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Expectations for future policy rates have plunged over the

f past year
c h a rt o th e wee k Implied Fed Policy Rate Expectations

--1/23/2026

The Market Cut the Fed Path,

Long Rates Didn’t Care

* In one year, the market’s implied policy-rate path 4.00

shifted meaningfully lower: 2026 fell from

~4.02% to ~3.27% (~75 bps), while 2031 fell -

from ~4.36% to ~4.15% (~20 bps).
= At the same time, ultra-long Treasury yields are 350

still sitting near cycle highs (~5% area). A clean

signal that term premium / supply / deficit angst 3.25 .

is doing more work than “Fed cuts” at the long

end. 3.00

2025 2026 2027 2028 2029 2030 2031

= Even if the Fed eases, financial conditions can Data sourco: Carson Investment Ressarch, Bloomberg 01/25/2025 @sonusvarghese

stay sticky if the market demands more implied policy rate proxied by SOFR futures

compensation for duration risk.
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Inflation’s “Quiet” Problem:
Services Won’t Behave

= Core PCE inflation is still ~2.8% YoY, clearly
above the 2%

= The 3-month annualized rate keeps bouncing.
Inflation progress isn'’t linear, it's sticky + choppy.

» This supports a “cut carefully” setup: inflation
isn’t re-accelerating broadly, but it's also not
done.
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Core inflation stays stubbornly high

Personal Consumption Expenditure Price Index
Excluding Food and Energy (November 2025)

—Year-Over-Year
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Data source: Carson Investment Research, FRED 01/24/2026 @sonusvarghese
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Core Services Ex-Housing is
Still Elevated

= Core services ex-housing is around the low-3%
range (~3.3% YoY) which is still above pre-
Covid norms.

» The chart shows “not a lot of progress” lately,
meaning disinflation is slowing where it matters
most.

= |f this doesn’t cool, inflation falls to
wages/services dynamics, not goods.
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Not a lot of progess: core services (ex housing) inflation remains
quite elevated

Personal Consumption Expenditure Price Index
Core Services ex Housing (November 2025)

—Year-Over-Year
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Macro Durable goods inflation picks up thanks to tariffs

PCE Price Index (Index, Dec 2018 = 100)
Durable Goods
112

Goods Inflation Is Back... Not
Huge, but Noticeable

100

» Durable goods PCE has flipped to positive again
with ~+1.2% YoY. 12 Month Ghange

= The chart explicitly links the pickup to tariff 12%
effects, i.e., inflation can reappear from policy

: 8%
choices.
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Prices rising +1.2%
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Data source: Carson Investment Research, FRED 01/12/2025 @sonusvarghese
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Surging utility bills offset any benefit from lower

Macro gasoline prices

PCE Price Index (Index, Jan 2018 = 100)
Electricity and Gas

150

Utility Bills Are Replacing the
“Gasoline Relief” Story

Nov '25
+7.3% year-over-year

» PCE electricity & gas index is up ~+7.3% YoY o
(Nov '25) which is a big household pain point.

= Lower gas # lower total energy bills for many -
consumers.

» This is why inflation can “feel” hot even when
headline numbers cool.
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Data source: Carson Investment Research, FRED 01/24/2026 @sonusvarghese

\ CARSON

The information included herein is for informational purposes and is intended for use by advisors only, and should not be copied, reproduced,
or redistributed without consent of CWM, LLC. Carson Partners offers investment advisory services through CWM, LLC, an SEC Registered
Investment Advisor. Carson Coaching and CWM, LLC are separate but affiliated companies and wholly-owned subsidiaries of Carson Group
Holdings, LLC. Carson Coaching does not provide advisory services. 14600 Branch St. Omaha, NE 68154 (888) 321-0808



Sticky Service Inflation,
Category by Category

= Several everyday services are still running hot
YoY (Dec ’25): pet services 6.2%, admissions
5.7%, vehicle repair 5.4%, full-service
restaurants 4.9%.

= Some categories cooled vs last year, but the
table shows the broader point: services inflation
is still widespread.

= This explains why “inflation is down” doesn’t
always match what people pay week-to-week.
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CPI Inflation For Select Services (Year-over-Year)

Category Dec-25 Dec-24 Dec-19
Full service restaurants 4.9% 3.6% 3.3%
Fast food restaurants 3.3% 37% 3.0%
Vehicle repair 5.4% 5.2% 34%
Dental services 3.8% 3.0% 3.0%
Video/audio services (incl. streaming) 4 9% 1.5% 3 1%
Pet services 6.2% 6.2% 4.2%
Admissions (concerts, theaters, sports) 5.7% 0.6% 1.4%
Personal care services 4.6% 4.6% 27%
Day care & preschoal 4 8% 5.9% 34%
Internet services and electronic info providers 2.8% -0.4% 1.8%
Data source: Carson Investment Research, Bloomberg 01/13/2026 @sonusvarghese
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Kevin Warsh (New Fed Chair)
Has a Hawkish History

Even in crisis, Warsh leaned hawkish: April 2009
(core PCE ~0.8%, unemployment ~9%) he still
said he feared upside inflation more than
downside risks.

If that mindset carries over, a Warsh Fed likely
cuts slower and keeps policy tighter for longer
unless the labor market cracks.

The bigger market risk is Fed discord (hawkish
chair + divided committee) — more volatility
around meetings.
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=Unemployment Rate (right) +Warsh Quote

Core PCE Inflation Rate (left)

"If policy rates were to stay as accommodative ...I
would be surprised if inflation and inflation expectations
stayed at levels consistent with price stability in the
forecast period.”

"Mear-term indicators, as
everyone has discussed,
appear quite benign—there's
a little risk of near-term
price increases.”

"I continue to ba more worried about
upside risks to inflation than downside
righs." "Inflation measures do
appear quite satisfactory for
now. The situation certainly

bears watching."

"I am still skeptical that deflation risks rank
as high as many of the other risks ..."
continue to predominate as the

greater risk to the economy."

"There are reasons to
believe that our inflation
problems will become
more pronounced and, I
fear, more persistent.”

"I'm still not ready to relinquish my
concerns on the inflation front.”

"I'm less sanguine ..that we're
going to sea the power of that
inflation fade in the event
that the economy softens some.”

"Inflation risks are very real, and I beliave
that these risks are higher than growth risks.”

"I am mora concarned about the
upside risks to inflation than

. "Inflation risks, in my view,
downside risks to output and...

"I am more concerned about the
upside risks to inflation than
downside risks to output and

employment.” "I must admit to being

considerably less sanguine
about inflation prospects ..."

"I remain quite concerned
about inflation prospects”
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https://x.com/AnnaEconomist/status/2014469343246172654?s=20

The 10-Year Yield Is Grinding
Higher Again

= The 10-year yield pushed up to roughly the
4.2% area into late January.

= The pattern is higher highs/higher lows since the
October low. Markets are not pricing a straight-
line drop in long rates.

» That matters because long rates hit mortgages,
capex hurdle rates, and equity discount rates
even if the Fed cuts.
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Rates

— USA - Personal Savings Rate

SpendanISStrong,SaV|ngIS ] L
the Source

= With real income growth soft in 2025,
consumers kept spending by saving less. The
savings rate slid after April to ~4.5% (vs ~4.3%
end-2024).

» That's not automatically bad: in booms, savings
can fall (ex: 1998-99 ~7% — ~3.5%) as
households feel wealthier.

. -I_-he risk is the next S|OWdOWﬂE SaVingS USUa”y '96 '7 '98 '99 '00 ‘01 02 ‘03 '04 '05 06 ‘07 08 '09 10 11 12 13 14 '15 16 '17 18 '19 20 21 22 23 24 '25
rises when growth weakens, like the post-GFC el Research Sysers
rebuild (~5.3% in 2009 — ~6.9% in 2019).
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Consumer spending accelerated in Q4, keeping it well above

c pre-pandemic trend
o ns u m e r Real Personal Consumption Expenditures
(Jan 2018 - Nov 2025)

Annualized pace of growth

Consumers Re-Accelerated in e

Q4
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= Real consumption’s recent pace improved: Oct—
Nov '25 ~+3.7% annualized, vs Jan—Sep 25
~+1.6%.

» That’s a real rebound, but paired with low
savings, it suggests spending is being supported
by less saving, not a giant income boom.
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Data source: Carson Investment Research, FRED 01/25/2026 @sonusvarghese

Dashed line shows the 2018-2019 trend
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