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Europe's current economic situation 

Figure 4. Core inflation in the main countries in the third quarter of 2017 
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Source: Eurostat. 

The absence of inflationary pressure in the euro area is consistent with a high 

level of unemployment. Nevertheless, it is clear that even in countries where 

unemployment is below its pre-crisis level, inflation is still moderate, which 

could result from more structural factors, in particular the reduction of 

employee bargaining power. Besides, the unemployment figures may under

state the degree of underemployment, so that wage increases have been quite 

low. A focus on the dynamic of nominal unit labour costs would therefore 

provide some insights on some of the determinants of the inflation rate. 

b) Recent development of unit labour costs

Showing the changes in unit labour costs (ULC) since the beginning of the crisis 

in some euro area countries helps to take account of developments in competi

tiveness between the countries of the euro area (Figure 5) and may provide 

insights on the price dynamic. The changes are also compared to the "golden 

rule of wages", i.e. a hypothetical trajectory of ULC rising by 1.9% per year; 

given constant profit margins and prices, an increase in the ULC at this rate 

would ensure that the ECB's inflation target (below but close to 2%) is reached 

in the medium run.5 The path of ULC in the euro area is the result of a down

ward pressure on labour costs. While these adjustments can help reduce the 
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