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Eurozone inflation jumps to 4.9%, so
where do we go from here?
Eurozone inflation jumped to 4.9% in November on the back of energy
and goods prices. With cyclical price pressures increasing medium-
term expectations, the ECB seems set for a careful tightening of
monetary policy despite increased virus risks

Shoppers in Italy

It’s mainly energy, but also watch core inflation move up
We haven’t seen inflation this high since the eighties, let’s break it down. The energy shock of 2021
is starting to have a substantial impact on consumers as energy inflation has shot up to 27.4%
YoY. This is mainly because of gas price increases at this point as petrol prices were about flat in
the eurozone in November. The natural gas price surged again this month, confirming an uncertain
winter for energy prices. Looking at future prices, we only expect a substantial drop in the middle
of next year.

Core inflation also increased though, it’s not just energy causing this. A big jump in services
inflation from 2.1 to 2.7% and a more modest non-energy industrial goods inflation increase from
2 to 2.4% suggest a broadening of inflation categories above 2%. With wage growth lagging,
consumers are therefore now facing a broad increase in prices, pushing real wage growth
significantly into the red.
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Expect much of the higher inflation rate to still be temporary
Undoubtedly inflation will drop again over the course of next year. The German VAT hike dropping
out of the numbers in January will mark the first decrease while expectations of moderating
energy prices and decreasing supply chain disruptions should further alleviate the inflation rate in
the eurozone over the course of next year.

The big question mark is around rising goods prices. Pipeline cost pressures are not yet abating,
causing us to expect increased goods inflation for most of 2022 which will take over as the
dominant driver of headline inflation when energy inflation weakens. The big question is how far
inflation will exactly drop over the course of next year. For that, second-round effects and cyclical
factors are key.

Evidence of second round effects is missing, but the cyclical
upturn boosts inflation expectations
Evidence of second-round effects is very slim at the moment with the ECB indicator for negotiated
wage growth hitting an all-time low last quarter, showing that immediate concerns about those
second-round effects in the eurozone are much smaller than in the US where wage growth has
been surging in recent quarters. Still, there are factors that are set to keep inflation above pre-crisis
rates over the medium term.

Cyclically, the economy has surprised on the upside over the past quarters. We’re now much closer
to potential output than we previously thought we would be with GDP less than 1% away from
pre-crisis levels. At the start of this pandemic, we expected to get back to where we were only in
2023. Labour markets have also outperformed expectations with a very rapid recovery of job
growth and unemployment remaining close to historical lows. The end of furlough schemes is
unlikely to have a large impact on the eurozone labour market, which adds to wage pressures
emerging. The risks of the virus definitely dampen expectations for growth in the months ahead,
but the medium-term impact is still expected to be quite mild, especially with fiscal support
returning.

Expect the ECB to act on cyclical pressures, perhaps earlier than
expected
All in all, we don’t expect inflation to drop much below 2% for late 2022. While second-round
effects are largely absent for now, medium-term price pressures are increasing and we expect
wage growth to rebound over the course of next year. While ECB tightening is not exactly helpful in
increasing gas reserves or solving bottlenecks in Asian ports, it is relevant when it comes to
medium-term price pressures. Of course, new restrictive measures against the virus and Omicron
uncertainty add downside risks to the outlook but for now, we still expect the ECB to announce an
end to its emergency PEPP programme for March and expectations of a first rate hike is moving
closer to the beginning of 2023.



THINK economic and financial analysis

Snap | 30 November 2021 3

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.

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

mailto:bert.colijn@ing.com
https://www.ing.com

