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German inflation: A long way back to 2%
■

German consumer prices (national definition) increased 4.9% yoy in January (UniCredit: +4.7%; consensus: +4.4%). It was
the first deceleration after six consecutive rises in the yearly rate from 2.3% in June to 5.3% in December 2021. The key
driver behind the less pronounced increase was largely a technical effect in the form of an unwinding of the VAT effect which
had significantly been driving up inflation rates last year. Furthermore, some base effects for food prices and transportation
costs took place which contributed to the decline.

■

However, the underlying “fundamental” upward pressure remained strong as flagged by persistently high goods prices
triggered by ongoing supply shortages. The passing on of markedly higher electricity and natural gas prices by energy
companies to consumers, which usually takes place at the start of the year, also prevented a more marked decline in
headline inflation. This has been flagged by today’s release of inflation subcomponents of various federal states which
showed rises of about 4½-7½% yoy for housing which includes utilities but also rents.

■

Going forward, we expect this sluggish deceleration to continue in the next few months. In all probability, there will be a tug of
war between two factors. On the one hand, base effects such as the VAT will continue to exert downward pressure on yearly
rates. On the other hand, energy prices are likely to remain elevated, at least in the short-term, as geopolitical risks have
intensified. Furthermore, the easing of supply shortages has only been gradual until recently. In the light of the latest
developments, inflation rates may only decline back to 2% at the start of 2023. So far, we have expected this to happen in
4Q22. One pattern which could still contribute to a somewhat stronger deceleration this year is the abrogation of the so-called
EEG levy for renewable energies which has contributed to higher electricity prices for consumers. Finance minister Christian
Lindner has recently announced to push for an end of the EEG levy already this summer instead of the start of 2023.

■

For the medium to longer-term inflation outlook, the upcoming collective bargaining rounds in Germany are crucial and will
certainly be closely watched by the ECB. In comparison to other eurozone countries, there has considerably less slack on
the German labor market with an unemployment rate of slightly above 5%. In March 2022, the pay agreement in the
chemical sector with about 0.6mn employees will end. The same is true for the metal and electrical industry in September
with 3.8mn employees. So far, the upward pressure in tariff wages including one-off payments have remained contained, as
they only rose 2¼% yoy in October/November 2021 (latest available data). The ECB may also pay attention to the upcoming
hikes in the minimum wage. It is already planned that the minimum wage will rise to EUR 10.45 per hour from July 2022
onwards (+6½%). The traffic light coalition signaled to hike it further to EUR 12 per hour already this year which would equal
another rise of about 15% for 8-10mn employees.

In greater detail:
Both the national and the EU harmonized CPI figure have declined in January to 4.9% (December: 5.3%) and 5.1% yoy
(December: 5.7%), respectively. In contrast to the national reading, the EU harmonized data include the recurring yearly
changes in the weights of the CPI basket which have led to a temporary overshooting last year.
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CHART 1: INFLATION HAS FINALLY SHIFTED INTO REVERSE GEAR
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The latest tariff wage data still signals subdued upward pressure.
CHART 2: WAGE PRESSURE HAS REMAINED CONTAINED SO FAR
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However, two significant increases in the minimum wage are likely this year.
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CHART 3: HIKES IN MINIMUM WAGE PENDING
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