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Investment Research — General Market Conditions   

  
Inflation in the euro area declined to 0.7% in October. The very low figure was not a one-

off but the result of the combination of low wage pressure and the end of the super-cycle 

in commodity prices.  

Following the weaker-than-expected inflation figure we now project average inflation at 

0.8% in 2014 and an increase to 1.1% in 2015.  

The projection is based on the following forecast for the subcomponents. 

 Core inflation will remain low in 2014 and slowly start to increase in 2015. 

Core inflation mainly depends on prices in the service sector, which are highly 

dependent on labour as an input, so the subdued core inflation in 2014 reflects 

the high unemployment rate and the low wage pressure. In 2015, when 

economic growth is expected to pick up, the unemployment rate will start to 

decline and there will be a moderate wage pressure. 

 Inflation in food prices is also expected to slow down due to the end of the 

super-cycle. In the first 10 months of 2013 average inflation in food prices was 

3.0% and was above overall inflation. The end of the super-cycle implies food 

prices are expected to increase around an average of 1.5%. Hence, overall 

growth will be closer to core inflation.  

 Inflation in energy prices is projected to continue to be negative until mid-

2015. This follows as supply is getting a boost due to new technologies to make 

most of the countries’ shale formations in terms of natural gas and oil output. 

Additionally, growth in oil demand is slowing as growth in China is lower and 

less energy intensive. 

There is an upside risk to our inflation forecast for 2014 stemming from the increase in 

the Italian VAT in October 2013. So far it does not seem that the higher VAT has spilled 

over to consumer prices but it can take some time before inflation starts to increase. In 

case the VAT increase affects consumer prices, the effect on inflation is expected to come 

in gradually and should add 0.2pp to euro inflation during 2014. However, the effect from 

the higher VAT will not change the underlying development in inflation and will drop out 

in 2015. 

The lower euro inflation is a result of a decline in inflation in the periphery as well as in 

the core countries. Most core countries inflation rates are moving below the 2% target and 

the inflation rates in the periphery countries are generally balancing around deflation. 

The outlook for inflation being much lower than the ECB’s 2% target implies we expect 

the ECB to cut the refi rate by 25bp at the ECB meeting in December. 

The lower inflation adds support to growth in the euro area. Lower inflation – driven by 

commodity prices – increases real income and hence purchasing power. In the euro area 

real wage growth is now rising 0.8%. This is a clear improvement from the decline in real 

wages of around 1% that took place in 2011 and 2012. 
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Inflation will remain far below ECB's 2% target in 2015 
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Flash Comment  

Inflation expected to remain below ECB target in 2014 and 

2015  
 Inflation in food and energy will be lower looking ahead 

 

 

 
Source: Eurostat, Danske Bank Markets   Source: Eurostat, Danske Bank Markets 

 

High unemployment gives low wage pressure  End of super-cycle results in lower commodity prices 

 

 

 

Source: Reuters EcoWin   Source: Macrobond 

 

Core countries inflation rates moving below ECB's target   Balance around deflation in periphery countries 
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Upside risk to inflation forecast from higher Italian VAT  Lower euro inflation gives lift to real wage growth 

 

 

 
Source: Eurostat, Danske Bank Markets   Source: Reuters EcoWin 
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Bank’). The author of the research report is Pernille Bomholdt Nielsen, Analyst. 

Analyst certification 

Each research analyst responsible for the content of this research report certifies that the views expressed in the 

research report accurately reflect the research analyst’s personal view about the financial instruments and issuers 

covered by the research report. Each responsible research analyst further certifies that no part of the compensation 

of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed 

in the research report. 

Regulation 

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject 

to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske 

Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority 

(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation 

Authority are available from Danske Bank on request. 

The research reports of Danske Bank are prepared in accordance with the Danish Society of Financial Analysts’ 

rules of ethics and the recommendations of the Danish Securities Dealers Association. 

Conflicts of interest 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-

quality research based on research objectivity and independence. These procedures are documented in Danske 

Bank’s research policies. Employees within Danske Bank’s Research Departments have been instructed that any 

request that might impair the objectivity and independence of research shall be referred to Research Management 

and the Compliance Department. Danske Bank’s Research Departments are organised independently from and do 

not report to other business areas within Danske Bank. 

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes 

investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate 

finance or debt capital transactions. 

Financial models and/or methodology used in this research report 

Calculations and presentations in this research report are based on standard econometric tools and methodology 

as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 

obtained from the authors upon request. 

Risk warning 

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis 

of relevant assumptions, are stated throughout the text. 

Date of first publication 

See the front page of this research report for the date of first publication. 

 

General disclaimer 
This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for 

informational purposes only. It does not constitute or form part of, and shall under no circumstances be 

considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments 

(i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or 

options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial 

Instruments’). 

The research report has been prepared independently and solely on the basis of publicly available information that 

Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not 

untrue or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates 

and subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation 

any loss of profits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts responsible for the research report and 

reflect their judgement as of the date hereof. These opinions are subject to change, and Danske Bank does not 



 
 
 
 

5 |     05 November 2013 www.danskeresearch.com 
 

  Fla
sh

 C
o

m
m

en
t 

 

   

 

  

 

Flash Comment  

undertake to notify any recipient of this research report of any such change nor of any other changes related to the 

information provided in this research report.  
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of research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are 

not registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements 

of a non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial 

Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-

U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be 

registered with the U.S. Securities and Exchange Commission and may not be subject to the reporting and 
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