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German inflation accelerates and that
should hush the 50bp rate cut debate
With today’s macro data, not just from Germany, the hawks at the
European Central Bank will feel encouraged to object to a 50bp rate
cut in December, at least for now 

Shoppers in Düsseldorf

The just-released flash estimate of German inflation in October could make some members of the
European Central Bank regret the latest rate cut and the ECB’s new openness to more aggressive
cuts. German headline inflation came in at 2.0% year-on-year, strongly up from 1.6% YoY in
September. The European inflation measure came in at 2.4% YoY from 1.8% in September. The
monthly increase by 0.4% shows that inflationary pressure in Germany is still very much alive and
kicking. 

Inflation to remain sticky
Today’s rebound in German inflation is not only the result of less favourable energy base effects
but also of still increasing goods and food prices. Judging from available regional state data,
services inflation - singled out by the ECB as being important for its decision-making -
reaccelerated in October and is again close to 4% YoY. 

Looking ahead, the stickiness of inflation at slightly too high a level still looks set to continue as
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favourable energy base effects will continue petering out while, at the same time, wages are
increasing. Volkswagen's current woes could signal a turnaround for broader wage developments,
with unions shifting from high wage demands to job security. On a more worrying note, leading
indicators, such as selling-price expectations, have started to pick up again and have moved to
their highest levels in more than a year. 

As a result, we continue to expect inflation to accelerate further in the final two months of the
year before hovering within the broader range of between 2% and 3% in 2025.

A good day for ECB hawks
With eurozone GDP growth in the third quarter being higher than the ECB’s September projections
(0.4% QoQ vs. 0.2% QoQ) and now inflation in Germany surging again, some ECB members might
start doubting both the October rate cut decision and the opening to even larger rate cuts. In fact,
today’s data makes the October rate cut decision even more data-point-driven and not data-
dependency driven. The more hawkish ECB members are now also likely to start doubting the need
for accelerated and more aggressive monetary policy easing, as was suggested by more dovish
ECB members last week. 

Looking ahead, a lot can still happen between now and the ECB’s next meeting in December. The
outcome of the US elections will matter for the eurozone economy and the ECB, but also the
ordinary flow of macro data will provide more guidance on two essential questions for the ECB:

Were the disinflationary trends just halted, or are they for real? and 1.
Will the ECB acknowledge structural weakness in the eurozone economy or continue2.
believing in a return to potential growth from early 2025 onwards?

Also, interestingly, there is currently very little talk at the ECB about factors structurally pushing up
inflation. What happened to ‘greenflation’ or the arguments made in the past that demographics
and changes to globalisation would also potentially push up price pressures? What happened to
the old central bankers’ narrative that monetary policy cannot solve structural problems in an
economy? Is the ECB really back in the 2010s, or was the panic we saw last week simply short-
lived?  

In any case, having been slow to address rising inflation and arguably late in stopping rate hikes
last year, the ECB now appears determined to get ahead of the curve and return interest rates to
neutral as quickly as possible. For the doves, this is a no-brainer, and for the hawks, the argument
might be that getting rates back to neutral quickly could be enough to avoid another episode of
unconventional monetary policy with quantitative easing and negative interest rates further down
the line. Today’s macro data releases in the eurozone, however, should encourage the ECB hawks
to object to a 50bp rate cut in December. At least for now.
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