks to the economic outlook from the Omicron Covid 

variant, but it stopped short of seeing this as a key risk to inflation, citing that “successive waves 

of Covid appear to have had less impact on GDP”, whilst the medium-term impact remains 

highly uncertain.  

Figure 1: Inflation expectations 

 

 

 

 

 

 

 

 

 

 

 

Past performance is not a reliable indicator of future performance.  

Source: Bloomberg, HSBC Asset Management, as at 16 December 2021. 

 
Meanwhile, ECB sets out taper plans for 2022 

The European Central Bank (ECB) kept the Deposit Facility Rate unchanged at -0.50% but 

announced adjustments to its two asset purchase programmes heading into 2022.  

The ECB confirmed that the Pandemic Emergency Purchase Programme (PEPP) would 

continue with net asset purchases until the end of March 2022 but at a lower rate than the 

current EUR65bn per month. After March, monthly purchases under the Asset Purchase 

Programme (APP) would increase from its current level of EUR20bn to EUR40bn in Q2 2022 

before falling to EUR30bn in Q3 and then back to EUR20bn in Q4.  

Today’s announcement of tapering was largely expected amid continued economic recovery. 

Nevertheless, despite lower asset purchases next year, the ECB is still likely to absorb a high 

share of newly issued member state debt as government borrowing is expected to fall.  

It is also important to note that the ECB’s policy stance remains flexible in the face of risks 

posed by the Omicron variant. Net purchases under PEPP could resume if the pandemic 

causes new economic shocks. 

In the press conference after the meeting, ECB President Lagarde reiterated that the central 

bank was ‘very unlikely’ to raise interest rates in 2022 despite inflation risks being tilted to the 

upside. The ECB’s latest staff forecasts see both headline and core eurozone inflation falling 

back below the ECB’s 2% target in both 2023 and 2024 as energy prices stabilise, meaning  
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Our views 
 

Our baseline scenario of “the 

expansion economy” and 

relative valuations are 

consistent with a pro-risk tilt 

in portfolios, with a 

preference for global equities 

and Asian credits 

 

Gradual policy normalisation 

and rising bond yields should 

favour late-cycle and value 

equities (e.g. Europe, Asia). 

But downside risks of weaker 

growth and/or sticky inflation 

means we want to balance 

this exposure with an 

allocation to defensive stocks  

 
 
 
 

that the policy stance is likely to remain accommodative well into 2023 at the earliest. Unlike in 

the UK, eurozone inflation expectations remain within recent historical ranges despite the recent 

bout of price pressures (Figure 1).  

Investment implications 

For the time being, our baseline scenario remains for monetary policy normalisation to progress 

in a gradual manner as economies move through the expansion phase of the economic cycle. 

From late Q1/early Q2 2022, we expect the demand-supply imbalances in key sectors to begin 

improving and prices pressures to start moderating, such that inflation ends 2022 much closer 

to target.  

We think a favourable growth/inflation mix in 2022 and relative valuations are consistent with a 

pro-risk tilt in portfolios, with a preference for global equities and Asian credits. Gradual policy 

normalisation and rising bond yields should favour late-cycle and value equities (e.g. Europe, 

Asia). 

Nevertheless, today’s BoE and ECB decisions follow a number of recent central bank meetings 

in which policymakers have become more hawkish in light of stronger-than-expected inflationary 

pressures. We see this as a shift in the perceived balance of risks towards our “sticky inflation” 

economic scenario which involves supply-side impairment, more persistent inflation, and 

ultimately a requirement for faster policy normalisation.  

Under this scenario, nominal and real yields on government bonds could shift markedly higher 

whilst rising input costs could put pressure on profit margins. To hedge against this risk, we 

think a balanced approach to equity exposure makes sense, with an allocation to quality, 

defensive growth, and inflation-linked equities.  

 

 

 

 

 

 

 

 

 

 

 

 

 
For Professional Clients and intermediaries within countries and territories set out below; and for Institutional Investors and Financial 
Advisors in Canada and the US. This document should not be distributed to or relied upon by Retail clients/investors. 
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on market conditions, fund manager’s skill, fund risk level and fees. Where overseas investments are held the rate of currency exchange 
may cause the value of such investments to go down as well as up. Investments in emerging markets are by their nature higher risk and 
potentially more volatile than those inherent in some established markets. Economies in Emerging Markets generally are heavily 
dependent upon international trade and, accordingly, have been and may continue to be affected adversely by trade barriers, exchange 
controls, managed adjustments in relative currency values and other protectionist measures imposed or negotiated by the countries and 
territories with which they trade. These economies also have been and may continue to be affected adversely by economic conditions in 
the countries and territories in which they trade. Mutual fund investments are subject to market risks, read all scheme related documents 
carefully.  
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Some of the statements contained in this document may be considered forward looking statements which provide current expectations or forecasts 

of future events. Such forward looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual 

results may differ materially from those described in such forward-looking statements as a result of various factors.  We do not undertake any 

obligation to update the forward-looking statements contained herein, or to update the reasons why actual results could differ from those projected 

in the forward-looking statements. This document has no contractual value and is not by any means intended as a solicitation, nor a 

recommendation for the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions 

expressed herein are those of HSBC Asset Management at the time of preparation, and are subject to change at any time. These views may not 

necessarily indicate current portfolios' composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients' 

objectives, risk preferences, time horizon, and market liquidity. Foreign and emerging markets. Investments in foreign markets involve risks such as 

currency rate fluctuations, potential differences in accounting and taxation policies, as well as possible political, economic, and market risks. These 

risks are heightened for investments in emerging markets which are also subject to greater illiquidity and volatility than developed foreign markets. 

This commentary is for information purposes only. It is a marketing communication and does not constitute investment advice or a recommendation 

to any reader of this content to buy or sell investments nor should it be regarded as investment research. It has not been prepared in accordance 
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with legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its 

dissemination.  

All data from HSBC Asset Management unless otherwise specified. Any third party information has been obtained from sources we believe to be 
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