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The April CPI report strengthens the case for higher long term rates. Warsh inherits a

difficult inflation outlook

April's CPI report reinforced the view that inflationary pressures in the U.S. remain significantly above the Federal Reserve’s
comfort zone, even after nearly two years of restrictive monetary policy. Headline CPI rose 0.64% m/m in April, following a sharp
0.87% increase in March, while annual inflation accelerated to 3.78% from 3.3% previously as shown in Figure 1. Core CPI also

surprised to the upside, rising 0.38% m/m and 2.74% yly.

The inflation release also arrives during a critical transition period for U.S. monetary policy leadership. Jerome Powell’'s term as
Fed Chair is set to expire this Friday, May 15, while Kevin Warsh, President Trump’s nominee to replace Powell, still requires final

Senate confirmation as Chair after being confirmed to the Fed Board earlier this week.

Figure 1. CPI Inflation Evolution
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Inflation During:

Monthly Annual Monthly Annual Feb-26 Mar-26  Apr-26
Headline 0.87%  3.29% 0.64% 3.78% 2.54% 3.57% 5.20%
Core 0.20%  2.60% 0.38% 2.74% 2.41% 2.80% 3.03%
Services less Energy 0.37%  3.05% 0.53% 3.27% 2.69% 4.01% 4.81%
Services less Rent 0.33%  3.36% 0.38% 3.52% 3.12% 3.54% 3.83%
Rent of Shelter 0.30%  2.97% 0.63% 3.26% 2.80% 2.91% 3.49%
Non Durable Goods 2.59%  4.90% 1.43% 6.58% 2.75% 5.40% 11.21%
Durable Goods 0.08%  0.05% -0.15% -0.10% -2.64%  -394%  -3.68%
Food -0.01%  2.75% 0.50% 3.22% 3.88% 3.64% 3.65%
Energy 10.87% 12.59% | 3.81% 17.54% 1.07%  12.62%  38.06%
Gasoline 21.23% 18.92% 5.44% 28.42% -3.43% 21.22%  72.66%
Source: HR Ratings with seasonally adjusted inforamtiom from the U.S. Bureau of Labor Statistics, retreived from

FRED.

A significant portion of the monthly increase continued to be explained by energy prices. The energy component increased 3.8%
m/m in April and 17.5% yly, with gasoline prices rising 5.4% during the month and 28.4% compared to a year earlier. This dynamic

reflects the persistence of geopolitical pressures in global commodity markets, particularly after the escalation in Middle East
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tensions earlier this year with the closure of the Strait of Hormuz. However, the report also showed that inflation pressures remain
broad-based beyond energy alone.

Shelter inflation accelerated again, rising 0.6% m/m and 3.3% y/y and services inflation also remained sticky, with transportation
services increasing by 4.3% yly and airline fares surging 20.7% yly, according to the bureau of labor statistics. Meanwhile, food
inflation regained momentum, particularly in food-at-home categories, where prices rose 0.7% m/m. Several agricultural

components continued to post sizable increases.

Overall, the April data suggests that inflationary pressures remain broad based across the US economy. While some goods
categories such as used vehicles and medical commodities continued to soften, sticky services inflation and renewed energy
pressures are complicating the Fed’s path back toward its 2.0% inflation target. In annualized terms, the latest three-month rate
of headline inflation remains inconsistent with price stability (Figure 1), reinforcing expectations that the Fed may need to maintain
restrictive rates for longer than markets anticipated at the beginning of the year.

As shown in Figure 2, although the nominal federal funds rate remains elevated, compared to historical standards, the recent
rebound in inflation has driven the real ex-post CPI into negative territory, which raises the question of whether the current rate is
restrictive enough to address the current inflationary shock.

Figure 2. Federal Funds Rates in Nominal Terms, Real ex-post rate and CPIl Headline
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Source: HR Ratings and historic information from the Fderal Reseve retrieved from FRED.

For Warsh, the macroeconomic backdrop presents substantial challenges from the start. First, inflation remains materially above
target despite policy rates already being restrictive. This limits the opportunity for further rate cuts, even amid political pressure

from the White House to ease monetary conditions more rapidly. Second, inflation expectations could become more sensitive
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under a new Fed leadership regime, particularly if markets perceive any weakening in central bank independence during the
transition away from Powell. Several legislators and market participants have already raised alarms about possible political

influence on future monetary policy choices.

Additionally, the broader macroeconomic backdrop may further constrain the Fed’s room to ease policy aggressively in the near
term. Although labor market conditions have moderated compared to the post-pandemic overheating period, employment
dynamics appear to be stabilizing. This reduces the urgency for rapid monetary easing and could make premature rate cuts more
difficult to justify amid still elevated inflation readings. At the same time, persistent fiscal deficits are likely to remain an important
source of macroeconomic pressure. While tariff revenues may provide temporary support to federal revenues, their medium-term
outlook remains uncertain, particularly amid ongoing legal and political disputes surrounding trade policy. Simultaneously, rising
defense spending proposals and structurally large fiscal deficits could continue increasing Treasury financing needs. In such an
environment, the combination of elevated interest rates and rising debt issuance may place additional upward pressure on federal

interest costs over the medium term.
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HR Ratings de México, S.A. de C.V. (“HR Ratings”), is an credit rating agency authorized by the National Banking and Securities Commission(CNBV) and registered by the Securities and
Exchange Commission (SEC) as a Nationally Recognized Statistical Rating Organization (NRSRO) for the assets of public finance, corporates and financial institutions as described in section 3
(a) (62) (A) and (B) subsection (i), (iii) and (v) of the US Securities Exchange Act of 1934 and certified as a Credit Rating Agency (CRA) by the European Securities and Markets Authority (ESMA)
and the Financial Conduct Authority (FCA).

The ratings and/or opinions of HR Ratings are opinions regarding the credit quality and/or the asset management capacity, or relative to the performance of the tasks aimed at the fulfillment of the
corporate purpose, by issuing companies and other entities or sectors, and are based on exclusively in the characteristics of the entity, issue and/or operation, regardless of any business activity
between HR Ratings and the entity or issuer. The ratings and/or opinions granted are issued on behalf of HR Ratings and not of its management or technical personnel and do not constitute
recommendations to buy, sell or maintain any instrument, or to carry out any type of business, investment or operation, and may be subject to updates at any time, in accordance with the rating
methodologies of HR Ratings.

HR Ratings bases its ratings and/or opinions on information obtained from sources that are believed to be accurate and reliable. HR Ratings, however, does not validate, guarantee or certify the
accuracy, correctness or completeness of any information and is not responsible for any errors or omissions or for results obtained from the use of such information. Most issuers of debt securities
rated by HR Ratings have paid a fee for the credit rating based on the amount and type of debt issued. The degree of creditworthiness of an issue or issuer, opinions regarding asset manager
quality or ratings related to an entity’s performance of its business purpose are subject to change, which can produce a rating upgrade or downgrade, without implying any responsibility for HR
Ratings. The ratings issued by HR Ratings are assigned in an ethical manner, in accordance with healthy market practices and in compliance with applicable regulations found on the
www.hrratings.com rating agency webpage. HR Ratings’ Code of Conduct, rating methodologies, rating criteria and current ratings can also be found on the website.

Ratings and/or opinions assigned by HR Ratings are based on an analysis of the creditworthiness of an entity, issue or issuer, and do not necessarily imply a statistical likelihood of default, HR
Ratings defines as the inability or unwillingness to satisfy the contractually stipulated payment terms of an obligation, such that creditors and/or bondholders are forced to take action in order to
recover their investment or to restructure the debt due to a situation of stress faced by the debtor. Without disregard to the aforementioned point, in order to validate our ratings, our methodologies
consider stress scenarios as a complement to the analysis derived from a base case scenario. The fees HR Ratings receives from issuers generally range from US$1,000 to $1,000,000 (one million
dollars, legal tender in the United States of America) (or the equivalent in another currency) per offering. In some cases, HR Ratings will rate all or some of a particular issuer’s offerings for an
annual fee. Annual fees are estimated to vary between $5,000 and US$2,000,000 (five thousand to two million dollars, legal tender in the United States of America) (or the equivalent in another
currency).
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