RESEARCH BRIEF

INFLATION

Marcus g Millichap

Disinflation progress remains uneven. December’s CPI report
showed inflation holding at a moderate pace. Headline CPI rose 0.3
percent month-over-month and increased 2.7 percent from a year
earlier, while core CPI rose 0.2 percent over the month and 2.6 per-
cent year-over-year. Core goods prices were flat in December, indicat-
ing that firms are still absorbing a significant portion of tariff-related
cost increases rather than passing them on to consumers. Meanwhile,
core services edged up and continued to drive the bulk of inflation,

as wage growth keeps pricing firm in many service categories. This
month’s report is unlikely to alter the Fed’s near-term holding stance,
though a combination of contained inflation and further labor-market

cooling would strengthen the case for future rate cuts.

Goods prices stabilize as trade dynamics evolve. While goods infla-
tion held flat in December on a month-over-month basis, it was up 1.4
percent year-over-year, well above the deflation seen in early 2025.
Tariff-related cost pass-through remains an upside risk, though great-
er near-term clarity around trade barriers and ongoing supply-chain
realignment may help limit price pressures. In December, the ad-
ministration suspended a planned increase in tariffs on furniture and
select goods from 25 percent to 50 percent, easing concerns over es-
calating costs. At the same time, firms are committing to longer-term
adjustments, with companies such as IKEA pursuing expanded U.S.
production, including a new $70 million domestic manufacturing
facility. Over time, increased onshoring should help reduce volatility

in goods prices, even as trade policy remains uncertain.

Labor intensity shapes services pricing. Core services, which
exclude energy services, increased by 0.3 percent in December, driven
by persistent inflation in shelter and labor-heavy categories such as
health care. Nevertheless, the year-over-year pace held at 3.0 percent,
down materially from levels above 4.0 percent in early 2025, under-
scoring a gradual disinflation trend. Service providers with lower
labor requirements are likely to remain less exposed to cost pres-
sures, as evidenced by club membership fees rising only 0.4 percent
year-over-year. This dynamic has reinforced investor demand for
net-leased fitness centers, where fourth-quarter transaction activity
climbed to multiyear highs, supported by their recurring revenue

models and segment vacancy holding near 2 percent.
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Venezuelan Qil Could Help Keep Energy Costs
in Check, Shaping Regional Spending Patterns

Fuel price relief reinforces household budgets. Gasoline prices fell
further in December, declining 3.4 percent year-over-year, reflecting
well-supplied oil markets even amid elevated geopolitical risk. Expanded
access to Venezuelan crude may provide incremental support for Gulf
Coast refineries, while the projected buildup in global inventory through
2026 points to continued fuel price stability. Lower gasoline costs should
support discretionary spending and higher trip frequency, potentially re-
inforcing convenience store operating fundamentals. This backdrop could
support continued investment in C-stores, where transaction volume

approached record levels in 2025.

Southern energy costs remain favorable. Energy pricing continues to
diverge across regions and is likely to shape spending patterns going for-
ward. In November, the energy index in the South rose 2.0 percent year-
over-year, compared with increases above 4.0 percent in other regions.
Proximity to Gulf Coast production and a more favorable regulatory envi-
ronment continue to anchor lower gasoline and electricity costs across the
South. This advantage should support stronger consumer spending and
may enhance the region’s appeal to manufacturing and industrial tenants

seeking lower operating costs.
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