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Global Inflation Watch

Inflation keeps surprising to the upside

e Overview: A combo of renewed increases in commodity prices, very tight labour
markets and high consumer inflation expectations continues to keep upward pressure
on inflation intact. On a positive note, electricity prices in Europe have come down.
Freight rates are still at high levels and delivery times very long. We look for US core
inflation to rise further and peak at 6.6% in March 2022 before easing to around 4.6%
by end-2022. We expect euro core inflation to peak now and fall below 2% in Q4.

o Inflation expectations: Market-based long-term inflation expectations still move
sideways, but US household long-term inflation expectations are at a 10-year high. Euro
household price expectations for next 12 months stayed elevated in December.

e US: CPlinflation rose to 7.5% y/y in December and once again the increase was higher
than anticipated, implying an even higher pressure on the Fed to tighten sooner and
faster (markets are now pricing in six rate hikes from the Fed in 2022). Energy and food
prices (and usual suspects like used car prices) are explaining a lot but price increases
are broad-based. Around 50% of small businesses expect to hike output prices within
three months and long-term consumer inflation expectations are now 3.1% y/y, which
is indeed in the upper end of what the Fed can tolerate, in our view.

o Euro: In contrast to expectations, HICP inflation rose to yet another all-time high of
5.1% in January, as soaring food prices and strengthening core inflation pressures more
than made up for German VAT base effects falling out of the equation. 'Saved-up' price
increases by companies likely also played a role at the turn of the year, leaving core
inflation elevated at 2.3%. The continued inflation upside surprises were an important
trigger for the communication shift from ECB at the February meeting and with
inflation risks still seen on the upside, we now expect two 25bp hikes (read more in
ECB Review: New call - ECB to hike in Dec22 and Mar23, 3 February).

o China: Chinese PPI inflation dropped from 12.5% to 10.3%% in December. We look
for a further moderation in coming months but recent increases in commodity prices
will moderate the decline. CPI is running at 1.5% y/y, clearly below the 3% target.

Commodity prices on the rise again
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Important disclosures and certifications are contained from page 12 of this report.

Table of contents

Top down overview
Country details - US

Country details - Euro area

A W o=

Country details - China

Market inflation expectations
sideways despite high inflation prints

203 % < &[0
o by/y US 10-year inflation expectations Vil

20
15

1.0-
05- German 10-year
. inflation expectations
0.0- i i i | 1 -0.0
2017 2018 2019 2020 2021

Note: Past or current performance is no
guarantee of future performance
Source: Macrobond Financial, Bloomberg

\We see euro core inflation peaking
now, US core set to peak in March

7 %yl Core inflation %v/y =7

0- | ! ! i i

i l i i
14 15 16 17 18 19 20 21 @22 @23

Source: Macrobond Financial, Bloomberg

Chief Analyst
Allan von Mehren
alvo@danskebank.dk

Chief Analyst
Mikael Olai Milhej
milh@danskebank.dk

Senior Analyst
Aila Mihr
amih@danskebank.dk

https://research.danskebank.com


https://research.danskebank.com/research/#/Research/article/bf27ccd4-789a-4e11-a0eb-59fdf6573878/EN
mailto:alvo@danskebank.dk
mailto:milh@danskebank.dk
mailto:amih@danskebank.dk

Global Inflation Watch

Top down overview

US headline and core inflation (CPI)

Euro headline and core inflation
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G2 PPlinflation vs oil price inflation

PMlinput price indices US, Euro and China
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Freight rates
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Country details - US

Top down

Bottle necks - supplier delivery indices
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Headline CPIinflation vs. oil prices

CPl energy prices vs oil
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US PMl output prices vs CPlinflation

Core PCE inflation vs core CPlinflation
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Core sticky prices inflation (prices changed less frequently)

Median CPlinflation
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Labour market tightness: Jobs hard to get and unemployment
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Bottomup

Core goods vs. services

Core services ex shelter
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Source: Macrobond Financial, Eurostat

Note: Past performance is not a reliable indicator of future performance.
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Inflation expectations

Consumer confidence - price expectations
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Labour shortage and wage growth
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Bottomup

Coreinflation, effect from taxes

Core inflation components
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Country details - China

CPl and CPI ex food CPl and food prices
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Note: Past performance is not a reliable indicator of future performance.
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