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EUROZONE INFLATION: SHOOTS UP DRIVEN BY ONE-OFFS IN JANUARY
Berenberg Macro View

Biggest jump in 20-year history of Eurozone: Eurozone inflation shot up to 0.9% yoy in January
from -0.3% in December. The 1.2ppt rise is the biggest since the start of the series in April 1999 by
far. While national data over the past week — starting with Germany on 28 January, Spain on 29
January and France yesterday — had already pushed our (0.4%) and Bloomberg consensus (0.5%)
expectations higher, today’s Eurozone inflation print still surprised significantly to the upside.
Core inflation, which strips off the more volatile food and energy components, also rose by 1.2ppt
from 0.2% yoy in December to 1.4% yoy in January — the highest in five years. The 5-year-5-year
forward inflation rate has also responded notably to the January prints. Is an inflation scare and
thus a significant rise in nominal yields lurking around the corner? No and no.

One-offs drive the jump in January: The jump in the yoy headline and core inflation rate owes
largely to one-offs including the return to (higher) normal VAT rates in some Eurozone countries,
the introduction of an emissions-pricing scheme in Germany, changes to the composition of the
basket of goods, a different winter sales period and energy price base effects. The energy compo-
nent of the headline index was up 2.3% mom, bringing the yoy rate up from -6.9% in December to
-4.1% in January. Besides higher oil prices and a smaller negative base effect, the 2021 start of the
German emissions trading system - a fixed price of 25 euros per CO2/tonne - translated into a
price increase of around 5-10% for petrol and diesel alone. Pump prices were up 4.5% mom in
January, lifting the yoy rate to -6.5% from -9.4% yoy in December. Non-energy industrial goods
rose from -0.5% yoy in December to 1.4% in January. International supply chains hitting capacity
constraints probably drove the price for durable goods such as cars, furniture and household ap-
pliances higher. Inflation of semi-durables goods such as clothing and footwear may have con-
tributed even more. According to German state data (North Rhine-Westphalia), prices for clothing
and footwear shot up to 1.7% yoy in January from -7% in December. The higher VAT largely ex-
plains the 3.5% mom increase in January. But the usual seasonal effect of discounts in January to
sell the winter collection has apparently failed to materialise. Amid lockdowns, clothing retailers
offered clearance sales prices already in December (-6.1% mom relative to November), which they
seemingly did not reduce further in January. In addition, some retailers may be waiting to sell
their inventories before giving discounts after the lockdown cut short the winter period. Services
inflation was also up from 0.7% yoy in December to 1.4% in January.

Note: Amid tight lockdowns, the share of imputed goods prices and thus the margin of error of
the inflation numbers are bigger than usual.

2021 inflation outlook - rising further: Some of these one-offs will support further gains in the
inflation rate. The contribution from energy price base effects may only top in May. If Super 95
prices remain at their current levels, the yoy rate in pump prices would rise from -6.5% in January
to 11.2% in May. The reduced VAT rates in H2 2020 drops out of the annual comparison in July
2021, triggering another temporary boost during H2 2021. Capacity constraints in international
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supply chains add to that. Pent-up demand can fuel price gains for (food, drink, hotel, travel, en-
tertainment etc.) services from Q2 onwards as restrictions are eased. Before the publication of the
January print we projected Eurozone inflation to rise from -0.3% in Q4 2020 to 1.2% yoy in Q2
2021 and to climb higher throughout H2 2021. The upside surprise of the January inflation creates
further upside risks to that call of rising inflation.

Medium-term outlook - underlying price pressures rising only slowly: The one-off driven
snapback in inflation in 2021 should not be mistaken for a rapid rise in underlying price pres-
sures. Underlying inflation will increase only gradually over the medium-term. In 2022, inflation
will — if anything — rise much more slowly and possibly even fall at the start of the year as positive
base effects fade. More fundamentally, capacity utilisation will take time to return to pre-
pandemic levels despite strong demand growth. Unemployment and insolvencies will likely first
rise before they fall, keeping a lid on wage and price growth. A strengthening euro could also con-
tain price gains throughout the next two years. By the end of 2022, inflation will likely be still well
short of the ECB’s “below, but close to, 2%” target.

ECB - limiting rise in nominal bond yields: Besides pointing out that this year’s strong rise in
inflation should not be extrapolated and inflation will rise only gradually over the medium-term,
we expect the ECB this year over and over again to bring home the message that a gradual rise in
inflation towards target is positive and monetary policy will remain supportive even when infla-
tion hits its target. If the economy recovers — as spring brings better weather and effective mass
vaccination progresses — and inflation expectations rise notably, the ECB will be under pressure
to raise its asset purchases to contain the rise in nominal bond yields. Some Governing Council
members will likely welcome this, others may question the logic of such a step amid a recovery in
economic activity, actual inflation and inflation expectations. Still, we expect a majority of Gov-
erning Council members to stay the course — with very supportive monetary policy probably until
the labour market has recovered and even if inflation has hit the ECB’s target by then. Neverthe-
less, as we pointed out here, the ECB faces two challenges: communication and unity.
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https://www.berenberg.de/fileadmin/web/economics/documents_en/macro_flash/210121_ECB_Steady.pdf

PARTNERSHIP SINCE 1590

Chart 1: Headline and core inflation since 1999 (yoy, in %)
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Chart 2: Inflation by component (yoy, in %)
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and complete-
ness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of private
investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.

© 2021 Joh. Berenberg, Gossler & Co. KG
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