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CHART OF THE MONTH: The key role of the wages-margins-productivity triangle

For some time now, in its monitoring of the disinflation trajectory in the euro area and to track the conditions for its
continuation, the ECB has been paying attention to the wages-margins-productivity triangle, expecting slower wages
growth, a compression of profit margins, and a recovery in productivity gains. However, the latest available data, at least on
wages and productivity, are not yet fully encouraging. Hourly labour productivity gains continue to evolve in negative
territory (0.3% year-on-year decline in Q1-2024 according to ECB data), although at a slower pace than in the previous three
quarters. Compensation per employee increased 5% y/y in Q1-2024, a slight acceleration from Q4-2023 (4.9% y/y). This is a
slightly slower pace than in the first three quarters of 2023 (which was above 5%), but the moderation remains to be
confirmed and amplified.

As for corporate margins, they are particularly the focus of attention. As a result of the circumstances that prevailed at the
end of the Covid-19 crisis (strong demand rebound, strong supply constraints), companies have regained pricing power: the
significant concomitant increase in 2021 and part of 2022 in the PMI components relative to input and output prices well
illustrates this (see charts on page 18 of our Inflation Tracker).

The significant contribution of unit profits to inflation, as measured by the GDP deflator, in 2022 and in the first half of 2023,
as can be seen from the graph, is another case in point. This has fueled the topic of “greedflation” (profits-push inflation).
However, attention must be paid to the upward bias introduced by the large sectoral disparities behind this aggregate
result. It would also appear that the phenomenon lasted only a short time, with the contribution of unit profits to inflation
falling sharply in the second half of 2023, and then almost disappearing in 2024 according to ECB projections. We are in line
with this expectation that businesses will somewhat squeeze their margins to absorb the rise in unit labour costs. But the
extent of this compression remains to be seen, and whether it will actually help bring inflation closer to the target, while
rising pressures on unit labour costs, via wage dynamics and low productivity gains, remain high.
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KEY POINTS: An improvement in real wages

 Inthe four zones covered (United States, Eurozone, United Kingdom, Japan), wage growth continues to outstrip inflation, supporting household purchasing power gains, but contributing, apart from Japan, to keeping
inflation in services at high levels. Price pressure indices (page 19) and producer prices are recovering moderately.

 Inthe US, the CPI report for May shows encouraging signs of disinflation. The index, which excludes food, energy and shelter, fell below 2% year-on-year for the first time since March 2021. This mainly reflects the
stronger deflation in durable goods, particularly used vehicles (-9.3% y/y compared with -6.9% the previous month), while inflation in services was down slightly but still high, at 5.2% compared with 5.3% in April.
Household inflation expectations over the medium term (1 year) and long term (5 years) have both moved back into line with observed inflation (page 21).

 Inthe eurozone, inflation picked up slightly, rising from 2.4% y/y in April to 2.6% in May, with a particularly marked rebound in Portugal (+1.5 pp, to 3.8%), Cyprus (+0.9 pp, to 3.0%) and to a lesser extent in Germany (+0.4 pp,
to 2.8%) and Spain (+0.4 pp, to 3.8%). Conversely, inflation fell in Latvia (-1.1 pp, to 0.05%), Greece (-0.8 pp, to 2.4%) and Croatia (-0.4 pp, to 4.3%). The ECB will also take note of the slightly favourable trend in the PCCI index,
which fell from 1.8% year-on-year in April to 1.7% in May, even though the weighted median rebounded from 2.5% to 2.8%. The “supercore” measure is stable at 2.9% y/y (page 9). While forecasters' medium and long-term
inflation forecasts are fairly close to the current level, household forecasts remain well above it (page 22).

 Inflation in the UK made a remarkable return to target, falling back to 2% in May, thanks in particular to stronger deflation in energy. In fact, the UK is the only economy of the four major blocs to continue to benefit from
this effect, while inflationary pressures are again emerging on this component in the US, the eurozone and Japan (page 6). This favourable effect is set to continue this summer, due to the planned 7.2% cut in the ceiling
on regulated gas and electricity tariffs, following the 12.3% reduction agreed in April. Durable goods were the second biggest deflationary item (-3.8% y/y), driven down mainly by used vehicles (-11.2%) and large
household appliances (-7.5%). Core inflation has also eased, to 3.5%, but inflation in services remains high (5.7%).

« InJapan, inflation is falling again, after a slight rebound over the winter. Total CPI inflation slipped from 2.7% y/y in March to 2.5% in April, the same rate as the core measure (excluding fresh food and energy). The annual
rise in food prices, which in April accounted for more than a third (1.1 percentage points) of total inflation, nevertheless eased to 4.3%. On the other hand, market expectations, reflected by the break-even inflation rate,
and household expectations are rising, as are scheduled earnings, which broke through the 4% year-on-year barrier in April (page 27).
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General dynamics of inflation
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General dynamics of inflation: decomposition of inflation
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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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US: alternative inflation measures
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United States inflation heatmap

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

Total 100 235 128 1,50 195 192 147 137 155 133 139 170 159 148
Food and non-alcoholic beverages 83 445 339 2,29 1,70 1,18 0,85 0,41 _
Alcoholic beverages, tobacco and narcotics 11 2,68 2,08 1,9 1,56 186 2,52 217 2,02 185 2,05 182 173 223
Clothing and footwear 24 2% 26 221 24 29 2% | o o [NOEM on  ow 1% | o0
Housing, water, electricity, gas and other fuels 36,4 4,69 418 411 372 345 330 334 2,99 2,75 278 2,98 287 287
Furnishings, household equipment and routine household maintenance 41 372 2,97 22 144 113 120 0,70 0,28 0,28 _

Health 71 010 0,07 013 017 0,66

Transports 16,2

Communications 31 139 161 1,62 1,67 1,63

Recreation and culture 59 402 374 335 2,96 313 2,43 178 191 2,04 0,94 0,64 043 032
Restaurants and hotels 6,5 281 2,49 24 2,33 2,52 2,08 2,67 2,69 2,59 2,06 173 1,68 153
Miscellaneous goods and services 6,5 353 2,76 226 199 135 228 270 372 453 4,61 6,11 6,57 5,86

Source: BLS, OECD
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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Eurozone: producerand consumer prices (y/y %)
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Inflation dynamics in the Eurozone by country (1)

Eurozone: contributionto inflation (% points), May 2024 8 Eurozone: inflation iny/y % change
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Inflation dynamics in the Eurozone by country (2)

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
Weight (%)  May-23  Jun-23  Jul-23  Aug23  Sep-23  0ct-23  Nov-23  Dec-23  Jan-24  Feb-24  Mar-24  Apr-24  May-24

Total 100 4,75 417 39 389 298 1,55 1,04 1,58 142 123 1,07 1,02 121
Food and non-alcoholic beverages 16 _ 6,10 544 4,64 3,98 1,86 0,59 0,74 0,59
Alcoholic beverages, tobacco and narcotics 4 4,46 4,56 447 439 422 3,9 376 2,95 344 351 212 2,14 1,75
Clothing and footwear 5 3,66 374 327 337 2,44 2,03 1,69 175 135 168 0,86 092 079
Housing, water, electricity, gas and other fuels 15 2,23 072

Furnishings, household equipment and routine household maintenance 7 6,69 6,06 550 4,85 421 339 2,67 211 132 0,58 029

Health 5 183 1,96 199 201 190 193 1,95 1,95 187 191 192 2,00 235
Transports 15 _ 241 174 0,48 - 0,63 1,00
Communications 2,25 1,46 1,66 174 148 152 1,35 141 0,55 0,20

Recreation and culture 5,02 512 5,84 5,87 489 413 333 2,56 2,62 2,35 2,01 1,74 2,18
Education 3,64 375 3,68 3,68 237 3,05 3,06 3,08 326 318 324 318 322
Restaurants and hotels 6,55 586 5,85 547 494 4,85 418 373 3,59 3,50 3,50 3,04 3,38
Miscellaneous goods and services 387 411 39 387 376 331 290 2,75 287 2,74 2,62 281 2,66

Source: Eurostat

Difference with the 2010-2019 average
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Inflation dynamics in the United Kingdom: different metrics and degree of generalisation
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United Kingdom inflation heatmap

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

Total 100 6,45 572 460 443 442 237 171 177 175 118 1,00 0,11

Food and non-alcoholic beverages 95 6,38 531 332 2,38 126 0,07
Alcoholic beverages, tobacco and narcotics 34 458 454 470 583 6,47 6,29 5,50 337 312
Clothing and footwear 49 6,42 6,59 595 6,36 6,29 559 507 578 49 439 331 3,07 235
Housing, water, electricity, gas and other fuels 30,0 _ 4,33 4,52 4,45

Furnishings, household equipment and routine household maintenance 5,6 578 480 451 333 19 136 0,52 0,72

Health 18 572 554 6,30 584 559 541 4,83 4,69 427 392 395 4,08 3,62
Communications 19 6,26 6,67 428 541 531 529 521 572 540 2,84 474 122 132
Recreation and culture 111 559 561 547 472 493 528 423 4,62 4,65 431 423 337 287
Education 2,2

Restaurants and hotels 113 6,69 6,78 551 575 471 471 421 418 317 3,00 321 2,93
Miscellaneous goods and services 68 5,54 532 476 438 4,08 391 3,58 304 327 243 215 235 185

Source : ONS
Difference with the 2010-2019 average
Less than 0 -
BetweenOand 1
Between 1and 2
Between 2and 4
Between4and7

Greaterthan7 -
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Inflation dynamics in Japan: different metrics and degree of generalisation

Japan: headlineand coreinflation (y/y %) . Japan: alternative inflation measures Japan: producer and consumer prices (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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Japan inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average
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Inflation and survey data
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PMI surveys: an indication of inflationary pressures (1)

United States: manufacturing PMI indices
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Source: S&P Global

Japan: manufacturing PMI indices
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PMI surveys: an indication of inflationary pressures (2)
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Eurozone: inflation and price pressures indicator

HICP inflation, y/y
Price pressures indicator* (+1 year, rhs)
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Japan: inflation and price pressures indicator
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Inflation expectations (households, forecasters, markets)
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Inflation expectations in the United States

US: consumerinflation expectations
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US: Survey of professional forecasters
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Inflation expectations in the Eurozone

Eurozone: consumer inflation expectations 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: consumerinflation expectations % Japan: survey of professional forecasters oninflation
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Source: Statistics Bureau of Japan, Cabinet Office Source: Japan Center of Economic Research, Jaan Bureau of Statistics

* Weighted average of respondents' answers from the consumer confidence survey (Cabinet Office)
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Market expectations: breakeven inflation rate

% US breakeven rate (10-years Treasury note) %  Eurozone breakevenrate (10-years government bonds)
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Inflation-wage dynamics
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Inflation-wage dynamics

yiy, % US: wages growth and inflation
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vy, % Eurozone: wages growth and inflation
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Japan: wages and inflation
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Raw materials

WTI crude oil price, USD/barrel Naturalgas price, USD/million BTU
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