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Germany: Inflation at ten-year-high
Headline inflation climbed to a ten-year-high in October but underlying
inflationary pressure remains subdued.
Some brief distraction in these turbulent political days. It might sound boring but in these days and
hours of historic political changes in Germany, there still is ordinary macro data. Earlier this
morning, German unemployment dropped to another record low. Trade tensions, emerging
market crisis, slowing economic growth or Brexit, the German labour market continues to defy all
possible headwinds. Admittedly, labour markets always react with a delay to economic
developments. Still, the numbers remain impressive. The seasonally-unadjusted unemployment
rate dropped to 4.9%, its first time under 5% since 1980. The number of unemployed dropped to
2.2 million people. These are numbers which in other countries would stimulate government
leaders to personally claim credit for.

Headline inflation at 10-year-high
At the same time, there is finally some evidence that the Phillips curve might not be entirely dead
in Germany. The tight labour market has gradually pushed up nominal wages, even though there
is clearly room for more. The pass-through of higher wages into higher prices, however, is still hard
to find. This is at least what the just released first estimate for October inflation is suggesting.
Based on the results of seven states, headline inflation came in at 2.5% YoY in October, from 2.3%
YoY in September. HICP inflation came in at 2.4%, from 2.2% YoY. Headline inflation reached a tenyear high.
While headline inflation has now been on a gradual increase since the start of the year and has
been above levels the ECB defines as price stability for six months in a row, available components
still should little signs of a pick-up in underlying inflation. In fact, the increase in headline inflation
seems to be mainly driven by higher oil prices and the vacation-driven effect of higher prices for
hotels and packaged holiday trips.

Craving for December
With crumbling and more uncertain growth prospects, new political developments and very little
underlying inflationary pressure, the ECB will be happy that December is not too far away and that
it can bring net QE purchases to an end before discussions about an extension could flare up
again. Against the background of recent developments, however, next year’s discussions on the
timing of the first rate hike will be fervid.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). 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.
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