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Weak consumer spending and falling oil prices push inflation to five-year low

® |nflation down to 0.3% in September

® Price declines linked to steep drop in oil prices
and sharp downturn in consumer spending

B Retail PMI at 17-month low

Inflation in the euro area is down to its lowest for five
years. The annual rate of consumer price inflation fell
to 0.3% in September, its lowest since October 2009,
stoking fears that the single currency area is moving
closer to deflation.

There are clearly growing signs of falling prices in the
periphery, and inflation also remains worryingly weak
in the core countries. Inflation in September was 0.8%
in Germany and 0.4% in France, while year-on-year
declines of 0.1% and 0.3% were seen in ltaly and
Spain respectively. Prices fell 1.1% on a year ago in
Greece.

However, it's not just the eurozone where deflationary
worries are present. Prices rose just 1.2% on a year
ago in the UK, which was likewise the weakest seen
for five years. China’s inflation rate is a mere 1.6%, the
lowest since 2010. In the US, the latest data (for
August) showed only a 1.7% annual increase, a five-
month low.

Falling retail sales adds to price gloom

The downturn in inflation is in part linked to consumer
demand in the eurozone taking a turn for the worse
again over the summer. Markit's Eurozone Retail PMI,
which provides an advance guide to retail sales in the
region, signalled the steepest drop in sales for almost
a year-and-a-half in September. A slump in the amount
of goods retailers bought for resale paints a particularly
downbeat picture for consumer spending. The
deterioration sits in stark contrast to the revival of
consumer spending that had been signalled earlier in
the year by both survey and official data. Rising retalil
sales had helped drive a 0.3% increase in consumer
spending in the second quarter, the largest rise for
three-and-a-half years.
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Eurozone Retail PMI

Eurozone consumer spending
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Inflation in the four largest euro countries

Consumer price inflation, annual % change
6.0

5.0

4.0

3.0

——Germany ——France

Italy ——Spain

-2.0 . T T T T T T T T T T T T T T
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: Ecowin



http://www.markiteconomics.com/Survey/PressRelease.mvc/5e157626401f45378868d47f5ed68ead

Markit Economic Research

markit

Lower oil prices

Another key cause of the downturn in inflation rates in
the eurozone and elsewhere is the falling price of ail,
which affects a wide variety of consumer prices. The
price of ail not only governs how much we pay to fill up
our cars with petrol and affects our utility bills, but also
influences many chemical prices as well as the cost of
packaging and transporting the goods that we buy.
Very little is in fact not affected by the cost of oil in one
way or another. The fact that Brent Crude oil prices are
down 24% from their June peak has had a major
bearing on consumer prices globally.

However, we also have to look at why oil prices are
falling. Buoyant supply of oil is one reason, and in
particular the increasing flow from the US, due to the
shale revolution.

Weak demand is also to blame. Slower economic
growth in the world’s emerging markets, including all
four BRIC economies, has severely dented demand for
oil. Slower growth in the eurozone is of course also
playing a role.

With no turnaround in global demand expected in
coming months, and supply looking stable (after all,
even recent geopolitical risks have failed to drive
prices up), the outlook for oil prices is one of limited
upside risk, meaning the inflation outlook also remains
benign at best.

The combination of ongoing downward pressure on oil
prices and a renewed weakening of demand at the
retail level in the eurozone suggest deflation worries
are more likely to intensify than to cool.
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Inflation rates
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