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What You Need to Know

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

Headline U.S. CPI data for December came in at 3.4% year-over-year, above consensus 
and clearly above the Fed’s two percent target. Drivers of the hawkish beat included 
a surprisingly strong reading for core goods, as well as ongoing elevation in the critical 
shelter inflation component of core services. 

On net, however, this report leads to no change to our +2.6% CPI forecast for 2024, 
which is now in-line with consensus. We continue to see core inflation cooling towards 
the mid-two percent range by the end of the year, as shelter inflation catches down to 
real-time rent measures and core goods prices continue to moderate.

Further, details of this report and other recent economic data suggest that Fed rate 
hikes are doing their job. Importantly, the breadth of inflation and job gains are both 
slowing, and we think the evolution of the data will give the Fed confidence that the two 
percent real rates it has achieved are sufficiently restrictive. As such, we expect the Fed 
to walk nominal rates lower in the second half of the year. So, despite the hawkish 
report, however, we now expect four cuts in 2024 (versus three previously) 
followed by three more in 2025.

That said, we want to be clear: We think markets are likely putting too much 
emphasis on the view that cyclical disinflation is upon us. Depending on the day, our 
rates forecasts still remain 25-50 basis points above near-term market pricing, which 
we continue to think is too dovish relative to the resilience we are seeing in price and 
wage inflation (we see CPI is settling at a higher resting heartrate this cycle, a concern 
which is likely shared by policymakers).
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As for bond yields, we think they are near fair value. 
Importantly, our 10-year targets are unchanged at four 
percent for both 2024 and 2025, as we think Treasury 
supply/demand technicals remain challenging, and the 
yield curve needs to de-invert as the Fed cuts.

Bottom-Line: We see less volatility around interest 
rates this year on both the long-end and the short-
end. We expect the bid – ask on the cost of capital 
between buyers and sellers to narrow, which should 
lead to a rebound in deal activity and new issuance. 
Additionally, our conviction is that the global economy 
is not heading for a hard landing, and that inflation 
and rates are now on a shallow glide path lower. 
Against that backdrop, we are focused on dislocation 
opportunities in capital markets (capital markets 
liquidity is rising) and on washed-out valuations 
across many asset classes outside of the S&P.

A peak in the rate cycle should promote better 
liquidity and put a floor under valuations. The 
opportunity set looks particularly attractive for private 
markets, where valuations are finally back at parity with 
public markets. There are several things to consider:

1. The technical picture remains quite compelling as 
there is no supply. IPO/High Yield/Leverage Loan 
issuance is at levels as a percentage of GDP not 
seen since the depths of the Global Financial Crisis. 

2. Investors are under-invested. Retail and institu-
tional money market funds are at $5.6 trillion, a 
record level and reflective that most investors have 
missed this rally and are still on the sidelines. 

3. We are leaving earnings contraction and moving 
towards early recovery phase in profits. Our thesis 
remains that earnings bottomed in the second 
quarter of 2023, despite entering a slowing GDP 
growth environment in 2024.

4. Determining the cost of capital will get easier. All 
told, zero percent (i.e., none) of the top 25 central 
banks are expected to raise rates in 2024. Recall 
that percentage was 84% near the end of 2022. A 
lack of central bank tightening on its own is almost 
always constructive for an acceleration in deal 
activity, given it helps to narrow the bid/ask on the 
cost of capital.

KEY TRENDS IN THE DATA

Headline U.S. CPI data for December came in somewhat 
above consensus. Strength came from a surprisingly 
elevated reading for core goods (the first non-negative 
print since May 2023), as well as ongoing elevation in 
the critical shelter inflation component of core services 
(it has been rangebound between 0.4-0.5% monthly all 
throughout the second half of 2023, against consensus 
expectations for a shallow glidepath lower). 

On net, no change to our +2.6% CPI forecast for 2024, 
which is now in-line with consensus, as consensus has 
ticked down from +2.7% in recent weeks. Moving parts 
beneath the surface include a slight increase in core 
goods inflation to reflect the resilience displayed in this 
report. We also raise our outlook for energy inflation 
to reflect recovering natural gas prices. At the same 
time, however, we lower ‘supercore’ services ex shelter/
medical/education. We also lower our outlook for food 
slightly, to reflect ongoing weakness in grain and protein 
prices, which tend to lead food CPI.

Our longer-term message 
stays the same: This CPI report 
bolsters our thesis for a higher 
resting rate of inflation. We 
continue to think that we are 
not going back to the ‘old 
world’ in which a surplus of 
workers, commodities, and 
housing allowed the Fed to 
undershoot its two-percent 
inflation target.
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Headline readings for nonfarm payrolls, CPI, and wage 
growth data have all recently surprised to the upside, 
but the breadth of sectors showing elevated inflation 
and job growth has cooled down significantly. On net, 
this development actually leads us to see a slightly more 
dovish outlook. Consistent with this view, we are moving 
our base case for 2024 to four cuts, from three cuts 
previously, and keeping 2025 at three cuts.

We think the evolution of the data will be giving the 
Fed confidence that the two percent real rates it 
has achieved are sufficiently restrictive to meet its 
inflation and employment goals. We think this will 
support walking nominal rates lower to hold real rates 
around two percent as inflation comes down heading 
into the second half of the year, and eventually 
lowering real rates to 1.5% as the Fed becomes 
confident that core PCE is stabilizing near target.

However, we would not over-emphasize the speed or 
magnitude of cyclical disinflation. Depending on the 
day, our rates forecasts still remain 25-50 basis points 
above near-term market pricing, which we continue to 
think is too dovish relative to the resilience we are seeing 
in price and wage inflation (markets currently expects 
five to six cuts, with the first one coming as soon as 
March). Importantly, our 10-year targets are unchanged 
at four percent for both 2024 and 2025, as we think 
Treasury supply/demand technicals remain challenging, 
and the yield curve needs to de-invert as the Fed cuts.

Our longer-term message stays the same: This 
CPI report bolsters our thesis for a higher resting 
rate of inflation. We continue to think that we are 
not going back to the ‘old world’ in which a surplus of 
workers, commodities, and housing allowed the Fed to 
undershoot its two-percent inflation target.

Exhibit 1: Despite the December Inflation Reading, the 
Breadth of Sectors Showing Elevated Inflation Is Back 
Near Post-Pandemic Lows…
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Data as at December 31, 2023. Source: U.S. Bureau of Labor Statistics, 
Haver Analytics.

Exhibit 2: …Meanwhile, Job Growth Breadth Has Almost 
Fully Normalized to Late 2019 Levels
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Exhibit 3: We Still Continue to See Cooler Inflation by the 
End of 2024
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Data as at December 31, 2023. Source: U.S. Bureau of Labor Statistics, 
Haver Analytics, KKR Global Macro & Asset Allocation analysis.

Exhibit 4: We Are Adding One Cut to Our Forecast 
for 2024, Though We Remain More Hawkish Than 
Consensus

Fed Funds Today’s Rate: 5.33   

Scenario 
Wgt

60% 
Base

20% 
High

20% 
Low

 Wgtd 
Avg

Futures 
Pricing* 

2023e 5.38% 5.38% 5.38% 5.38%  

2024e 4.38% 5.13% 3.13% 4.28% 3.99%

2025e 3.63% 4.88% 1.88% 3.38% 3.30%

2026e 3.13% 4.63% 1.38% 3.08% 3.36%

*Market pricing for 2025 onward based off current 3M SOFR curve. 
Data as at January 11, 2024. Source: Bloomberg, KKR Global Macro & 
Asset Allocation analysis.

Additionally, our conviction is 
that the global economy is not 
heading for a hard landing, 
and that inflation and rates are 
now on a shallow glide path 
lower. Against that backdrop, 
we are focused on dislocation 
opportunities in capital 
markets (capital markets 
liquidity is rising) and on 
washed-out valuations across 
many asset classes outside of 
the S&P.



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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