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We predict a firm inflation print tomorrow. We expect headline CPI inflation to come in
below consensus and core CPI inflation to come in above consensus. Specifically, we project
headline CPI inflation to rachet down to 2.3%, year-over-year, and core CPI inflation to tick up
to 2.8%, year-over-year.

The Bureau of Labor Statistics releases the January 2026 Consumer Price Index Report
tomorrow on February 13™, 2026. The Dow Jones consensus forecast shows that many are
expecting headline and core CPI inflation to come in at 2.5%, year-over-year.'? In addition to the
consensus, the Federal Reserve Bank of Cleveland projects, using its Inflation Nowcast, headline
CPI inflation of 2.36%, year-over-year, and core CPI inflation of 2.45%, year-over-year.?

We are below consensus on headline CPI inflation because energy prices have continued
to decline in January. According to the U.S. Energy Information Administration, the national
average for all grades of retail gasoline fell to $2.94 in January, the lowest since March 2021,
compared to $3.2 a year ago, a decline of roughly 8%.* The Cleveland Fed's Inflation Nowcast
projects headline CPI at 2.36%, aligning closely with our view. The consensus estimate of 2.5%
appears anchored to December's headline CPI inflation number rather than reflecting January's
energy dynamics.

We are above consensus on core CPI inflation because shelter inflation remains sticky.
Zillow Research forecasts Owners' Equivalent Rent (OER) at 3.29%, year-over-year, for
January, with Rent of Primary Residence at 2.78%, year-over-year.” OER alone comprises
roughly one-third of core CPI. While Zillow's market rent data shows actual asking rents
declining, with multifamily rents expected to fall 0.2% in 2026, the CPI methodology lags these
market conditions by 6-12 months because it captures lease renewals, not just new signings.® The
Cleveland Fed's 2.45% core projection assumes faster pass-through than BLS methodology
typically delivers.

Overall, a firm core CPI inflation reading makes the case for the Fed to hold rates
constant even stronger. The Fed should not lower rates until we see a severe material weakening
in the labor market or we see core inflation return to the 2 percent target.
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