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Global and European
setting

World economic activity

The upswing in the world economy con-
tinued at a rapid pace in the second quarter
of 2010. Global industrial output has now re-
turned to pre-crisis levels. The growth forces
also now seem to be more evenly balanced
between the advanced and the emerging
economies. However, growth appears to be
slowing down in the current half of 2010.
After having already, in some cases, shown
initial signs of overheating following a period
of torrid growth, the major emerging market
countries tightened the reins of monetary
and credit policy — with fiscal policy stimuli
already weakening — and thus brought their
economies onto a flatter growth path. This is
especially true of China, where the conditions
for loans to households and enterprises were
tightened significantly. It must be noted,
though, that the Asian emerging economies’
industrial output was, at last report, one-fifth
higher than in mid-2008.

Among the group of industrial countries, the
United States economy, which had grown
quite rapidly in the last three months of 2009
and first three months of 2010, expanded
at a perceptibly more moderate pace in
the second quarter; the Japanese economy
stalled. By contrast, the euro-area economy
grew visibly more briskly. Germany accounted
for a considerable percentage of this growth;
catching-up effects in construction following
the weather-related output shortfalls in the
winter also played a role. In the industrial
countries, considerable expansionary stimuli
continued to be delivered by monetary policy
and, in part, by fiscal policy. Moreover, the in-
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Renewed
turbulence on
financial
markets has
so far had no
significant
impact on real
economy

Signs pointing
to steady but
moderate
growth in
second half
of year

ventory cycle gave economic activity a further
boost. In the spring months, according to ini-
tial estimates based on provisional data for
the majority of the major economies and the
euro area, real gross domestic product (GDP)
for this group of countries grew at a season-
ally adjusted %% on the period, which was
the same pace as in the winter months. Its
year-on-year growth stood at 2'2%; this was
2%:% off the cyclical peak reached in early
2008.

Although the worsening of the debt crisis in
Greece in early May and the contagion ef-
fects that rippled to other countries on the
euro-area periphery led to considerable losses
of confidence and a slowdown in economic
activity in the affected countries, these re-
newed tensions in the financial markets failed
to have any adverse impact on real economic
developments in the euro area as a whole
and the rest of the world. It must be noted
that, in reaction to the turmoil, crude oil
prices fell in early May.

The world economy appears to have re-
mained on a growth track after mid-year,
though probably at a slower pace. The global
purchasing managers indices for manufactur-
ing and services, starting from a high level,
sagged in the past few months. The Bundes-
bank leading indicator is likewise signalling
that global economic activity might calm
down in the second half. However, from
today’s vantage point the continuation of the
global economic recovery is not in any dan-
ger.
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Because the world economy got the year
2010 off to such an unexpectedly good start
and continued to grow at a strong pace in
the spring, in early July the International
Monetary Fund (IMF) once again revised up-
wards its global growth forecast for 2010, by
one-half percentage point to 4.6%; it left its
projection for 2011 unchanged at 4.3%.
These figures reflect growth rates for the
emerging economies of 6.8% and 6.4% re-
spectively and for the advanced economies of
2.6% and 2.4% respectively. The IMF expects
the euro-area economy to grow by 1.0% on
average for the current year and the Ger-
man economy by 1.4%. However, following
strong growth in the spring, and given that
the outlook for the current quarter remains
quite positive, this may, especially with regard
to Germany, be an overly pessimistic vision of
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World market prices for
crude oil and industrial raw
materials as well as food,
beverages and tobacco
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what may be achievable on average for
2010. According to the IMF, the outlook for
real global trade rose by two percentage
points to 9.0% in 2010 and by one-quarter
percentage point to 6.3% for 2011. The year
2010 is set for considerably stronger growth
in double-digit territory. Due, above all, to the
danger of renewed turmoil in the financial
markets, the risks to the recent growth pro-
jection are being assessed as much higher
than the chances of a better result.

Commodity prices reflected the increasingly
jittery mood in the financial markets. In par-
ticular, the debt crisis suffered by some Euro-
pean countries and its potential implications
for the real sector gave rise to a temporary
correction in prices. After peaking for the
year at US$89 in early May, the price of a bar-

rel of Brent crude oil fell by nearly US$20
within three weeks. It then stabilised around
the level of the period spanning the fourth
quarter of 2009 and first quarter of 2010 of
between US$70 and US$80. At last report, a
barrel of crude oil was trading for a spot
price of US$75, with the futures markets in-
dicating slightly higher prices. Market uncer-
tainty about the global economic outlook
also caused the prices of industrial raw mater-
ials, especially non-ferrous metals, to fall con-
siderably in May and June before rebounding
noticeably. By contrast, hardly any falls had
preceded the considerable increases in food
prices in July. The price of cereals, in particu-
lar, rose sharply owing to weather-related
crop failure.

The temporarily distinct decline in crude oil
prices also had a marked impact on consumer
prices in the industrial countries, with energy
prices down on an average of the spring
months by a seasonally adjusted 1.6% on the
quarter following a 4.4% rise a quarter earl-
ier. Since price inflation excluding the volatile
categories of energy and food also remained
exceptionally low, headline inflation held
steady at its level of a quarter earlier. Year-on-
year consumer price inflation fell from +1.7%
to +1.5%.

Selected emerging market economies

The south and east Asian emerging markets
maintained their vigorous growth in the
spring months. However, the exceptionally
rapid pace of the first quarter has trailed off
in some countries. In China, real GDP was
10%4% up in the second quarter compared

Energy cheaper
amidst muted
overall
consumer price
inflation

Momentum in
some parts of
southern and
eastern Asia
tapered off
from very high
level



Developments in
Latin America
remain pointed
upwards

with a year earlier, after rising by as much as
12% in the winter period. The subsiding stim-
uli from the government investment pro-
gramme launched in November 2008 to sta-
bilise the economy are likely to have contrib-
uted in key measure to the slowdown. By
contrast, private consumption will probably
have again risen considerably; at all events,
nominal retail sales were up by nearly one-
fifth on the year. Whereas Chinese export
business was pointed steeply upwards in the
spring, goods imports grew at a perceptibly
more sluggish pace. This is probably a reflec-
tion of the diminishing investment boom.
This caused the trade surplus to re-widen dis-
tinctly to stand at US$41.2 billion in the
second quarter. Consumer price inflation rose
noticeably, from 2.4% in March to 3.3% in
July. Excluding food, it rose from 1.0% to
1.6%.

India’s economy, which in the winter months
saw real GDP grow by 11%% on the year,
seems to have only slowed down slightly, if at
all, in the past few months. Although year-
on-year industrial output growth fell from
15%% in the first quarter to 11%% in the
second, this is likely, in terms of overall out-
put, to have been offset at least partly by an
increased expansion of output in agriculture
and in the services sector. Owing to an in-
crease in the supply of food, consumer price
inflation diminished slightly to 13.7% as this
report went to press.

Most Latin American countries saw their eco-
nomic output rise distinctly once again in the
second quarter of the year. In Brazil, the sea-
sonally adjusted 1Y% period-on-period growth
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of industrial output was off somewhat from
the preceding four quarters, however. This is
probably due mainly to the expiry of tax in-
centives for purchasing consumer durables.
The very positive trend in the Brazilian labour
market continued. In June, just under 2.2 mil-
lion new jobs were created on balance com-
pared with a year earlier. Consumer price
inflation slowed down somewhat in the past
few months to stand at 4.6% in July. In
Mexico, the cyclical recovery, which had
sputtered in the first quarter of the year,
made exceptionally good progress in the
spring months; the services sector grew
particularly strongly. As food price inflation
continued to abate, the rate of inflation fell
noticeably to 3.6% in July.

In Russia, the cyclical recovery, which had
been sluggish at the beginning of the year,
picked up steam again. Real GDP was up in
the second quarter by 5%4% on the year. The
Russian economy received a demand-side
boost from, in particular, private consump-
tion, which had been kick-started by the
introduction of a car scrappage premium,
among other things. In addition, the con-
tinued improvement in the price climate has
impacted favourably on households’ purchas-
ing power. In July, consumer price inflation
stood at 5.5%, compared with 8.9% at
the end of 2009 and 12.1% a year ago. A
drought that was still ongoing as this report
went to press caused major crop failures for
seasonal food and cereals, which is likely to
cause a perceptible resurgence of upward
price pressure in Russia.

USA

The US economic upswing continued on a
sound basis in the second quarter. After ad-
justment for seasonal variations, real GDP in
the spring months was up by just over 2%
from the previous three-month period, and
the year-on-year growth accelerated from a
low level to nearly 3'2%. Overall growth was
not able to maintain its rate of the winter
guarter — which, according to revised figures,
was just under 1%. However, domestic final
demand picked up several notches, with en-
terprises, in particular, setting the pace. They
increased their investment in machinery and
equipment and software by a higher rate
than at any time since the “New Economy”
boom 12 years ago (for a comparison of the
current upswing with earlier recoveries, see
box on pages 18-19). This was surely aided in
part by the ongoing recovery of their profit
margins, which was due not only to preced-
ing cost-cutting and productivity-enhancing
measures but also to improved sales figures.
Following massive cuts, commercial construc-
tion investment expanded in the spring for
the first time in two years. In addition, enter-
prises continued restocking, although the
growth stimuli from inventory movements
were considerably weaker than in the preced-
ing quarters. Government demand and hous-
ing construction likewise contributed to the
growth of overall output. However, the immi-
nent expiry of tax incentives for house pur-
chase meant that demand in the real estate
market was boosted only briefly; therefore, in
the current quarter investment in residential
construction may be expected to recede. The,
on the whole, rapid growth rate of domestic

Enterprises
setting the pace
of continued
upswing



Growth of
private
consumption
back on solid
ground

Lull in growth
despite brisk
export business

demand was also reflected in a similarly
strong import pull; real imports of goods and
services grew by +6%:%, and thus consider-
ably faster than exports (+2'2%). On balance,
net exports subtracted three-quarters of a
percentage point from GDP growth, whereas
partner nations derived key stimuli from US
import demand.

In the second quarter, private consumption
grew by just under 2%, roughly matching its
first-quarter rate; in addition, it was restored
to a more solid footing. The increase in em-
ployment expanded households’ financial
scope perceptibly. They were able not only to
fund increased consumption but also to in-
crease their saving ratio by three-quarters of
a percentage point to 6%%. On average over
the April to July period, private non-farm em-
ployment was up by just under 450,000 from
the winter quarter, representing an increase
of 2% after seasonal adjustment. Consumer
prices excluding energy and food picked up
in the second quarter by a seasonally adjusted
0.2% from the preceding period, in which
they had remained unchanged. On the year,
though, they fell by 0.4 percentage point to
+0.9%. Headline inflation fell even more
sharply, especially owing to lower energy
prices, from +2.4% to +1.8%.

Japan

Japan'’s economic output rose only minimally
in the second quarter of 2010, after seasonal
adjustment, following strong growth in the
period spanning the fourth quarter of 2009
and first quarter of 2010. This was due chiefly
to a slight decline in domestic demand. Inven-
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tories were once again increasingly reduced,
and public investment, which had been ex-
panded significantly under government eco-
nomic stimulus programmes, contracted at
an accelerated pace. Moreover, household
consumption expenditure stagnated after
having been stimulated in previous quarters
by government purchase incentives. A role
may have also been played here by the re-
newed rise in the standardised unemploy-
ment rate by 0.3 percentage point from the
average of the first three months of the year
t0 5.2% in the spring months. Whereas resi-
dential construction investment was curbed,
firms continued to expand their fixed capital
formation. Their export business remained
brisk, with exports up by a seasonally adjust-
ed 6%. Admittedly, foreign trade contributed
less to GDP growth because imports rose
more strongly than a quarter earlier. The de-
flationary tendency in the economy persisted.
Over the March to June stretch, negative con-
sumer price inflation contracted by a further
0.4 percentage point to -0.7% on the year.
Core inflation, by contrast, slid even further
into negative territory, standing at -1.5% in
June compared with -1.1% in March.

United Kingdom

In the second quarter of 2010, the UK econo-
my’s total output, after seasonal adjustment,
grew by a strong 1% on the period and by
1%% on the year. The second half of the
year, however, holds more moderate growth
rates in store — not least because of the new
government’s ambitious consolidation plans.
The considerable increase in momentum in
the spring is due, for one thing, to catching
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The current economic upturn in the United States in comparison with earlier phases of recovery

The current upturn in the US economy is thought by many
observers to be only moderate. In addition, concerns
have frequently been voiced, particularly of late, that the
upswing could lose momentum once the positive stimuli
from the inventory cycle and the economic stimulus pack-
age subside. Some even warn of the possibility of a “dou-
ble dip” recession. This box outlines the characteristics and
drivers of the current upswing and draws comparisons
with previous phases of recovery in the US economy. The
National Bureau of Economic Research (NBER), which
charts the cyclical highs and lows in the US economy, has
not yet pinpointed a date for the end of the recession;
however, as aggregate output has already been growing
since the summer of 2009, this investigation will focus on
the past four quarters. The seven growth phases since
1961 identified by the NBER are used for comparative
purposes. As the upward movement is usually stronger at
the beginning of a boom than in the later stages owing,
not least, to the inventory cycle, the periods of comparison
are likewise restricted to the first four quarters of each
upturn.’

In fact, growth in real gross domestic product (GDP) in the
past four quarters, at 3% %, was significantly weaker than
the average for the seven periods of comparison (5%). The
phases of recovery following particularly severe economic
slumps were all the more vigorous (1975-76 and 1983),
with aggregate output rising by as much as 7% on aver-
age. At the same time, the current upturn is perceptibly
stronger than those observed in the comparative periods
1991-92 and 2002, when GDP grew by an average of only
2%% following relatively mild recessions. It must also be
borne in mind that the growth path of potential output has
flattened out considerably over time; according to recent
estimates by the Congressional Budget Office (CBO), its
increase since mid-2009 (134%) has been markedly lower
than in the periods of comparison (3%). Consequently,
most of the difference in the growth rate of actual output
compared with the average of all seven periods of recov-
ery could be due to weaker potential growth.?

Looking at the expenditure side of GDP, if we approxi-
mately calculate the mean of the annualised growth
contributions of its individual components, as published
1 The specific periods in question are 1961 Q2 to 1962 Q1, 1971 Q1 to
Q4, 1975 Q2 to 1976 Q1, 1980 Q4 to 1981 Q3, 1983 Q1 to Q4, 1991 Q2
to 1992 Q1 and 2002 Q1 to Q4. — 2 Economists at the Federal Reserve

Bank of San Francisco arrived at a similar conclusion in one study. See J
Weidner und J C Williams (2010), The Shape of Things To Come, FRBSF

Deutsche Bundesbank

by the Bureau of Economic Analysis (BEA), we can see
that the rise in aggregate output was largely, but by no
means exclusively, driven by changes in inventories. Taken
together, personal consumption and corporate investment
in equipment (including software) — with contributions of
a similar size — matched the support to macroeconomic
growth provided by changes in inventories. However, for-
eign trade and private construction spending (particularly
spending on non-residential structures) had a noticeable
dampening effect, while overall demand from the public
sector had only a very minor impact. The growth in federal
government expenditure was offset by cuts of around the
same size by state and local governments, which were
under great pressure to adjust their budgets to the fall in
revenue. Another important factor in this respect is that a
major part of the economic stimulus package put together
in 2009 consisted in easing the burden on households
through tax credits and increased transfer income, as well
as providing support payments to the individual states.

The distinctive characteristics of the current upturn are
made evident by the difference in the growth contributions
of the expenditure-side components from those seen in
the comparative periods. The fact that growth is currently
more rapid than in 1991-92 and 2002 can be explained,
in particular, by a stronger influence from the inventory
cycle. However, as this impulse is not substantially different
to those experienced during the sharp upturns, the dispar-
ity is probably due to the generally flat cyclical profile in
the early 1990s and at the start of the new millennium.
At that time, moreover, enterprises barely increased their
expenditure on equipment and software, whereas the
growth contribution of investment in equipment is now
actually slightly larger than on average for 1975-76 and
1983. Nonetheless, a key driver of the rapid aggregate
growth in these periods was private residential invest-
ment, which has not played a major part in the current
upswing. A much more important factor, though, is that
growth in personal consumption has been muted in the
past few quarters; according to revised figures from the
BEA, it contributed no more than just over one percentage
point to GDP growth. That is only a fraction of the size
of its contribution during the sharp upturns and is even
somewhat smaller than in the two most recent periods of
Economic Letter, 2010-15. However, the members of the Federal Open
Market Committee are currently still assuming a long-term growth
rate of real GDP — which can be interpreted as a growth rate of poten-

tial output - of between 2%2% and 234% (central tendency of expecta-
tions). — 3 This relationship can be illustrated using econometric esti-



recovery. On an average of all the periods of comparison,
moreover, government expenditure supported GDP
growth more noticeably than in the recent past.

Overall, it can be said that corporate investment in inven-
tories and equipment is almost exactly as strong as it was
in earlier phases of recovery following a severe economic
slump. To date, the impulses from both housing construc-
tion — which is still suffering from a real estate glut and
thus from the effects of past excesses — and from personal
consumption have been insufficient. This is likely to be
closely connected with another marked characteristic of
the current upturn, namely the ongoing difficulties in the
labour market. In the second quarter of 2010, for example,
private-sector employment was down by 34% on the year.
By contrast, at a comparable point during phases of strong
economic recovery, employment had already grown by
3%%. The weak labour market has also had an impact on
employee compensation, the most important determinant
for households’ consumer spending.? In none of the other
recovery phases observed here was there a decline in real
employee compensation.

With regard to the labour market, the current upturn
seems to share some similarities with the two most recent
phases of recovery, which were often termed “jobless
recoveries”. However, the focus on the overall change in
employment over four quarters obscures varying develop-
ments within this period. After large job losses were seen
in the second half of 2009, jobs were already being cre-
ated again in the first half of this year. By contrast, there
was virtually no employment growth at that point in the
two preceding expansionary phases. This is consistent with
the fact that private investment in equipment, which is
usually a good leading indicator for employment in the
United States, was low at that time. All in all, there is much
to suggest that, if the labour market recovery continues
and gains strength, growth in personal consumption could
intensify in the coming quarters. This means that there
will not necessarily be a marked deceleration in aggregate
growth owing, for example, to weakening impulses from
the inventory cycle and the economic stimulus package.
Moreover, the US economy is unlikely to slip back into
recession in the near future.

mates in which real growth in consumption is explained by changes in
wage income, net transfers and taxes, as well as in net wealth and the

unemployment rate. They show that, compared with other recovery
phases, growth in consumption is currently being hampered, particu-
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Growth of key macroeconomic variables in
the United States

Seasonally adjusted, first four quarters of each growth phase
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larly by weak income growth and high unemployment, which is prob-
ably leading to precautionary saving. — 4 Adjusted using the Price
Deflator for Personal Consumption Expenditures.
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up in construction, which posted a 6"%2% in-
crease in gross value added after seasonal
adjustment. Another reason was that the ser-
vices sector — supported by the financial in-
dustry and by business-related service pro-
viders — grew by 1%, as against +%% in the
winter. Manufacturing (excluding construc-
tion) continued its rapid growth. The cyclical
upturn has now reached the labour market.
In May, the standardised unemployment rate
was 0.1 percentage point below its cyclical
peak of 7.9% reached in early 2010. By con-
trast, the price climate has remained un-
favourable through the end of the reporting
period. Consumer price inflation (HICP) once
again surpassed the 3% mark in July. Exclud-
ing energy and unprocessed food, it was simi-
larly high in the preceding months. Plans to
raise the standard rate of value-added tax
(VAT) from 17.5% to 20% at the beginning
of 2011 could mean that the Bank of Eng-
land’s inflation target of 2% will continue to
be overshot next year.

New EU member states

Real GDP growth in the new EU member
states (EU-8), which had stalled in winter
owing especially to weather-related reduc-
tions in construction output, will probably
have regained momentum in the second
quarter. Construction output rose, after sea-
sonal adjustment, by not less than 15%%,
nearly fully recouping the losses in the first
quarter. The industrial sector throughout the
EU-8 once again grew strongly at 22%; in all
countries, particularly the Baltic nations, its
output tended distinctly upwards. The situ-
ation in the EU-8 labour markets has im-

20

proved slightly for the first time since the out-
break of the economic crisis; the standardised
unemployment rate fell between March and
June by 0.2 percentage point to 9.7%. Con-
sumer price inflation (HICP) averaged 2.8%
over the April to July stretch.

Macroeconomic trends in the euro area

After a sluggish start to the year, the euro
area saw considerably accelerated growth.
Total economic output in the second quarter
of 2010 was up by a seasonally adjusted 1%
compared with the winter months and was
1%% up on its level of a year earlier, which
marks the low point of the recent recession.
One of the key factors behind the accelerated
pace was the brisk rise in exports to non-
euro-area countries. In addition, the construc-
tion sector in the northern member states
saw catching-up effects following extensive
weather-induced output losses during the
winter. In addition, investment in new ma-
chinery and equipment is likely to have gone
up perceptibly. With GDP rising by 2%,
Germany has become the euro area’s growth
locomotive. The other large member states
— France, Italy and Spain — saw much more
moderate rates of economic growth, ranging
between just over 2% and V4%. In Greece,
which must undergo a radical adjustment
programme, the economy contracted by a
seasonally adjusted 12%. All other countries
for which initial GDP estimates are available
posted positive growth rates. The fast pace of
growth in the euro area as a whole, however,
will most likely not be sustainable in the
second half of the year. One reason is that

Strong
economic
growth in
spring



Catching-up
effects in
construction
sector and lively
industrial
activity

Strong export
growth

the economic upswing has trailed off some-
what in key destination countries. Another is
that construction output will probably level
off.

The strong economic growth in the second
quarter was supported first and foremost by
production. In the April-May period, con-
struction output, owing to the aforemen-
tioned weather-related catching-up effects in
the northern member states — as some south-
ern member states were seeing continued
contraction — rose by a seasonally adjusted
2V4% from the first quarter. Industrial produc-
tion in the second quarter was 2%2% higher
than in the winter months and 9%% higher
than over the same period a year earlier.
This includes, in the period under review,
sharp rises in the production of intermediate
(+4"4%) and capital goods (+3"2%). By con-
trast, consumer goods output rose just mar-
ginally (+4%). Energy production fell by 2%
from its very high level of the winter months.
Owing to increased industrial output, cap-
acity utilisation continued its perceptible im-
provement during the April to July period, yet
it still remained clearly below its long-run
average. In the April and May period, orders
received were up by 7%, seasonally adjusted,
from the first quarter, which indicates con-
tinued output growth in the second half of
the year. Sentiment in the industrial sector
improved once again perceptibly around mid-
year.

The spring saw considerable demand from
non-euro-area countries, especially the emer-
ging market economies in south and east
Asia and Russia. The euro area’s exports, in
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Growth trends
in the euro area

Real GDP, seasonally adjusted,
quarter-on-quarter percentage change
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terms of value, rose during the reporting
period by 72% from the first quarter, after
seasonal adjustment, and were up 24% on
the year. Imports from outside the euro area
rose considerably as well. However, as this
was due in part to higher commodity prices
and depreciation-related price effects, the net
trade contribution to real GDP growth in the
spring is likely to have been visibly in positive
territory. Domestic final demand was uneven.
Though the marked increase in the output of
machinery and equipment and the expansion
of construction indicate a considerable in-
crease in gross fixed capital formation, house-
hold consumption, for its part, provided no
growth stimuli in the second quarter, either.
Real retail sales were down somewhat, and
new car registrations down more significantly,
from the preceding period, after seasonal ad-
justment. The inflated figures from a year
earlier due to car scrappage schemes in some
member states were undershot by as much as
10%2%.

The brisk output growth in the spring has
nurtured increasing signs that the labour mar-
ket has passed the worst. Over the April to
June period, unemployment growth, at an
average of 13,000 per month, was signifi-
cantly slower than in the winter (67,000) and
the second half of 2009 (92,000). Growth in
the rate of unemployment has come to a
standstill; in June — as in the three preceding
months — it stood at 10.0%. For instance,
Spain’s unemployment rate climbed by 0.6
percentage point since March 2010, whereas
Germany’s fell by 0.3 percentage point over
the same period. The number of employed
persons in the first quarter — more recent
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data are not yet available — remained un-
changed since autumn 2009, when it had
dropped by ¥4%. Unit labour costs in the win-
ter months likewise remained unchanged on
the period.

As the second quarter progressed, euro-area
upward price pressures receded after having
intensified perceptibly in the March-April
period. Energy prices were the key factor: in
March and April, they trended strongly up-
wards on the heels of higher crude oil prices
and the weak euro in the foreign exchange
markets before flattening considerably and
heading downwards in June. Trends in the
other components of consumer spending
were much more restrained. Although food
prices did rise more strongly than a quarter
earlier — after seasonal adjustment — their
fluctuations were relatively constrained. Owing
to the euro’s depreciation, the prices of other
goods rose for the first time in quite a long
time. By contrast, services appreciated at a
similarly moderate pace to the preceding
periods. Overall, consumer prices were 0.6%
higher than a quarter earlier; the year-on-
year increase of HICP widened from 1.1% to
1.5%.

This trend pattern was visible in nearly all
euro-area countries, with only three countries
reporting inflation of less than +1% in the
second quarter. At the same time, in some
smaller countries the 2% mark was surpassed
yet again; the range of inflation rates even
spanned just over seven percentage points.
Although the weighted standard deviation of
annual percentage changes rose slightly, at
just around one percentage point it was only
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marginally above its average of the past few
years. Euro-area consumer prices rose some-
what in July after seasonal adjustment. Year-
on-year headline HICP inflation was up from
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1.4% in June to 1.7%. A base effect resulting
from the sizeable decline in energy prices in
July 2009 was also a major factor in this in-

Crease.
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