Capital Markets Strategy
Essential inCights for the C-Suite

Chart of the Day

LEARN MORE
Click Here

The December inflation report came in a touch lower than expected with core inflation
rising 0.2% m/m and 2.6% y/y. Although this was the first “clean” report after the 43-day
government shutdown in late 2025, continued data distortions still likely impacted the
release. CPl inflation spent much of 2025 between 2.3% and 3.0% and this month's report
reaffirms that the “final mile” to the Fed's 2% target is proving to be quite difficult.
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Headline inflation for December rose 2.7% y/y and 0.3 m/m, as expected. Core CPI rose
0.2% m/m and held steady at 2.6% y/y, matching a four-year low. Declines in used car
prices and household furnishings helped to hold down the core number last month while

shelter, food and energy costs all rose.

December CPI inflation actual vs. estimates

Metric

Headline CPl y/y 2.7%
Headline CPI m/m 0.3%
Core CPl yly 2.6%
Core CPI m/m 0.2%

Estimate Difference
2.7% +0.0%
0.3% +0.0%
2.7% (-0.1%)
0.3% (-0.1%)

Rising costs for necessities were partially offset by falling prices in more volatile categories
such as used cars and gasoline. Food prices were a major pain point in the report, rising
0.7% m/m, more than double the overall inflation rate. The December reading also
highlights the dichotomy in energy markets with natural gas utility prices 4.4% m/m higher

while gasoline prices fell (-0.5% m/m).
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As tariffs and outsized fiscal expansion begin to filter through the economy, US inflation
break-evens remain elevated vis-a-vis expectations one year ago. While underlying inflation
rose less than expected, the market is still not pricing in any easing at the January FOMC
meeting with the next 25 bps Fed rate cut fully priced in for June - the same as before the

CPI data was released this morning.
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Against the backdrop of a global monetary policy easing cycle that accelerated in 2024-25,
the Fed’s policy easing path in 2026 is expected to be shallow compared to historic

cycles. With inflation still “sticky” above target,

we expect a “divided” Fed to be cautious in

balancing its dual mandate, maintaining an “easing bias” as labor markets weaken, but
moving slowly so as not to reignite inflation. Shallow Fed easing in 2026 likely translates to:
(1) modestly lower rates; (2) modestly positive real rates; and (3) contained term premia.
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While m/m inflation data provides very useful information on the recent momentum in
(dis)inflation, a look at today’s CPI data on a y/y basis provides a useful lens on the
categories in which the consumer is feeling the most cost pressure (and relief) relative to

one year ago.

December US inflation by sector (y/y)
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Source: (1-9) Bureau of Labor Statistics. CPl Report December 2025. Bloomberg. Data as of January 13, 2026. Goods is commodities less food and energy commodities.
Services is less energy. First data point on marketimplied Fed Funds chart is Fed Funds effective rate.
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“Macro stability isn’t everything, but without it, you have nothing.”
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