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According to the final estimate published by Eurostat1, euro area headline
HICP inflation rose to 0.3% YoY in May 2015 (in line with the flash estimate),
from 0.0% YoY in April. (Figure 1). The lowest annual inflation rates were
registered in Cyprus (-1.7% YoY) and Greece (-1.4% YoY), while the highest
were recorded in Romania and Malta (both 1.3% YoY). The rise in euro area
headline inflation was once again attributed to the volatile categories of
energy and food price inflation. In particular, energy inflation increased to 4.8% YoY from -5.8% YoY, in the prior month, while food inflation rose to
+0.9% YoY from 0.6% YoY due to a large increase in unprocessed food
prices.
Euro area core HICP inflation (excluding energy, food, alcohol and tobacco)
edged up to +0.9% YoY in May, from +0.6% YoY in the previous month. The
increase in core inflation was mainly driven by service price inflation
-accounting for around 60% of core inflation- which accelerated to 1.3% YoY
from 1.0% yoy in April. The sharp increase in services was partly attributed
to temporary factors, as air fares and packaged holiday prices probably
increased significantly (+3.9% YoY from -5.4% YoY and +4.3% YoY from 1.3% YoY, respectively) due to the different Easter timing in 2015 compared
to 2014.
Non-energy industrial goods inflation, which accounts for the remaining
40% of core inflation, increased to 0.2%YoY in May from 0.1% YoY in the
previous month (Figure 2). Durable goods prices continued to lead the
upward trend (-0.1% YoY in May from -0.3% YoY in April), while semi- and
non-durables goods prices remained subdued (stable at 0.0% YoY).
Overall, euro area inflation has increased significantly over the last couple
of months, after a steady downward trend since Q4 2011. Nevertheless, we
still remain cautious on the euro area inflation outlook before we see a
strong sustained upward trend in services and in semi- and non-durables
goods. In our view, inflation will probably remain below the ECB's mediumterm target of 2.0% at least until the end of 2016 (+0.2% in 2015 and +1.3%
YoY in 2016). In this context, we expect the ECB to fully implement its
expanded asset purchase program until September 2016, as initially
planned.
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