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What You Need to Know

How are we thinking about the 
January U.S. CPI report? 

The January CPI report strengthens our view that growth and inflation will be 
more resilient this year, even more than we previously thought. As such, we now 
expect even fewer Fed cuts this year.

Overall, we continue to argue to argue that we are in a Regime Change where 
there is a ‘higher resting heart rate’ for inflation this cycle. This report confirms 
our view that investors have been overly optimistic about the Fed cutting rates into 
an environment that is defined by low growth, low inflation, loose monetary policy, 
and tight fiscal policy. That environment is one that we have permanently exited, 
we believe. Key to our thinking is that four drivers – more fiscal stimulus, a messy 
energy transition, heightened geopolitics, and tight labor markets – will make this 
cycle different.

New Old Consensus

CPI (2024) 2.9% 2.6% 2.7%

GDP (2024) 2.5% 2.0% 1.7%

Fed Funds (2024) 4.6% 4.4% 4.4%

Fed Funds (2025) 3.9% 3.6% 3.3%

10-Year U.S. Treasuries (2024) 4.25% 4.0% 3.7%
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As a result, higher rates for longer will continue to 
put more pressure on companies that were betting 
on lower rates to help them boost their coverage 
ratios. This reality is expected to play out more 
noticeably across Real Estate and Private Credit, we 
believe. Meanwhile, we think that the correlation 
between stocks and bonds has moved to be a 
positive one from a negative one, which means that 
greater diversification, especially in Real Assets, will 
be required. 

If there is good news, we think that public valuations 
outside of large capitalization growth stocks still look 
attractive. Moreover, higher nominal GDP growth 
makes us much more optimistic on the outlook for 
earnings and the profitability of companies that are 
more closely linked to nominal GDP. Against that 
backdrop, we retain our ‘Glass Half Full’ perspective and 
think that the current environment is a favorable one 
for deployment in Private Markets.

WHAT WE THINK YOU NEED TO KNOW

 y Core CPI came in at +3.9% y/y and +0.4% m/m, above 
consensus of +3.7% and +0.3%. Beneath the surface, 
Core Services printed the highest monthly increase 
since April 2022, even as Goods prices continued to 
fall. Though there was some seasonal noise, the hot 
start to the year for Supercore and Rent inflation 
leads us to raise our 2024 CPI forecast to +2.9% from 
+2.6% previously (consensus is +2.7%).

 y It’s not just inflation; growth has been more 
resilient, too. Netting together this month’s data 
(including payrolls, ISMs, and claims), we are raising 
our 2024 real GDP forecast even further above 
consensus to +2.5%, up from +2.0% previously 
(consensus is +1.7%). These increases support our 
view that we are living in a higher nominal GDP 
environment this cycle. 

 y Higher inflation means fewer cuts are required 
to keep ‘real rates’ at two percent. We think 
seasonals will push Services CPI lower by this 
summer (Exhibit 1), allowing the Fed to start cutting 
in June (vs. our prior May baseline). Our base case 
now moves back to three cuts this year (versus four 
previously), which raises our YE 2024 fed funds 

forecast to 4.625%. Our YE 2025 forecast rises to 
3.875%, from 3.625% previously. 

 y Bond yields are likely to trade in a higher range. 
Markets will continue to put less weight on the ‘tail 
risk’ of a hard landing, which gives the 10Y UST scope 
to trade in the 4.25-4.5% range in the near term. We 
raise our YE 2024 10Y UST target to 4.25% from 4.0% 
previously, while retaining our longer-term view 
that bond yields settle around 4.0% (meaning 4.25-
4.5% represents reasonable value for longer term 
allocators).

DETAILS

January CPI came in at +3.1% y/y and +0.3% m/m, well 
above consensus of +2.9% and +0.2%. Despite some 
seasonal noise, the details suggest that Core Services 
inflation (the key focus area for Fed policymakers 
right now) remains even more resilient than we had 
expected.

Core Services came in at +0.7% m/m, which was the 
highest reading since September 2022. Supercore 
inflation (Services inflation ex-Shelter and Healthcare) 
accelerated for the third month in a row and is now 
running at around six to seven percent annualized on 
a three-month moving average basis (Exhibit 1). While 
we think that there is some residual seasonality at play 
here (e.g., we saw a similar ‘blip’ around 3Q/4Q last 
year), it is clearly taking longer than policymakers had 
hoped for inflation to cool in labor-sensitive sectors.

Meanwhile, Shelter inflation unexpectedly 
accelerated to +0.5% from +0.4% in December, driven 
by a sharp increase in Owners’ Equivalent Rent 
(Exhibit 2). Although market rents have been on a 
cooler path, Chair Powell’s latest press conference 
suggests that he wants to see that slowdown reflected 
in official BLS data; all else equal, the January data will 
encourage Fed policymakers to take a more patient 
approach to rate cuts.

Goods inflation remains quite favorable. Core Goods 
prices fell -0.3% m/m in January, in one of the weakest 
readings since the pandemic. Bigger picture, we think 
that auto companies are once again focused on volume 
vs. price growth, while China is starting to export 
deflation, both of which should translate into lower 
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Goods prices despite a reacceleration in consumer 
demand (our forecasts still have Core Goods ending the 
year at -2.9%). That is helpful, but Goods deflation alone 
will not be enough for the Fed to declare victory, as 
FOMC members have repeatedly emphasized in recent 
weeks.

WHAT DOES THIS MEAN FOR OUR FORECASTS?

 y ‘Sticky’ services inflation leads us to raise our 
2024 CPI forecast to +2.9% from +2.6% previously. 
While goods deflation is playing out in-line with 
our forecasts, services inflation is proving more 
persistent than expected, likely exacerbated by 
seasonal factors.

 y Meanwhile, real growth remains very resilient. We 
are taking up our GDP forecast to +2.5%, up from 
+2.0% previously and well above consensus of +1.7%. 
While we continue to expect a slowdown in the 
second half of the year, the odds of a ‘hard landing’ 
feel increasingly remote.

 y Higher inflation and stronger growth raise the bar 
for Fed cuts. We still think the Fed intends to keep 
real rates around two percent this year, but our 
higher CPI forecast means that nominal rates only 
need to fall to 4.625% this year and 3.875% next year 
in order to achieve this (our previous forecast was 
4.375% at YE2024 and 3.625% at YE2025). Meanwhile, 
stronger growth gives the Fed more breathing room 
before it starts cutting rates, which is why we now 
expect no rate cuts until this summer.

 y Bond yields are likely biased higher in the near 
term; 4.25-4.5% represents reasonable value for 
10-year U.S. Treasuries. We are taking up our 2024 
10-year U.S. Treasuries forecast to 4.25%, from 
4.0% previously, while maintaining our longer-term 
forecast of 4.0%.

It’s not just inflation; 
growth has been more 
resilient, too.

Exhibit 1: There Is Some Seasonal ‘Noise’, But 
Supercore Services Inflation Remains Quite Elevated
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Data as at January 31, 2024. Source: Bureau of Labor Statistics, Haver 
Analytics, KKR Global Macro & Asset Allocation analysis.

Exhibit 2: Owners’ Equivalent Rent Showed an 
Unsettling Uptick This Month, But We Do Not Think 
This Is Sustainable
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Exhibit 3: January CPI Details

MoM% YoY%

Jan-24 Dec-23 Nov-23 Oct-23 Sep-23 Aug-23 Jan-24

All items 0.3% 0.2% 0.2% 0.1% 0.4% 0.5% 3.1%

ex-Food/Energy 0.4% 0.3% 0.3% 0.2% 0.3% 0.2% 3.9%

 ex-Food 0.3% 0.2% 0.2% 0.0% 0.4% 0.6% 3.2%

 ex-Energy 0.4% 0.3% 0.3% 0.2% 0.3% 0.2% 3.7%

 ex-Food/EnergyShelter 0.2% 0.2% 0.2% 0.2% 0.1% 0.1% 2.2%

Energy -0.9% -0.2% -1.6% -2.1% 1.2% 4.4% -4.6%

 Energy Commodities -3.2% -0.7% -3.8% -4.3% 1.8% 8.3% -6.9%

 Gasoline (All) -3.3% -0.6% -4.0% -4.3% 1.6% 8.3% -6.4%

Services 0.7% 0.4% 0.5% 0.3% 0.5% 0.4% 4.9%

Services ex-energy 0.7% 0.4% 0.5% 0.3% 0.5% 0.4% 5.4%

Housing 0.6% 0.3% 0.4% 0.3% 0.5% 0.3% 4.6%

 Shelter 0.6% 0.4% 0.4% 0.3% 0.6% 0.3% 6.0%

 OER Residences 0.6% 0.4% 0.5% 0.4% 0.5% 0.4% 6.2%

 Fuels & Utilities 1.2% 0.2% 0.8% 0.2% 0.5% 0.5% -0.7%

Food/beverages 0.4% 0.2% 0.2% 0.3% 0.2% 0.2% 2.6%

 Food 0.4% 0.2% 0.2% 0.3% 0.2% 0.2% 2.6%

Apparel -0.7% 0.0% -0.6% 0.0% -0.3% 0.2% 0.1%

Transportation -0.6% 0.1% -0.2% -0.7% 0.3% 2.0% 1.6%

 New Vehicles 0.0% 0.2% 0.0% -0.1% 0.2% 0.2% 0.7%

 Used Cars & Trucks -3.4% 0.6% 1.4% -0.4% -1.8% -1.9% -3.5%

Airline Fares 1.4% 0.9% -0.2% 0.7% 0.2% 2.3% -6.4%

Medical care 0.5% 0.4% 0.5% 0.2% 0.1% 0.1% 1.1%

Recreation 0.5% 0.4% -0.2% 0.1% 0.4% -0.2% 2.8%

Education, Comm. 0.4% 0.1% -0.3% -0.2% 0.1% 0.0% 0.0%

Other Goods, Services 0.5% 0.0% 0.4% 0.6% 0.6% 0.4% 5.7%

Goods -0.3% 0.0% -0.4% -0.3% 0.1% 0.7% 0.1%

 ex-Food and Beverage -0.7% -0.2% -0.8% -0.7% 0.1% 1.0% -1.4%

Goods ex-food/energy -0.3% -0.1% -0.2% 0.0% -0.2% -0.2% -0.3%

Data as at January 31, 2024. Source: Bloomberg.



Important Information

The views expressed in this presentation are the personal views of Henry 
McVey of Kohlberg Kravis Roberts & Co. L.P. (together with its affil iates, 
“KKR”) and do not necessarily reflect the views of KKR itself or any 
investment professional at KKR. This presentation is not research and 
should not be treated as research. This presentation does not represent 
valuation judgments with respect to any financial instrument, issuer, 
security or sector that may be described or referenced herein and does not 
represent a formal or official view of KKR. This presentation is not intended 
to, and does not, relate specifically to any investment strategy or product 
that KKR offers. It is being provided merely to provide a framework to 
assist in the implementation of an investor’s own analysis and an investor’s 
own views on the topic discussed herein.

The views expressed reflect the current views of Mr. McVey as of the date 
hereof and neither Mr. McVey nor KKR undertakes to advise you of any 
changes in the views expressed herein. References to “we”, “us,” and “our” 
refer to Mr. McVey and/or KKR’s Global Macro and Asset Allocation team, 
as context requires, and not of KKR. Opinions or statements regarding 
financial market trends are based on current market conditions and are 
subject to change without notice. References to a target portfolio and 
allocations of such a portfolio refer to a hypothetical allocation of assets and 
not an actual portfolio. The views expressed herein and discussion of any 
target portfolio or allocations may not be reflected in the strategies and 
products that KKR offers or invests, including strategies and products to 
which Mr. McVey provides investment advice to or on behalf of KKR. It 
should not be assumed that Mr. McVey has made or will make investment 
recommendations in the future that are consistent with the views 
expressed herein, or use any or all of the techniques or methods of analysis 
described herein in managing client or proprietary accounts. Further, Mr. 
McVey may make investment recommendations and KKR and its affil iates 
may have positions (long or short) or engage in securities transactions that 
are not consistent with the information and views expressed in this 
document.

This presentation has been prepared solely for informational purposes. The 
information contained herein is only as current as of the date indicated, and 
may be superseded by subsequent market events or for other reasons. 
Charts and graphs provided herein are for i l lustrative purposes only. The 
information in this presentation has been developed internally and/or 
obtained from sources believed to be reliable; however, neither KKR nor Mr. 
McVey guarantees the accuracy, adequacy or completeness of such 
information. Nothing contained herein constitutes investment, legal, tax or 
other advice nor is it to be relied on in making an investment or other decision.

There can be no assurance that an investment strategy will be successful. 
Historic market trends are not reliable indicators of actual future market 
behavior or future performance of any particular investment which may 
differ materially, and should not be relied upon as such. Target allocations 
contained herein are subject to change. There is no assurance that the 
target allocations will be achieved, and actual allocations may be significant-
ly different than that shown here. This presentation should not be viewed 
as a current or past recommendation or a solicitation of an offer to buy or 
sell any securities or to adopt any investment strategy.

The information in this presentation may contain projections or other 
forward-looking statements regarding future events, targets, forecasts or 
expectations regarding the strategies described herein, and is only current 
as of the date indicated. There is no assurance that such events or targets 
will be achieved, and may be significantly different from that shown here. 
The information in this presentation, including statements concerning 
financial market trends, is based on current market conditions, which will 
fluctuate and may be superseded by subsequent market events or for 
other reasons. Performance of all cited indices is calculated on a total return 
basis with dividends reinvested. The indices do not include any expenses, 
fees or charges and are unmanaged and should not be considered 
investments.

The investment strategy and themes discussed herein may be unsuitable 
for investors depending on their specific investment objectives and 
financial situation. Please note that changes in the rate of exchange of a 
currency may affect the value, price or income of an investment adversely.

Neither KKR nor Mr. McVey assumes any duty to, nor undertakes to update 
forward looking statements. No representation or warranty, express or 
implied, is made or given by or on behalf of KKR, Mr. McVey or any other 
person as to the accuracy and completeness or fairness of the information 
contained in this presentation, and no responsibility or liability is accepted 
for any such information. By accepting this presentation in its entirety, the 
recipient acknowledges its understanding and acceptance of the foregoing 
statement.

The MSCI sourced information in this presentation is the exclusive property 
of MSCI Inc. (MSCI). MSCI makes no express or implied warranties or 
representations and shall have no liability whatsoever with respect to any 
MSCI data contained herein. The MSCI data may not be further redistributed 
or used as a basis for other indices or any securities or financial products. 
This report is not approved, reviewed or produced by MSCI.
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