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Eurozone core inflation up but trend
remains weak
Inflation in the Eurozone continues to weaken on lower energy prices
and euro strength.

The Eurozone inflation rate decreased from 1.4 to 1.3% in June, slightly better than expected. Core
inflation increased to 1.1%, but this may well be driven mostly by a temporary jump in German
package holidays. The overall trend remains weak on lower oil prices, which means that a
normalisation of ECB policy does not seem to be around the corner.

The Eurozone inflation rate declined for a third month in a row in June, with energy price effects
weakening. The recent weakness in oil prices and euro strength will likely depress headline inflation
for the months ahead as well. The more interesting developments are in core inflation, as
improvements here would suggest a more sustainable upturn in inflation rates. This month’s
increase to 1.1% may be mostly temporary though, due to the timing of a public holiday in
Germany. Still, with some evidence of price pressures building, we are expecting further cautious
improvements in core inflation. Just not the kind that ECB hawks would like to see though as we do
not expect core inflation to reach 1.5% this year.

Click here for June Eurozone inflation data.

http://ec.europa.eu/eurostat/documents/2995521/8095933/2-30062017-AP-EN.pdf/a3a91c6a-b00a-4e2c-8cc1-67a182a23014
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1.1% Core inflation
Core inflation jumped in June, but mostly on temporary factors

Better than expected

With Draghi’s new lynchpin for self-sustained adjustment in inflation, wage growth, faltering at the
beginning of the year, it seems that there is little upside to price growth for the rest of the year.
While Draghi mentioned that the factors that are currently dampening inflation are temporary,
the question is what timeframe can still be considered temporary. Some structural factors that
impact price growth like globalization and digitization might be affecting wage growth for the
decade ahead, while other factors like additional slack in the market and increased flexibility in
wage setting in the Eurozone could also still dampen price pressures in the coming years.

That means that while the ECB might be looking to announce tapering sometime soon, it
seems unlikely that normalization of policy is to follow shortly after.

Author

Bert Colijn
Chief Economist, Netherlands
bert.colijn@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

mailto:bert.colijn@ing.com


THINK economic and financial analysis

Snap | 30 June 2017 3

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

https://www.ing.com

