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CHART OF THE MONTH: The importance of services (dis)inflation

Since June 2023, US inflation, as measured by the year-on-year change of the BLS's CPI, has stopped declining: it was 3% in June 2023, and it was
still 3.2% in February 2024. Over the same period, disinflation was more pronounced in the euro area (HICP inflation fell from +5.5% y/y in June 2023
to +2.6% in February 2024 according to Eurostat's flash estimate), but since the end of 2023 it has also tended to come to a halt. The fact that
energy deflation plays less negatively explains this slowdown in disinflation. Food and core inflation kept falling but core disinflation remains
really slow. Core inflation was still 3.8% in February 2024 in the United States and 3.1% in the euro area.

This slow pace is due to services disinflation, which, as our chart shows, remains limited. The first salient point is, in both the US and the Eurozone,
the higher level of services inflation over goods inflation - and over its historical trend. It should also be noted that this gap opened earlier and is
much larger in the United States than in the euro area. The third focus is on higher services inflation in the US than in the Eurozone, while goods
inflation is much lower (and even negative, i.e. deflation).

From this perspective, the disinflation process appears to be more advanced in the euro area than in the US. We expect inflation to return to the
2% target faster in the Eurozone (in 2024) than in the US (in 2025). However, wage dynamics are one of the determinants to monitor'. The good
news is that wages have started to decelerate, but this moderation remains modest. And, in the coming quarters, the risk, in our view, is that it
remains gradual rather than gathering speed.

The fall in services inflation should therefore remain contained too, fueling the issue of how hard the last mile of disinflation could be. Amatyakul,
[gan, and Lombardi (2024) highlight this more important role played, now, by rising services prices, when inflation dynamics had previously been
more influenced by goods prices. They also explain how the relative stickiness of these services prices could imply slower disinflation2. Galeone
and Gros (2023) have another perspective on this last mile. On the contrary, their analysis suggests that it should not represent particular
difficulties, as inflation has moved from its regime of “high pass-through of energy price shocks” back to the “stable state”®. The debate remains
open.

1The shelter component of inflation and the margin behaviour of firms are two other important factors to watch.
2Sectoral price dynamics in the last mile of post-Covid-19 disinflation (bis.org), 4 March 2024
3Regime shifts and the last mile of disinflation | CEPR, 13 December 2023
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https://www.bis.org/publ/qtrpdf/r_qt2403d.pdf
https://cepr.org/voxeu/columns/regime-shifts-and-last-mile-disinflation

KEY POINTS: Resistance to the downside

Consumer price disinflation stalled at the beginning of the year in Europe and the United States. With the tailwinds of energy price deflation fading, core inflation, which is still high, now accounts for almost all of the
price increases in the United States. This is less true in the euro area and the United Kingdom, where food inflation still contributed almost a third to headline inflation in January. The decline in inflation in 2023 has led,
in all areas, to a downward shift in household inflation expectations in the short-term (1 year) towards long-term expectations (5 years). Wage growth continues to outpace inflation and fuel a recovery in purchasing
power, which appears to be stronger in the United States and the euro area than in the United Kingdom.

 Inthe United States, the growth of the shelter component slowed below 6% y/y in February. This development is reflected clearly on the chart on inflation generalisation (page 7), given that this category has a large
weight in the consumer price index. Conversely, the United Kingdom continues to record a significant proportion of goods and services with an inflation rate above 6%.

 The trend is, at this stage, different in Japan. Inflation fell to 2.1% y/y in January, the smallest increase since March 2022. As the energy subsidies introduced by the Kishida administration downwardly impacted
February 2023 CPI figure, a large base effect will, barring any surprises, lead to a rebound in inflation in February 2024. This rebound was indeed already visible in leading Tokyo CPI, which rose 2.5% y/y in February,
compared to 1.8% y/y in the previous month. At the national level, core inflation slowed to 2.0% y/y in January.

»  Westill expect the Bank of Japan to be the first central bank to act, not by cutting rates, but by ending its negative interest rate policy, potentially as soon as at the March 18-19 meeting. The first results of the annual
wage negotiations (Shunto) for 2024 seem to attest stronger wage concessions from companies compared to 2023' which would support Bo) members in their idea of initiating monetary normalization. The Fed, the
ECB and the BoE would all proceed with a first rate cut in June, according to our current forecasts.

' See Financial Times article, Japanese workers secure biggest pay rise in three decades, March 13, 2024
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General dynamics of inflation
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General dynamics of inflation: decomposition of inflation
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Eurozone: contribution to inflation (percentage points)
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Inflation dynamics in the United States: different metrics and degree of generalisation

US: headline and core CPI inflation (y/y %)
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Note: the black line represents the % of CPI components whose increase is greater than, or equal,
to 2%. The hatched green line weights the results by the share of each component in the CPI.
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United States inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average

Weight (%)  Jan-23 Feb-23  Mar-23  Apr-23  May-23  Jun-23 Jul-23 Aug-23  Sep-23  Oct-23  Nov-23  Dec-23  lan-24
Total 100 459 419 3.16 317 2.35 128 150 1.95 192 147 137 155 133
Food and non-alcoholic beverages 8.3 _ 5.82 4.45 339 2.29 170 118 0.85 041 _
Alcoholic beverages, tobacco and narcotics 11 337 3.06 2.95 2.68 2.68 2.08 1.96 1.56 1.86 252 217 2.02 185
Clothing and footwear 24 241 256 253 288 290 226 221 245 219 232 089 oss  [EOEN
Housing, water, electricity, gas and other fuels 36.4 6.02 5.98 5.54 5.28 469 418 411 372 345 3.30 3.34 2.99 2.75
Furnishings, household equipment and routine household maintenance 41 6.01 5.83 5.22 490 372 297 221 144 113 1.20 0.70 0.28 0.28
Health 7.1 019 0.10 0.07 0.13 0.17 0.66 0.58 123
Transports 16.2 154
Communications 31 111 173 1.39 161 1.62 1.67 1.63
Recreation and culture 5.9 395 431 420 4.45 4,02 3.74 3.35 2.96 313 243 178 191 2.04
Restaurants and hotels 6.5 541 476 4,04 343 281 249 241 2.33 2.52 2.08 2.67 2.69 2.59
Miscellaneous goods and services 6.5 527 441 380 360 353 2.76 226 199 135 228 270 37 453
Source: BLS

Difference with the 2010-2019 average
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Inflation dynamics in the Eurozone: different metrics and degree of generalisation
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Note: the black line represents the % of CPI components whose increase is greater than, or equal
to 2%. The hatched green line weights the results by the share of each component in the CPI.
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Inflation dynamics in the Eurozone by country (1)
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Inflation dynamics in the Eurozone by country (2)
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Germany: headline and core inflation (y/y %)
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France: headline and core inflation (y/y %)
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Eurozone inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average

Jan-23

Weight (%)

Total 100
Food and non-alcoholic beverages 16
Alcoholic beverages, tobacco and narcotics 4
Clothing and footwear

Housing, water, electricity, gas and other fuels 15
Furnishings, household equipment and routine household maintenance 7
Health 5
Transports 15
Communications 3
Recreation and culture 9
Education 1
Restaurants and hotels 10
Miscellaneous goods and services 10

247
4.42

2.96
481

Feb-23

2.79 2.98

151
531
154
3.53
3.37
6.33
365

164
3.96
2.09
437
3.53
6.80
3.85

Mar-23 Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sep-23 Oct-23 Nov-23 Dec-23 Jan-24
553 561 475 417 3.96 389 298 155 104 158 142
6.10 5.44 464 398

423 451 4.4 456 447 439 422 3.94 376 2,95 344
419 359 3,66 374 327 337 244 203 169 175 136
669 6.06 5.50 485 427 339 267 211 132

162 178 183 19 199 201 190 193 195 19 186
202 204 225 146 166 174 148 152 135 141 055
5.58 489 5,02 5.12 5.84 5,87 489 413 333 256 262
359 368 364 375 368 368 237 3,05 3.06 308 326
oes [N s 5.86 5.85 547 494 485 418 373 359
386 386 387 411 395 387 376 331 290 275 287

Difference with the 2010-2019 average

Less than 0
Between O and 1
Between 1and 2
Between 2 and 4
Between 4and 7
Greater than 7
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Inflation dynamics in the United Kingdom: different metrics and degree of generalisation
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Note: the black line represents the % of CPlI components whose increase is greater than or equal
to 2%. The hatched green line weights the results by the share of each component in the CPI.
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United Kingdom inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average
Weight (%)  Jan-23 Feb-23 Mar-23 Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sep-23 Oct-23 Nov-23 Dec-23 Jan-24

Total 100 6.43 6.45 5.72 460 443 442 2.37 171 177 175
Food and non-alcoholic beverages 9.5 6.38 531
Alcoholic beverages, tobacco and narcotics 34 6.47 6.29 5.50

Clothing and footwear 4.9 595 6.36 6.29 559 5.07 5.78 494
Housing, water, electricity, gas and other fuels 30.0 433 452 445

Furnishings, household equipment and routine household maintenance 5.6 451 3.33 1.92 1.36 0.52 0.72

Health 18 370 423 453 442 5.72 5.54 6.30 5.84 5.59 541 483 469 427
Transports 115 0.21

Communications 19 0.89 0.88 5.06 6.26 6.67 428 541 531 5.29 527 572 5.40
Recreation and culture 111 391 2.96 3.53 5.18 5.59 5.61 547 472 493 5.28 423 462 4,65
Education 2.2

Restaurants and hotels 113 6.69 6.78 551 5.75 471 471 421 418
Miscellaneous goods and services 6.8 4.62 535 5.51 5.58 5.54 5.32 476 438 408 391 3.58 3.04 327

Source : ONS
Difference with the 2010-2019 average

Less than 0 -

Between 0and 1
Between 1and 2
Between 2 and 4
Between 4 and 7

Greater than 7 -
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Inflation dynamics in Japan: different metrics and degree of generalisation

Japan: headline and core inflation (y/y %) o Japan: alternative inflation measures Japan: producer and consumer prices (y/y %)
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Source: Japan Statistics Bureau, BNP Paribas calculations Source: Bureau des Statistiques du Japon, calculs BNP Paribas
Note: the black line represents the % of CPI components whose increase is greater than or equal
to 2%. The hatched green line weights the results by the share of each component in the CPI.
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Japan inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average

Weight (%)  Jan-23  Feb-23  Mar-23  Apr-23  May-23  Jun-23 Jl-23  Aug-23  Sep-23  Oct-23  Nov-23  Dec-23  Jan-24
Total 100 392 281 279 3.08 277 287 285 265 2.54 281 242 2.12 163
Food 9.5 630 64 oec [N s s s
Clothing and footwear 34 263 292 3.08 322 322 333 348 383 279 238 217 248 243
Housing 49 143 143 143 133 133 123 133 123 132 083 083 073 083
Furniture and household utensils 56
Medical care 18 0.17 0.58 0.98 1.39 179 1.99 189 1.99 209 1.98 218 208 208
Transportation and communication 115 1.80 137 114 1.36 1.90 179 187 293 3.04 282 240 2.50 261
Culture and recreation 19 w29 37 o 4e 4 a5t e [NNEIEEN oo
Education 11.1 1.20 1.60 1.50 189 189 1.99 1.99 199 199 199 199 199 199

Miscellaneous goods and services

22 - 016 045 - 005 025 005 044 054 034 024

Difference with the 2010-2019 average

Source : Statistics Bureau of Japan
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Inflation and survey data

BNP PARIBAS The bank for a changing world ECONOMIC RESEARCH | ECOCHARTS | 17



PMI surveys: an indication of inflationary pressures (1)
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PMI surveys: an indication of inflationary pressures (2)

% US: inflation and price pressures indicator % Eurozone:inflation and price pressures indicator
10 CPIinflation, y/y 8 12 HICP inflation, y/y i 2(5)
g Price pressures indicator* (+1 year, rhs) - 80 10 Price pressures indicator* (+1 year, rhs) I -~
- 75 i
g - 70
6 I~ 7O | 65
4 - 65 6 - 60
- 60 4 - 55
- 50
2 - 55
50 2 Jd/\,\’\l\\ M o
0 = 1 ' 1 L g ' ' ' 1 ' 1 ' 1 ' 0 K . . . W . . A . . . — 40
* average of input, output prices & inverted|[ 45 * average of input, oUtput prices & inverted [ 35
-2 suppliers' delivery times indices (manufacturing PMI data)|. 4Q -2 suppliers' delivery times indices (manufacturing PMl data) L 30
10 12 14 16 18 20 22 24 10 12 14 16 18 20 22 24
Source: BLS, S&P Global Source: Eurostat, S&P Global
% UK: inflation and price pressures indicator % Japan:inflation and price pressures indicator
12 CPI inflation, y/y - 85 S CPlinflation, y/y - 70
10 Price pressures indicator* (+1 year, rhs) - 80 4 Price pressures indicator* (+1 year, rhs) -
- 75
) 3
- 70 5 - 60
6 - 65
1 - 55
4 - 60
. 55 0 - 50
2 -1
- 50
O T T T T T T T T =T _2 . . . B 45
* average of input, output prices & inverted [ 42 _ ~ ™ average of input, output prices & inverted
=) suppliers' delivery times indices (manufacturing PMI data) | 40 3 suppliers’ delivery times indices (manufacturing PMI data)|
10 12 14 16 18 20 22 24 10 12 14 16 18 20 22 24
Source: ONS, S&P Global Source: Statistics Bureau of Japan, S&P Global

I_ BNP PARIBAS The bank for a changing world ECONOMIC RESEARCH | ECOCHARTS | 19




Inflation expectations (households, forecasters, markets)

BNP PARIBAS The bank for a changing world ECONOMIC RESEARCH | ECOCHARTS | 20



Inflation expectations in the United States

US: consumer inflation expectations

% % US: Survey of professional forecasters
S
3 . Z Median inflation, 1-year horizon
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Source: University of Michigan, BLS Source: Philadelphia Fed (SPF), BLS
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Inflation expectations in the Eurozone

Eurozone: consumer inflation expectations
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Eurozone: Survey of professional forecasters
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Inflation expectations in the United Kingdom

United Kingdom: consumer inflation expectations United Kingdom: inflation expectations
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Inflation expectations in Japan

% Japan: consumer inflation expectations % Japan: survey of professional forecasters on inflation
5 5
1-year horizon (weighted average)*
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Market expectations: breakeven inflation rate
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Inflation-wage dynamics
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Inflation-wage dynamics

v, % US: wages growth and inflation
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Raw materials
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Raw materials
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