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Global Inflation Watch

Euro area inflation expectations continue to decline

e Overview: Realized inflation landed slightly below expectations in December
across the euro area and the US. Remaining sticky inflation is largely explained by
services, while tariff-driven goods inflation remains very limited even in the US.
Commodity price developments remain mixed, with rising industrial metal prices,
but steady energy prices despite the geopolitical uncertainty.

e Inflation expectations: Short-term market-based inflation expectations have
declined significantly in the euro area, now seeing 2026Q1 HICP averaging 1.65%
y/y. Survey-based inflation expectations, and long-term market-based inflation
expectations have moved sideways both in the US and Europe.

e US: December CPI landed close to expectations, with headline inflation at +0.3%
m/m SA and 2.7% y/y (Nov +0.3% / 2.7%). Core inflation was slightly below
expectations at +0.24% m/m and 2.6% y/y (Nov +0.16% / 2.6%). As the delayed
November release was likely distorted by Black Friday discounts, we expected a
modest rebound in price pressures. This materialized in housing and non-housing
services as well as food prices, but core goods prices remained flat in m/m terms.
Given the potential distortions and the Fed’s focus on services inflation, we do not
expect the release to significantly alter the policy rate outlook.

e Euro area: December inflation came in weaker than expected with headline
inflation falling to 2.0% y/y from 2.1% y/y and core inflation declining to 2.3% y/y
from 2.4% y/y. Falling energy prices was behind the move in headline inflation
while significantly lower than expected core goods inflation drove the downward
surprise in core inflation. At the same time service inflation declined slightly to
3.4% y/y but with momentum consistent to recent months, it remains sticky and
a key argument for the hawk camp in the ECB. The recent decline in energy prices
has lowered market expectations for Q1 2026 inflation to 1.65% (see chart below).

e China: November CPl increased from 0.7% y/y to 0.8% y/y lifted by food inflation.
Core CPI was again flat at 1.2% y/y. PPl stayed in deflation at -1.9% y/y.

Inflation markets in Europe pricing significantly lower inflation that ECB projects in 2026

Euro area HICP inflation
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Source: ECB, Danske Bank, Macrobond

Important disclosures and certifications are contained from page 13 of this report.
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Market based long-term inflation
expectations moving sideways.
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Top down overview

Overview of inflation drivers

Commodity price and freight inflation
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Contributions to US inflation

Contributions to euro inflation
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US wage growth and labour market tightness

Euro wage growth and labour market tightness
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G2 PPl inflation vs oil price inflation

PMI input price indices US, Euro and China
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Commodity price levels — oil and food

Commodity price levels — metals and iron ore
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Country details - US

Top down
Headline CPI inflation vs. oil prices CPI energy prices vs oil
%% %Yy Index uUsD/Barrel
9- . . - 260
Oil price, 1m lead, rhs. - - 135
8- . - 220 345 - _
US CPl inflation, Ihs. _ ;
7- " 180 325 - US CPl energy index - 115
G- a0 305 - (weight 6.2%), lhs. -
. . 285 -
- 100 265 - _
4 - _
- - 60 245 -~
) ~ o0 225 - _
1 - 20 205 - 0il price, o3
Z 185~ 1mlead,rh
0- - -60 165 - m lead, rhs. : 15
-, ' ' ' ' ' (100 145 T | | | | | | " -5
e0l4 2016 2018 2020 2022 2024 2026 2019 2020 2021 2022 2023 2024 2025
Source: Macrobond Financial, BLS. Source: Macrobond Financial, BLS.
Note: Past performance is not a reliable indicator of future performance. Note: Past performance is not a reliable indicator of future performance.
Food prices Food prices vs FAO food price index
% y/y % y/y % y/y
150 - CPI food, away from home 80 - CPI food. total. rhs. - 125
12.5 - (restaurants etc.) (weight 7.8%) 60 - ' ' _100
N FAO global food price index, '
100 - CPI food, at home 8m lead. Ihs
(weight 6.3%) 40 - 1 Ihs. _ 75
75 CPI food, total 20 : - 50
5.0 - (weight 14.1%) _
o5 0 : - 25
00 - -20 - - 00
_25 B 1 1 1 1 _40 - 1 1 1 1 1 1 1 1 - _25
2014 2016 2018 2020 2022 2012 2014 2016 2018 2020 2022 2024 2026
Source: Macrobond Financial, BLS Source: Macrobond Financial, FAO, BLS
Note: Past performance is not a reliable indicator of future performance.
US PMI output prices vs CPl inflation Core PCE inflation vs core CPI inflation
Index % y/y % y/y % y/y
120 - . . -9 7 - i i -7
110 _ US CPlinflation, rhs. ISM prices paid, Ihs. B ~ Us core PCE inflation B
100 - 6 - US core CPlinflation : 6
90 - 5 - -5
80 - -
70 - 4 - -4
60 - i i -
50 - 3 - Fed 2% inflation @
-t t (for PCE
) = =
20 - 1- -1
10 - 1 1 1 .03 _ 1 1 1 1 1 1 : 0
2010 2015 2020 2025 2014 2016 2018 2020 2022 2024 2026

Source: Macrobond Financial, BLS, Markit

Source: Macrobond Financial, BLS, BEA

5] 13January 2025

https://research.danskebank.com



Danske Bank

Core CPI momentum

Headline CPI since 1980
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Survey-based inflation expectations

Long-term inflation expectations
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Core sticky prices inflation (prices changed less frequently)

Median CPI inflation
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Labour market tightness: wage growth vs tightness

Labour market tightness: job openings and shortage
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Used car prices

Rent of shelter
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Lodging away from home (hotels etc.)

Food away from home (restaurants etc. )
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Country details — Euro area

Top Down

Headline vs. oil prices

Core inflation
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Selling price expectations from companies

PMI output prices

Index % y/y
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Labour shortage and wage growth

Wage growth (compensation per employee)
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Bottom up

Core inflation, effect from taxes

Core inflation components
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Service inflation vs. labour costs

Transport services vs. oil
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Note: Past performance is not a reliable indicator of future performance.

Core non-durable goods

Core durable goods
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Country details — China
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PPl vs. CPI PPl vs. commodity prices
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Note: Past performance is not a reliable indicator of future performance.
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