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Mid-September 2018 was central bank week in Europe, as both the European Central Bank

(ECB) and Bank of England (BOE) held policy meetings on the same day, 14 September. The

outcome for both of these events did not necessarily break any new ground, but the

results did offer some guidance for the UK and Eurozone bond markets going forward. More

specifically, it appears as the stage has been set on the monetary policy front for the

remainder of this year and into 2019.

 

Let’s start with the BOE. Following the 25 basis point (bp) rate hike at the prior

meeting in early August, no changes were implemented this time around, and their asset

purchase program remained constant as well. The lack of a follow-up tightening move was

certainly no surprise, as the markets were expecting this type of a result.

 

What about going forward? For the near-term, the UK policymakers seemed to be slightly

more optimistic, revising their 3Q 2018 GDP growth estimate upward by 0.1 percentage

points. However, looking beyond the here and now and into 2019, the assessment

highlighted greater uncertainty around Brexit, as well as potentially increased risks

coming from trade and the emerging markets (EM). Nevertheless, the current policy stance

still sees the need of ongoing tightening, but that any future rate hikes should remain

“limited and gradual.”

 

Now it’s the ECB’s turn. Once again, no surprising outcomes here either, as the

previously announced timeline for continued tapering and ending quantitative easing

remained in place. In addition, the intention to keep their balance sheet constant when

new purchases end also remains the plan, and will be achieved by reinvesting any

maturing/redeemed proceeds from their investments. ECB President Mario Draghi stated in

the post-meeting press conference that policymakers have not yet discussed what this

reinvestment strategy would ultimately look like. Interestingly, there had been

conjecture that the ECB would perform their own version of the Fed’s Operation Twist,

whereby maturing proceeds would be recycled into longer-dated maturities more so than

shorter-dated ones, but Draghi mentioned no such discussions have yet take place. In

other words, stay tuned.

Much like the BOE, the ECB acknowledged risks from “protectionism”, i.e. trade, as well

as specifically mentioning Emerging Market countries Turkey and Argentina. Fiscal policy

issues were also highlighted, no doubt a nod to the ongoing budget saga in Italy. The

ECB’s inflation estimates were left largely unchanged, but they did revise their growth

estimates 0.1pp lower for both this year and 2019. 

Conclusion

So, where does this leave the UK and Europe fixed income markets? Draghi reiterated the

continued need for “significant stimulus” going forward to achieve the ECB’s inflation

goals, while the BOE seems to be on a slow trajectory for rate hikes with their own

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330



asset purchase program remaining in place. In other words, both central banks apparently

do not foresee any urgency to switch policy course anytime in the near future to a more

‘hawkish’ stance. This point was underscored by the ECB’s stance that they will keep

rates unchanged at least through the summer of 2019. As a result, a spike in yield in

either the bund or gilt arenas does not seem likely in such an investment landscape.

Meanwhile, on the other side of the Atlantic, the Federal Reserve appears poised to

continue being the ‘band leader’ on the policy normalization front, and is widely

expected to raise rates on 26 September and then potentially again in December.

Related blogs:

+  Seeking to boost the yield on your Eurozone core fixed income exposure?

Related products

 

+ GOVE - WisdomTree EUR Government Bond Enhanced Yield UCITS ETF EUR

+ YLD - WisdomTree EUR Aggregate Bond Enhanced Yield UCITS ETF - EUR

View the online version of this article here.
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Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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