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What You Need to Know

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

A faster start to the year leads us to upgrade our 2024 CPI forecast to +3.1% from 
+2.9% previously, and to moderate our forecast for Fed cuts in 2024 to two from 
three. Importantly, while the February CPI report was somewhat above the market’s 
and our expectations, the details of the report do give us more conviction that 
services inflation is finally moderating, further bolstering our confidence that the Fed 
will be in a position to cut rates in 2H24.

	y See Exhibit 1, but higher Goods prices and ‘launch effects’ from higher January/
February CPI add 30 basis points to our full-year 2024 CPI forecast, with a 10-basis 
point offset from lower Services inflation. On net, that puts our full year forecast at 
3.1%, versus 2.9% previously. 

	y Nonetheless, we think the Fed will likely feel better about inflation this year than 
headline CPI numbers may suggest, as slower PCE inflation and cooler Services 
pricing give Chair Powell confidence that we are seeing ‘broadening’ disinflation in 
stickier categories. Against that backdrop, we think two Fed cuts will be appropriate 
to keep real policy rates near the Fed’s two-percent benchmark through year end.

WHAT DO WE THINK THIS MEANS FOR MARKETS?

The U.S. economy has run hot out of the blocks in 2024. We came in expecting 
stronger growth and fewer fed cuts vs. consensus, but incoming data has now moved 
us to adjust forecasts higher across GDP, inflation, rates, and S&P 500 EPS. On net, 
we view the resilience of the economy through a positive lens, particularly amid what 
remains a cooling trend for core inflation. 
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All told, we maintain our ‘Glass Half Full’ framework for 
investing, and still think that the path of least resistance 
in equity and credit markets is higher.  As we have been 
signalling, the technical backdrop for stocks and credit 
is as favorable as we have seen in decades.  Key to 
our thinking is that: 1) Buybacks are surging and could 
reach $1 trillion in the SPX this year, compared to $500 
billion in 2020; 2) At the same time, there is no issuance 
of High Yield, Leverage Loans, and IPOs. In fact, net 
issuance is at its lowest level since April 2009; and 3) 
On the economic front, the key ‘news’ in 2024 is that 
the Fed is not going to be tightening. Frankly, given the 
technical backdrop, we don’t need the Fed to ease to 
have stronger global capital markets. 

In terms of key themes, we remain very constructive 
on productivity investments, especially as it relates to 
automation. We also still favor the intersection between 
surging data demand against a backdrop of limited 
power supply and energy transmission. Finally, we are 
bullish on the ‘security of everything’, including energy, 
data, transportation, cyber, and water/food.

HERE’S WHAT WE THINK YOU NEED TO KNOW

	y Core CPI for February came in at +3.1% y/y (+0.4% 
m/m), 10 basis points above consensus of +3.1% 
(+0.3%) and 10 basis points above last month’s 
reading of +3.1% (+0.3%). Despite the upside surprise, 
many of the details make us feel better that inflation 
is not reaccelerating.

	y The above consensus reading in the CPI data this 
month was driven entirely by Core Goods. Core 
Goods prices increased +11 basis points in February, 
marking the first positive reading following eight 
consecutive months of declines. Importantly, goods 
prices have been firming somewhat across both 
autos and other core goods, causing us to revise up 
our full year core goods inflation estimate to by 80 
basis points to -1.3%. We still do not see significant 
upside risk for goods prices, however, given China’s 
overcapacity issues and U.S. automakers’ desire to 
maintain market share. 

	y Finally, we think ‘Supercore’ Services inflation 
(ex-shelter and health insurance), which is a key 
focus area for Chair Powell, is likely on a cooler 
path. While volatile, our m/m Supercore inflation 
measure cooled to +0.5% m/m from +0.7% m/m 
in January, reversing last month’s acceleration. 
Bigger picture, we continue to think that Supercore 
inflation will follow other CPI components lower 
with a lag this cycle as ‘stickier’ services categories 
are finally looking more benign. We think elevated 
readings in Shelter/Supercore inflation last month 
mostly reflected one-off factors, and we are actually 
taking down our forecast for Core Services inflation 
slightly. Recall that Owners’ Equivalent Rent (about 
one-third of Core CPI) unexpectedly surged to +0.6% 
m/m from +0.4% m/m in January (despite cooler rent 
growth); this move reversed this month, which gives 
us more confidence that overall housing inflation 
is on track to cool in tandem with real-time rent 
measures.

	y The details also bode well for Fed and consumer 
psychology. Medical care inflation, which is the 
largest single component of the Fed’s preferred 
PCE inflation gauge, came in at -0.1% m/m (the first 
negative print since July of last year). Meanwhile, 
Food – which has an outsized impact on Consumer 
inflation expectations – came in at 0.0% (tied for the 
third-lowest reading since 2020).

	y On net, we think the Fed will be in a position to 
cut rates twice this year, likely starting by July or 
September. Key to our thinking: labor demand is 
moderating, Services inflation (a top concern for 
Chair Powell) is on a cooler path, and PCE inflation is 
on track to settle in the mid-two percent range by 
year end. All told, we stick with our framework that 
the Fed will hold real rates at around two percent 
through year end; Given our updated inflation 
forecast, that would point to two rate cuts this year 
versus three previously.
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Exhibit 1: We Think Core CPI Will Continue to Cool This Year, Particularly When It Comes to the Services Categories that 
Have Been Most Concerning for the FOMC

KKR GMAA U.S. CPI FORECAST DETAIL

  4Q23a 1Q24e 2Q24e 3Q24e 4Q24e
Full-Year 

2023
Full-Year 

2024e
Full-Year 

2025e

Headline CPI 3.2% 3.2% 3.2% 3.1% 3.1% 4.1% 3.1% 2.5%

Energy (7%) -3.9% -1.6% 2.2% -0.1% 1.2% -4.8% 0.4% 7.5%

Food (13%) 3.0% 2.4% 2.4% 2.2% 2.0% 5.8% 2.2% 0.5%

Core CPI (80%) 4.0% 3.8% 3.5% 3.5% 3.4% 4.8% 3.5% 2.4%

Core Goods (21%) 0.1% -0.4% -1.6% -1.5% -1.5% 0.9% -1.3% 0.1%

Vehicles (8%) -0.6% -0.6% -2.4% -2.2% -2.5% -0.4% -1.9% -0.5%

Other Core Goods (13%) 0.5% -0.4% -1.2% -1.3% -1.1% 1.7% -1.0% 0.5%

Core Services (59%) 5.4% 5.3% 5.2% 5.2% 5.0% 6.3% 5.2% 3.3%

Shelter (34%) 6.7% 6.0% 5.5% 5.3% 4.9% 7.5% 5.4% 3.5%

Medical (6%) -1.1% 1.2% 2.8% 4.3% 4.7% -0.4% 3.2% 2.8%

Education (2%) 2.5% 2.6% 2.8% 2.7% 2.9% 3.1% 2.8% 2.8%

Other Core Services (17%) 6.0% 5.9% 5.9% 5.8% 5.7% 6.8% 5.9% 3.2%

Data as at February 29, 2024. Source: U.S. Bureau of Labor Statistics, Haver Analytics, KKR Global Macro & Asset Allocation analysis.

Exhibit 2: February’s Supercore Inflation Print Gives 
Us More Conviction that January CPI Picked Up a Lot of 
One-Off Seasonal Factors
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Data as at February 29, 2024. Source: U.S. Bureau of Labor Statistics, 
Haver Analytics, KKR Global Macro & Asset Allocation analysis.

Exhibit 2: We Think Supercore Reflects Lagged 
Increases in General Inflation (e.g., Auto Prices) and 
Will Be on a Cooler Path by Year-End
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Haver Analytics, KKR Global Macro & Asset Allocation analysis.



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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