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“ 
Forces beyond your control can take 
away everything you possess except 
one thing, your freedom to choose 

how you will respond to the situation. 
”

VIKTOR EMIL FRANKL 
AUSTRIAN NEUROLOGIST AND PSYCHIATRIST, AND A HOLOCAUST SURVIVOR

The End of the Beginning
In this report, our third note in this new post-COVID 
world in which we find ourselves, we take a step back 
to consider where we are in the cycle and where we see 
the need to adjust our forecasts, including our GDP and 
earnings estimates as well as forward-looking expected 
investment returns. We also detail how these inputs have 
helped us to deploy capital across a variety of products 
and geographies. To date, the lion’s share of our activity 
has centered on three areas: divestitures, secular growers, 
and refinancing good companies with sub-optimal capital 
structures. In each instance we are working hard as a 
firm to get the macro theme correct, deliver operational 
improvement at the company level, and embrace capital 
structures that are both flexible and durable. We have 
also been spending a lot of time on portfolio construction. 
As part of this process, we have been working closely 
with our investment teams and clients to have conviction 
surrounding key issues that have become top of mind, 
including a better understanding of the health of the U.S. 
consumer, the global outlook for the virus, and overall 
financial conditions. Our bottom line: While the savings 
rate has exploded higher, structural impairments to the 
economy, combined with high unemployment levels 
and a concerning rise in active COVID cases in multiple 
U.S. states, suggest to us that we will see a square root-
shaped recovery, rather than a V-shaped one, as we 
head into 2021.
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When a colleague shared Victor Frankl’s quote with me recently, 
it struck a chord. Without question, the coronavirus has certainly 
introduced ‘forces beyond [our] control’. Indeed, beyond the tragic 
aspects of the disease, the pandemic has also adversely affected so 
many lives in ways that were previously unimaginable. Yet, despite 
the coronavirus’ unsavory impact on society, we have been im-
pressed by the overall resiliency of the human spirit ‘to respond to 
the situation.’ Healthcare first responders, in particular, have distin-
guished themselves at a time of surging cases across cities, regions, 
and countries. 

Throughout our 21 offices comprising about 1,450 employees, at 
KKR we too have focused on ‘responding to the situation’ at hand 
through resiliency — resiliency as we partner with our companies to 
help them operate safely, resiliency in being a positive force in our 
communities, and resiliency as it relates to our supporting clients and 
fellow employees journeying alongside us in this new, largely virtual 
world where we now find ourselves. We have also focused on better 
educating ourselves and having difficult conversations around the ag-
onizing racial events that have occurred, listening to our valued col-
leagues/clients’ pain, anger and raw emotions from the deep wounds 
and injustices that for many remain unhealed and unaddressed. 

Amidst all the uncertainty and angst, we have also continued to focus 
our minds on our fiduciary role as investors. In particular, we have 
worked hard to find creative ways to put capital to work on behalf of 
our limited partners (LPs). All told, since February, KKR has deployed 
— on a gross basis — nearly $18 billion across a variety of sectors, 
including Private Equity, Infrastructure, Real Estate, and Credit, and 
across regions, including Asia, Europe, and the Americas. Each 
transaction is different, but the lion’s share of our activity has been 
focused around three areas: divestitures, secular growers, and refi-
nancing good companies with sub-optimal capital structures. In each 
instance we are trying to do three things well: 1) leverage proprietary 
thematic work that embeds strong macro tailwinds when deploy-
ing capital; 2) focus on value creation at the company-level (i.e., via 
repositioning the company, growth organically, through acquisitions, 
operational enhancement, or with management upgrades); and 3) 
create capital structures with flexibility to withstand uncertain times. 

As part of our portfolio construction process during this height-
ened period of deployment, we have been working closely with our 
colleagues and clients to tackle key issues that have become top of 
mind. The main topics we have been researching of late really break 
down into four buckets and include the following:

1. Continuing the approach of our last publication, we have up-
dated our thinking around global economic growth. See below 
for details, but we have boosted our U.S. Real GDP forecast for 
2020 to -6.5% from -9.0% as the initial bump from re-opening 
has been impressive. In fact, data for May — personal income, 
payrolls, and retail sales — and parts of June, including hous-
ing, paints a vigorous recovery picture. Meanwhile, in Europe we 
lift our forecast marginally to -9.3% from -9.9%, while our China 
forecast goes to 1.7% from 1.6% previously. Those estimates all 
reflect good news on improved growth trends reported by our 
macro regional heads Dave McNellis, Aidan Corcoran, and Fran-
ces Lim. The bad news is that, after a convincing jump in activity, 
our forecasting models will soon turn towards a slower rebound 

in growth of jobs and business momentum on a relative basis. In-
deed, just consider that the U.S. has already recouped two-thirds 
of the nine million jobs we have been forecasting to be added by 
the end of 2020. Some of the slowdown is related to tougher 
sequential comparisons, while other inputs are being adversely 
impacted by COVID cases rising again, a trend we expect to per-
sist into the fall. Hence, we maintain our view that the economic 
rebound will ultimately be more of a square root ( ) recovery 
than the sustained V-shaped one many are now proclaiming.

2. In terms of themes, we remain quite bullish about several key 
trends, including nesting/home improvement, domestic travel, 
digitalization, and e-commerce. However, we are increasingly 
constructive that this downturn will lead to an emphasis on 
personal well-being, not just financial safety (which typically 
emerges as a key trend during slowing economic growth). 
Indeed, consumers are not deferring big-ticket items this cycle; 
rather, reliable transportation and adequate housing are leading 
to a surge in spending related to a new theme: personal safety. 
The personal safety theme also extends into healthcare resiliency, 
transportation resiliency, and technology resiliency, and it is likely 
to be funded by both consumer savings and government trans-
fers. 

3. We have also updated our equity valuation model, which moves 
slightly higher on the heels of somewhat stronger GDP and EPS 
estimates (Exhibit 18). However, as mentioned earlier, that growth 
rate falls in 2021, and as such, we are less concerned about the 
market running away from us here. See below for full details, 
but we now see fair value around 3,020-3,120. On the Credit 
side, we have updated our thinking as well. As we discuss later in 
the note, our implied default monitor is now at 7.5%, down sub-
stantially from around 15% in March of 2020, but up from 5.9% 
in May and a long-term historical average of 6.1%. At current 
levels, we agree with Chris Sheldon, the head of our Liquid Credit 
franchise at KKR, who believes we are pretty close to fair value. 

4. Meanwhile, we have received multiple questions about our inter-
est rate forecast and the potential for inflation to surprise on 
the upside. As we detail below, we are still in the disinflation 
camp near-term (remember we have been consistently high-
lighting that central bank liquidity has not led to an increase in 
the money multiplier), but we are warming up to the idea that 
this time could be different in the out years. Key to a potential 
change in our thinking is that the fiscal response has been so 
large that it could ultimately create demand inflation at a time 
when supply chains are being redistributed. Indeed, similar to 
how politicians now use Twitter to bypass the traditional media, 
we are finding that central banks and politicians — compliments 
of low rates, better technology, and heightened political ambi-
tions — are increasingly bypassing traditional lending institutions 
to deposit money directly into the hands of their voter base. If the 
virus passes more quickly than we are envisioning and unem-
ployment snaps back, this backdrop could create an environment 
where demand exceeds supply. Government subsidies/transfers 
could also be misdirected into short-term consumables that do 
not boost long-term productivity the way that investments in 
infrastructure, healthcare, and education often do. Finally, there is 
also the potential of Yield Curve Control (YCC), which we discuss 
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below in more detail as it relates to the potential for rising infla-
tion expectations. 

5. Probably the biggest area of focus for many with whom we speak 
is what does all this mean for asset allocation? See below for 
details, but we think that the current backdrop is decidedly bullish 
for the following asset classes: Global Infrastructure, Interna-
tional Private Equity, Opportunistic Liquid Credit, Gold, Logistics/
Warehouses, and Asset-Based Finance in areas such as Housing. 
On the other hand, because of their low yields, we believe that 
Government Bonds can no longer fulfill their traditional role as 
a true diversifier and income producer, and that the traditional 
60/40 asset allocation mix will not deliver anywhere near 
the same returns that it did in the past 10 years (Exhibit 45). 
As such, allocators will need to be much more creative – and 
potentially aggressive – in their approach to generate their 
required returns.

Overall, the message we laid out in Phase II: The Next Chapter 
remains the same. Specifically, we are focused on 1) financing good 
companies that may want to shore up their capital structures; and/or 
2) partnering with secular cash flow compounders that embody the 
macro themes we champion as a Firm. Importantly, it’s not enough 
to simply get the theme or the company right. Rather, as mentioned 
earlier, we must drive value creation at the enterprise level as well 
as champion capital structures that provide our portfolio companies 
with enough flexibility to weather what could be a bumpy recovery 
period. 

Looking ahead, the key risk is not whether we will have a recovery. 
Given all the stimulus and the magnitude of the recent decline in GDP 
growth, simple arithmetic confirms that sequential comparisons will 
look really compelling in the near-term. Also, the savings rate has ex-
ploded higher, which will provide consumer spending with firepower 
in the coming months. However, as noted earlier, given some of the 
more structural impairments to the economy that we are envision-
ing – largely compliments of accelerated trends towards digitalization 
– we see more of a square root recovery than a V-shaped one as we 
head into 2021. Indeed, consistent with the higher levels of structural 
unemployment that we are forecasting, we believe that shifting con-
sumer behavior patterns around e-commerce, work from home, and 
travel will likely all have longer-term implications for the sustainable 
rate of economic growth. There are other forces to consider as well. 
Specifically, history suggests that the ‘visible hand’ of government 
intervention (i.e., monetary and fiscal stimulus), which now totals 
44% of GDP in the United States, is usually followed with heightened 
oversight, including increased regulation, taxes, and financial repres-
sion.

Given these crosscurrents, we firmly believe that the best approach 
to private market portfolio management is to operate, as we describe 
in more detail below, with a top-down overlay that reinforces steady 
deployment, limits concentration risks, and reduces unintended cor-
relations over the long-term. In doing so, we enter the second half of 
2020 confident that our top-down framework can continue to help 
our LPs compound capital at an above average rate – something oth-
ers with a near-term focus on profits might miss during a period of 
uncertainty that we think could last longer than the consensus now 
believes. As Winston Churchill famously reminded the British people 

in 1942 from London’s Mansion House, “Now this is not the end. It is 
not even the beginning of the end. But it is, perhaps, the end of the 
beginning.”

EXHIBIT 1

Across Multiple Counties in the United States, Trends in 
New Coronavirus Cases Are Not Encouraging for Those 
Betting on a V-Shaped Recovery
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“ 
As we head into the back half of 
the year, we think markets are 

transitioning towards the reality 
that COVID cases in the United 

States are not likely to abate any-
time soon. This viewpoint is in 
great part why we stick to our 

square root GDP recovery refer-
ence versus a more traditional 

V-shaped one. 
“

https://www.kkr.com/global-perspectives/publications/phase-ii-next-chapter
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EXHIBIT 2

Global Cases Are Bifurcating by Country, a Trend We 
Expect to Continue
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Data as at July 6, 2020. Source: Bloomberg, KKR Global Macro & Asset 
Allocation analysis.

SECTION II: DETAILS

Question #1: How are you thinking about GDP growth, earnings, 
and valuation?

Similar to our recent notes of April and May, we wanted to dedicate 
part of this report to outlining what has changed in our thinking. For 
starters, our 2020 forecast for Europe moves to -9.3% from -9.9% 
previously. Key to this outlook is that unlike in previous crises, this 
time European authorities have responded quickly and powerfully 
to support the economy. Indeed, based on our numbers, the ECB 
is likely to increase the size of its balance sheet from 40% of GDP 
before COVID struck, to closer to 70% of GDP by the end of 2021 – a 
truly staggering move. Fiscal authorities have been equally active, 
and it is not just at a national level. At the EU-level, a proposal for 
a 750 billion euros ‘Next Generation EU’ fund is currently under 
discussion. Notably, the proposal includes a large, 500 billion euros 
component of grants that do not have to be repaid. Importantly, as 
this process unfolds, we are about to see large, coordinated fiscal 
transfers from stronger to weaker economies in Europe, which is an 
exciting development relative to the EU’s history. 

Meanwhile, in China Frances Lim now looks for Real GDP of 1.7% in 
2020, followed by growth of 7.6% in 2021. Frances boosted her GDP 
growth forecast to reflect better than expected housing starts and in-
frastructure spending as well as consumer spending. High frequency 
data confirms that the recovery in China remains uneven at best with 
a swift recovery in manufacturing and construction while retail sales, 
though better than expected, remains tepid.

EXHIBIT 3

Many Parts of the Chinese Economy Have Rebounded of 
Late 
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EXHIBIT 4

In Europe, There Have Been Truly Incredible Levels of 
State Intervention to Support the Economies
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Unlike the more modest tweaks we are making in Europe and China, 
we are substantially raising our forecast for growth in the U.S. 
Specifically, we have boosted our U.S. Real GDP forecast to -6.5% 
from -9.0%. However, the rebound we look for in 2021 becomes a 
more modest 4.5% versus 5.5% previously. Our latest estimates for 
2020 remain below consensus, which currently stands at -5.7%. We 
acknowledge the potential for further upside to our forecast, but we 
have intentionally maintained a relatively conservative stance. We 
believe this provides a margin of safety to the liquidity assumptions 
we embed in macro-sensitive underwritings, particularly given our 
view that U.S. COVID-19 case flow could remain elevated in coming 
months. 

In terms of key inputs to our U.S. forecast, we want to highlight that 
our new estimates now include a view of idled workers being under-
counted by government estimates. In actuality, we expect unem-
ployment to remain above 10% through year-end 2020, and to fall 
to around seven percent by year-end 2021. Adjusting for a spike in 
workers who are ‘employed but absent from work,’ we estimate the 
unemployment rate actually peaked at 19.7%, five percentage points 
above the official government estimate of 14.7%. Looking ahead, the 
Bureau of Labor Statistics plans to correct these distortions; how-
ever, in the interim (Exhibit 6) we show our estimates for how the of-
ficial and actual unemployment rates will evolve in coming quarters.

EXHIBIT 5

Our New Forecasts Remain Below Consensus and Assume 
U.S. GDP Does Not Reach Pre-COVID Levels Until the 
End 2021/Early 2022

 2020e 2021e

GMAA Base Case

New (6/12) -6.5% 4.5%

Prior (5/15) -9.0% 5.5%

Bloomberg Consensus

As of 6/12 -5.7% 4.0%

As of 5/15 -4.6% 3.8%

Memo: GMAA Bear Case

New (6/12) -9.25% 4.0%

Prior (5/15) -11.5% 3.5%

Memo: GMAA Bull Case

New (6/12) -4.3% 5.5%

Prior (5/15) -6.0% 6.0%

Data as at June 12, 2020. Source: Bloomberg, KKR Global Macro & Asset 
Allocation analysis. 

EXHIBIT 6

Adjusting for Undercounted Job Absence, Unemployment 
Remains Above 15%
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As we show in Exhibit 10, real time activity trackers have been 
hooking up since mid-April. A key part of this has been government 
transfers. In fact, when we drill down on the increase in income from 
February to May, it is almost entirely linked to robust government 
assistance, which has increased by a whopping 61% since February. 
One can see this in Exhibit 11. This increase is hugely important be-
cause it is occurring when 18 million or more Americans are seeking 
unemployment benefits. In fact, ‘true’ employee compensation over 
the same period actually declined by 8.3% and proprietors’ income 
by an even steeper 17.4%. The extent of the ‘jaws’ between income 
(up) and spending (down) maxed out in April, then contracted a bit in 
May, but still remained very wide by historic standards.

“ 
Specifically, we are focused on 
1) financing good companies 

that may want to shore up their 
capital structures; and/or 2) 

partnering with secular cash flow 
compounders that embody the 

macro themes we champion as a 
Firm. 

“
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EXHIBIT 7

For 2020, Our Global Forecasts Are More Conservative 
Than the Consensus

2020 Real GDP Growth 2021 Real GDP Growth

KKR GMAA 
Target

Bloomberg 
Consensus

KKR GMAA 
Target

Bloomberg 
Consensus

U.S. -6.5% -5.7% 4.5% 4.1%

Euro Area -9.3% -8.1% 5.5% 5.5%

China 1.7% 1.8% 7.6% 8.0%

GDP = Gross Domestic Product. Bloomberg consensus estimates as at 
June 28, 2020. Source: KKR Global Macro & Asset Allocation analysis.

EXHIBIT 8

Near-Term Economic Trends Are Quite Constructive. 
However, We Ultimately See More of a Square-Root 
Recovery Than a Traditional V-Shaped One
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While incomes increased in May versus February, household out-
lays declined by a substantial 11.6%. When digging deeper into what 
changed between February and May, many categories of goods 
spending have been stable (e.g., vehicle spending is roughly flat), 
but spending on services has been heavily disrupted based on the 
declines to recreation (-56%), restaurants (-42%), transportation 
(-40%), and health care (-24%).

EXHIBIT 9

Personal Income Is Rising Because of Government 
Programs, Which Are Boosting Savings at a Time of 
Slower Spending. This Backdrop Is Creating Important 
Firepower for Consumer Purchases in 2H20, Despite 
Ongoing Unemployment Headwinds in the U.S.
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EXHIBIT 10

Hours Worked in the United States Is Now ‘Only’ 20-
30% Below Pre-Coronavirus Levels. However, the Rate of 
Change Is Now Beginning to Slow
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EXHIBIT 11

U.S. Household Disposable Incomes Have Actually Risen During Coronavirus, Thanks to Massive Government 
Transfers

SAAR $Bn May’20 SAAR $Bn Feb’20 % Change, May vs. Feb Contrib to Change in 
Household Income (%pts)

Disposable Personal Income 17,788 16,884 5.4% 5.4%

 (+) Employee Compensation 10,754 11,732 -8.3% -5.8%

Wages & Salaries 8,733 9,555 -8.6% -4.9%

Private Sector 7,322 8,069 -9.3% -4.4%

Government 1,412 1,486 -5.0% -0.4%

Supplements (e.g., pension) 2,020 2,177 -7.2% -0.9%

 (+) Proprietors’ Income 1,457 1,764 -17.4% -1.8%

 (+) Rental Income 799 795 0.5% 0.0%

 (+) Dividends & Interest 2,911 3,007 -3.2% -0.6%

 (+) Government Transfers 5,290 3,284 61.1% 11.9%

 (-) Payroll Taxes 1,372 1,466 -6.4% 0.6%

 (-) Personal Taxes 2,052 2,234 -8.1% 1.1%

(-) Personal Outlays 13,666 15,465 -11.6% N/A

(=) Personal Savings 4,121 1,418 190.6% N/A

Memo: Personal Savings Rate 23.2% 8.4% 14.8% N/A

Data as June 26, 2020. Source: Bureau of Economic Analysis, Haver, KKR Global Macro & Asset Allocation analysis. 

Netting the income increases and spending declines described above, 
the U.S. personal savings rate reached 23% in May 2020 versus 
eight percent in February 2020. While the savings rate has already 
started to fall from a historic peak of 32% in April, it still represents 
a substantial level of consumer firepower to support the recovery. 
Indeed, in absolute dollars, May’s total savings was a solid $4.1 tril-
lion (annualized), compared to $1.4 trillion in the month of February 
(annualized). As such, assuming continued government assistance 
(which we view as highly likely, albeit perhaps at different levels), we 
see the future trajectory of the recovery being governed much more 
by the virus than by economics (i.e., consumers’ ability to spend 
rather than their willingness).

The other piece of good news relates to consumer confidence around 
the purchase of bigger ticket items this cycle relative to past down-
turns. Specifically, we are seeing surprising resilience in big-ticket 
categories such as housing and autos, as consumers focus on 
personal safety. The typical response in a recession is to prioritize 
‘financial safety’, which means deferring large-scale purchases 
such as housing and autos. This cycle, however, consumers seem 
less focused on financial safety (perceiving to some extent that the 
government has their backs) and more focused on ‘personal safety.’ 
Reliable transportation and adequate housing are important ele-
ments of personal safety, which we think helps explain the surprising 
resilience we are seeing in home prices—suburban in particular—and 
used car values. The strength in these traditionally cyclical areas is 
an important support to overall consumption patterns.

EXHIBIT 12

Auto-Related Data Improved Substantially in May, 
Including Used Car Prices. However, Trends Are Now 
Slowing a Bit 
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EXHIBIT 13

We Saw a Burst of Work Resumptions from Mid-
April Through Mid-May, but Since Then the Rate of 
Improvement Has Started Slowing
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The bad news, as we noted earlier, is that the latest data is look-
ing consistent with a ‘square root’ shaped recovery (i.e., an initial 
impressive jump, followed by more gradual improvement). Indeed, 
trends in employees working and credit card spending both show an 
impressive surge in activity from mid-April through Memorial Day. 
However, since then the rate of improvement has slowed. This slow-
ing pace of improvement makes sense to us, given that active case 
counts remain elevated (particularly outside of New York, the original 
epicenter) and the initial sugar high from stimulus checks may be 
slowing. We also continue to worry that much of the U.S. has opened 
up too quickly and without adequate safeguards regarding social 
distancing, mask wearing and contact tracing, in some cases. Federal 
and state leaders have also been inconsistent in their messaging and 
behavior. Just consider that Texas now has more cases per day than 
all of continental Europe. It actually takes about four weeks to show 
whether social distancing patterns are effective, and as such, we link 
much of the recent uptick in Florida, Arizona, and California to in-
tensification of social activity during the early weeks of the summer. 
Finally, as our employment and household data show, U.S. consum-
ers in several important parts of the economy are being hard hit by 
the pandemic (Exhibits 9 and 10).

EXHIBIT 14 

We Expect Services, Which Led the Decline, to Lead the 
Way Back Up

 Change in Thousands

 Jun-20 May-20 Apr-20

Nonfarm Payrolls 4,800 2,699 -20,787

Private 4,767 3,232 -19,835

Goods 504 684 -2,388

Mining and Logging -10 -19 -53

Construction 158 453 -1,018

Manufacturing 356 250 -1,317

 Durable Goods 290 153 -905

 Nondurable Goods 66 97 -412

Services 4,263 2,548 -17,447

Wholesale Trade 68 -12 385

Retail Trade 740 372 -2,299

Transport & Warehousing 99 -28 -560

Information 9 -39 -279

Financial Activities 32 10 -261

Prof & Business Services 306 160 -2,202

Education & Health Services 568 399 -2,603

Leisure and Hospitality 2,088 1,403 -7,575

Other Services 357 261 -1,279

Government 33 -533 -952

Data as at July 2, 2020. Source: Bureau of Labor Statistics, Haver 
Analytics. 

“ 
Given some of the more structural 

impairments to the economy 
that we are envisioning – largely 

compliments of accelerated trends 
towards digitalization – we see more 

of a square root recovery than a 
V-shaped one as we head into 2021. 

“
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EXHIBIT 15

Of All Business Closures On Yelp Since March 1, 41% Are 
Now Permanent
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In sum, we expect the recovery to continue, albeit at a more modest 
sequential growth rate starting in the fall. Even with a vaccine (which 
we think enters the economic picture in 2021), there will be fits and 
starts along the way. Hence, our strong view is that it is impor-
tant for investors to get two things right. First, developing a better 
understanding of consumer behavior is critical. Our research shows 
that government transfers are bolstering savings and spending at 
an unsustainable pace, and as such, we expect some moderation of 
growth in the second half of 2020. That said, our research convinc-
ingly shows that consumers have saved substantially, and we do not 
see the type of fall-off in spending that many bearish pundits are 
forecasting. 

Second — and probably more importantly — much of our prior work 
on portfolio construction from the 2008/2009 period actually shows 
that getting the investment theme right combined with an in-depth 
understanding of the consumer largely trumped valuation consider-
ations. Said differently, understanding how consumers might spend 
in 2022 and beyond is likely a better use of time than arguing over 
whether the entry multiple should be higher or lower by one turn 
of leverage. Given this view, we continue to focus on marrying the 
macro with the micro, including investing aggressively behind the 
aforementioned themes. If we follow this playbook, then we will be 
well-positioned to 1) compound the capital that is performing; and 2) 
minimize losses so that our impairments are lower this cycle than in 
the past. 

Question #2: How does your increase in GDP affect your thinking 
on equity market valuations?

Given our changes to GDP, we have again updated our S&P 500 
EPS and fair value estimates based on the latest GDP estimates. To 
review, back in April we forecasted that 2020 EPS would be down 
almost 40% year-over-year to $101 per share, driven by the view that 
the coronavirus would create multiple fits and starts in the economy 
throughout the year. Thereafter, we previously expected that easier 
comparisons, better medical options, and a greater understanding 
of how best to operate in pandemic-like conditions would drive S&P 
500’s earnings to rebound to $151 per share in 2021. Importantly, 
just as the market capitalization of the S&P 500 is dominated by only 
a handful of stocks, so too are its earnings. So, we continue to spend 
extra time on the companies we view as needle movers (Exhibit 16).

EXHIBIT 16

For the S&P 500 This Year, the Top 10 Stocks Account for 
Nearly 25% While the Top 20 Are Nearly at 40% of Total 
Earnings
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Data as at June 16, 2020. Source: Factset, S&P. 

“ 
Unlike the more modest tweaks 
we are making in Europe and 
China, we are substantially 

raising our forecast for growth 
in the U.S. Specifically, we have 

boosted our U.S. Real GDP 
forecast to -6.5% from -9.0%. 

“
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EXHIBIT 17

The S&P 500 Has Enjoyed the Fastest Market Rally of All 
Time in the 71 Trading Days Since the Bottom. The Chart 
Below Shows What This Rally Would Look Like If It Were 
on Par With the Mega Bounces of 1929, 1938, and 1974
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Data as at July 4, 2020. Source: Bloomberg. 

Given all that has happened (including the potential for more stimu-
lus), we are now tweaking those April estimates up slightly to reflect 
our improved GDP forecasts. In terms of what has changed, we note 
the following:

• We are revising our S&P 500 EPS estimate to $115 per share in 
2020 and $155 per share in 2021, up from $101 per share and 
$151 per share, respectively. However, our numbers remain more 
conservative than current consensus, which is expecting $125 
per share in 2020 and $164 per share in 2021. 

• In terms of sectors, we have moderated the EPS declines for 
Technology, Healthcare, Consumer Discretionary and Financials 
relative to our April update to reflect both improving earnings re-
visions trends and better-than-expected 1Q20 earnings. Relative 
to consensus, however, we are more conservative in our outlook 
for Financials, Real Estate, Technology, and Materials.

EXHIBIT 18

We Are Revising Up Both Our 2020 and 2021 EPS 
Estimates to $115 per Share and $155 per Share, 
Respectively…

$101 

$151 
$165 

$115 

$155 

2019A 2020E 2021E

S&P 500: 2020 and 2021 EPS Estimates, US$ per 
Share, Current and Prior Forecasts

Prior Current

Data as at June 12, 2020. Source: S&P, Bloomberg, KKR Global Macro & 
Asset Allocation analysis. 

EXHIBIT 19

…Based on an Improved Outlook for Tech, Healthcare, 
Consumer Discretionary and Financials

S&P 500 EPS by 
Sector, US$ per 
Share

2019 Con-
sensus 
2020e

Y/y 
%Chg

GMAA 
2020e

Y/y 
%Chg

S&P 500 164.6 124.9 -24% 115.1 -30%

Cons. Disc. 12.7 5.1 -60% 4.9 -61%

Industrials 15.1 7.7 -49% 7.5 -50%

Energy 6.5 -0.6 -109% -1.0 -116%

Materials 4.2 3.2 -23% 2.8 -33%

Financials 30.6 18.7 -39% 15.4 -49%

Real Estate 4.4 4.3 -4% 3.4 -23%

Health Care 26.7 25.7 -4% 24.9 -7%

Utilities 5.1 5.3 4% 5.2 2%

Cons Staples 10.9 10.4 -4% 10.4 -4%

Info Tech 32.0 31.5 -2% 27.7 -14%

Comm Services 16.5 13.7 -17% 13.9 -16%

Data as at June 9, 2020. Source: S&P, Factset, Bloomberg, KKR Global 
Macro & Asset Allocation analysis. 

“ 
In fact, when we drill down 
on the increase in income 
from February to May, it is 

almost entirely linked to robust 
government assistance, which 

has increased by a whopping 61% 
since February 

“
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EXHIBIT 20

Our Valuation Framework Suggests the S&P 500 Is Now Close to Fair Value Unless the Risk Premium Drops 
Meaningfully From Current Levels

S&P 500 Fair Value Sensitivity Table

Implied Equity Risk Premium, %
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75% 2,439 2,545 2,661 2,787 2,924 3,076 3,243 3,428 3,635

80% 2,479 2,588 2,705 2,834 2,974 3,128 3,298 3,487 3,697

85% 2,520 2,630 2,750 2,880 3,023 3,180 3,353 3,546 3,760

90% 2,560 2,673 2,795 2,927 3,073 3,232 3,409 3,604 3,822

95% 2,601 2,715 2,839 2,974 3,122 3,285 3,464 3,663 3,885

100% 2,642 2,758 2,884 3,021 3,172 3,337 3,519 3,721 3,947

Key Assumptions

• Our base case assumes fully 90% of the pre-COVID EPS trend is recovered by 2025
• 2020e EPS growth = -30%
• Long-Term Risk-Free Rate and Long-Term EPS Growth = Current 10-year U.S. Treasury yield = 0.8%
• Cash payout (dividends & buybacks) falls to 75% this year, before recovering back to 95% by 2025

Key Metrics

• Fair Value Estimate = 3,020-3,120; ‘high’ case is ~3,500 and ‘low’ case is ~2,700
• 2020e EPS = $115; 2021e EPS = $155
• P/E Multiple on 2021e EPS = 19.5-20.1x

Data as at June 8, 2020. Source: Haver Analytics, S&P, Factset, KKR Global Macro & Asset Allocation analysis leveraging Professor Aswath Damodaran’s 
work on implied equity risk premium.

How are we thinking about fair value for the S&P 500? Under almost 
any traditional metric, equities – as measured by the S&P 500 – ap-
pear fully valued. A lower tax rate certainly has contributed to the 
market ‘looking’ more expensive, but the lion’s share of the apparent 
excesses just come from the market moving up so quickly in antici-
pation of a liquidity-induced recovery. One can see this in Exhibit 21, 
which shows that at present, the only support to valuation are inter-
est rates (see yield gap versus the 10-year U.S. Treasury historical 
percentile).

EXHIBIT 21

The Market Looks Expensive on All Metrics Except 
Interest Rate-Adjusted Metrics. Importantly, Though, 
Interest Rates Do Matter

S&P 500 Aggregate Index

Valuation Metric Current Historical 
Percentile

U.S. Market Cap/GDP 207% 99%

Forward P/E 23.2x 98%

EV/Sales 2.5x 98%

EV/EBITDA 13.1x 95%

Price/Book 3.4x 87%

Cyclically Adjusted P/E 26.7x 87%

Cash Flow Yield 7.2% 84%

Free Cash Flow Yield 4.2% 50%

Yield Gap vs. 10-Year UST 367 Basis Points 26%

Median Metric 87%

S&P 500 data from 1976 apart from FCF yield which is from 1990. Credit 
market data from 1997, equity risk premium from 2001 and government 
bond data from 1921. Data as at June 17, 2020. Source: Goldman Sachs.

“ 
Overall, we think the next phase 
of the market’s performance will 
be more driven by idiosyncratic 
credit risk across a wide variety 

of industries, where quality 
underwriting will play a role.  

“
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However, interest rates do matter, and as such, our models incor-
porate this input as well as longer-term cash flows. Specifically, 
to counteract these apparent contradictions on valuations, we rely 
more heavily on our dividend discount model, which factors in both 
long-term earnings and interest rates. As one can see in Exhibit 22, 
the market-implied equity risk premium (ERP) has recovered much 
more aggressively than many would have expected. In fact, it has 
already fallen to 5.35%, below both the March high of 6.0% and the 
post-Global Financial Crisis (GFC) average of 5.5%. This tighten-
ing actually makes sense to us, given the magnitude of the stimulus 
intended to quell unsettled financial conditions, even in the face of 
rising Chinese tensions and an upcoming election. 

We also added an X-axis that incorporates how much demand there 
will be in 2025 relative to 2020 (e.g., an 85% score would imply that 
85% of 2020 demand is present in 2025). We do this exercise be-
cause we believe that having a view on what stagnant unemployment 
means for overall consumption is a critical part of an analysis. 

So, what is our punch line? Well, after taking into account the more 
benign risk premium and stronger EPS estimates and assuming that 
consumers recoup about 85-95% of their original pre-coronavirus 
demand, we now see S&P 500 fair value in the 3,020-3,120 range, 
which is up 6-7% from our old ‘estimate’ of 2,860-2,920. One can 
see this in Exhibit 20. As one might predict – given the tremendous 
uncertainty – we acknowledge the wide range of potential outcomes 
for the S&P 500. Our ‘high’ case of approximately 3,500 cor-
responds to 100% earnings recovery and the implied ERP moving 
towards the post-GFC lows of 4.8%. Our low case of approximately 
2,700 corresponds to just 80% earnings recovery and the implied 
ERP hovering near the COVID peak stress level of six percent.

EXHIBIT 22

Given All The Fed Is Doing, We Expect the Equity Risk 
Premium to Be Slightly Below Its Post GFC Average
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Data as at June 8, 2020. Source: Haver Analytics, S&P, Factset, KKR 
Global Macro & Asset Allocation analysis leveraging Professor Aswath 
Damodaran’s work on implied equity risk premium.

EXHIBIT 23

Markets Are Now Discounting That High Yield Default 
Rates Are Back Near the Historical Norm
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On the Credit side, our work shows that the implied default rate 
for High Yield is now around 7.5%, compared to a peak of 14.8% in 
March and 5.9% at the beginning of June and a long-term historical 
average of 6.1%. According to our colleagues Chris Sheldon and Kris 
Novell in KKR’s Liquid Credit franchise, that level feels about right. 
While downgrades have slowed temporarily, we still see more rat-
ings changes ahead. If we are right, it will ultimately put pressure on 
several parts of the Credit markets, including High Yield. 

“ 
Reliable transportation and ad-

equate housing are important ele-
ments of personal safety, which we 
think helps explain the surprising 
resilience we are seeing in home 
prices—suburban in particular—

and used car values. The strength 
in these traditionally cyclical areas 
is an important support to overall 

consumption patterns. 
“
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Against this backdrop, we expect volatility to continue through earn-
ings season in July, and as such, Chris and Kris believe there will be 
good opportunities to buy high quality companies at discounts. We 
also expect more selling from the retail community, which could cre-
ate attractive entry points during the next two quarters. Overall, we 
think the next phase of the market’s performance will be more driven 
by idiosyncratic credit risk across a wide variety of industries, where 
quality underwriting will play a role. Indeed, whereas the S&P 500 is 
42% Technology and Healthcare, the High Yield index has just 13% of 
its face value in those two sectors. 

Maybe more importantly than near-term gyrations across the capital 
markets is that – as we peer around the corner today on what tomor-
row might look like – we see at least three key macro variables on 
which Credit and Equity investors should focus. First, employment, 
which we described earlier in significant detail, will likely be a major 
focus of our team. With consumption accounting for 60-70% of total 
GDP in many of the economies where we invest, unemployment 
trends become key ‘swing factors’ in sustainable GDP growth. No 
doubt, government programs are helpful in the near-term, but the 
market will ultimately trade off of sustainable consumption linked to 
wages and job creation by 2021. 

Second, we continue to monitor closely COVID-related new cases, 
total cases, and hospitalization rates, the latter of the three (i.e., hos-
pitalizations) now appearing to be the most important to the direc-
tion of market flows, we believe. We remain very aware that cases, 
a precursor to hospitalizations, are not tailing off in the U.S. the way 
that they are in Europe and China (Exhibit 1). Brazil, India, and parts 
of South East Asia also continue to warrant significant attention/cau-
tion. Our base view is that cases remain in the 25,000-75,000 range 
per day in the U.S. into the autumn months, so recent trends in early 
July are running at the high end of our estimated range. We also look 
for a vaccine to be in production in 2021, but we do not ascribe to 
the idea that we will totally be rid of the coronavirus in 2021. All told, 
we think that it will likely take up to two to three years to develop a 
vaccine and get it fully deployed – including potential booster doses. 
Even then, the virus will still be around, but at that point, hopefully, it 
will be more like the regular flu in terms of impact. 

Third, we need to focus on the U.S. election and what it means not 
only for the Presidency but also for the Congress, the Senate in par-
ticular. It is still early days, but under a Biden administration, investors 
would need to focus on the following key areas of potential change:

• The corporate tax rate increases to 28% from 21%.

• A 12.4% Social Security surtax on income over $400,000. 
(Note that the Social Security payroll tax currently caps out at 
$137,700, so Biden’s plan would create a ‘donut hole’ between 
$137,700 and $400,000).

• The top tax bracket for personal income tax increases to 39.6% 
from 37%.

• Long-term capital gains rate increases to the ordinary marginal 
rate (39.6%) for earnings above $1 million.

• Significant regulatory changes possibly impacting multiple in-
dustries, particularly finance, housing, education, energy, health 
care/pharma and involving labor issues (minimum wage).

• More infrastructure spending, particularly on green infrastructure 
and incentives for green energy.

Importantly, as one can see in Exhibit 24, history sides with this anal-
ysis and also suggests that a change in leadership would likely result 
in an increase in taxes, particularly given the current socioeconomic 
and inequality issues the U.S. is now facing – the most extreme since 
the Great Depression.

EXHIBIT 24

Post World War II, the Average Corporate Tax Rate Was 
42%. Today We Are At Just 21%, So the Bias Is Higher
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“ 
While the savings rate has already 
started to fall from a historic peak 
of 32% in April, it still represents 
a substantial level of consumer 

firepower to support the recovery.  
“
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EXHIBIT 25

As Inequality Spread, Tax Rates Climbed Notably After 
the Great Depression 

77.0%

24.0%

63.0%

94.0%

69.1%

28.0%
37.0%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

19
13

19
19

19
25

19
31

19
37

19
43

19
49

19
55

19
61

19
67

19
73

19
79

19
85

19
91

19
97

20
03

20
09

20
15

Historical Highest Marginal U.S. Personal Income Tax Rates, %

Data as at June 20, 2020. Source: IRS Revenue Procedures. 

EXHIBIT 26

The Fed Has Altered the Playbook It Used in the Global 
Financial Crisis…
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Data as at June 22, 2020. Source: Morgan Stanley Research, Federal 
Reserve Board, Haver Analytics. 

EXHIBIT 27

…and Is Ensuring That Money Supply Reaches 
Consumers More Readily Than Post GFC
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Our bottom line is two-fold. First, the sheer amount of near-term li-
quidity is not to be underestimated, and as such, we would likely give 
the benefit of the doubt to the view that stocks and bonds are not as 
much at risk for a dramatic market decline as some market pundits 
now think. One can see the sheer magnitude of the response by the 
Fed in Exhibits 26 and 27, respectively. All told, the Federal Reserve 
has increased the money supply by 13-14% in just 15 weeks, which is 
almost four times more than it did during the Global Financial Crisis. 
Its balance sheet is now $7.1 trillion, up from $4.2 trillion pre-corona 
virus, but below the $9 trillion it could reach by year-end. On the 
fiscal side, the government has ‘only’ spent $1.5 trillion of the $3 tril-
lion that has been allocated (and this is before the additional $1-$1.5 
trillion that we think could be coming in the second half of the year). 
That is good news for financial assets, particularly when we expect 
U.S. Real GDP to contract by almost seven percent this year and only 
grow low single digits in 2021. 

Second, while hard to do, we need to separate the economy from 
the markets in the near-term. In our humble opinion, the markets 
are poised to handily outperform the economy in 2020. Beyond the 
liquidity surge we are all seeing, many stocks in the S&P 500 actu-
ally benefit from the economic shift towards e-commerce, nesting, 
and cloud computing. The longer-term bad news, however, is that the 
intensity of the shift towards digitalization means higher sustained 
unemployment throughout the economy will eventually affect con-
sumption. Said differently, governments cannot continue to support 
the economy and the markets indefinitely. Ultimately, it likely means 
that there will be a lot of smaller-to medium-sized businesses that 
are unable to compete in the macroeconomic environment we are 
envisioning. If we are right, the markets will eventually respond to 
this overhang, which may include greater regulation and taxation as 
well as less favorable financial conditions. 
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Question #3: How are you thinking about inflation versus 
deflation?

Since arriving at KKR in 2011, we have consistently been in the camp 
of low inflation and low rates. One can review our train of thought in 
several publications (e.g., see Insights pieces from 2019 The Un-
comfortable Truth and 2018 Rethinking Asset Allocation). There have 
been several important inputs through the years that have driven our 
thinking. First, we have been living in a world where central bank 
liquidity has not led to an increase in the money multiplier. In fact, 
since the Federal Reserve announced the two percent inflation target 
in 2012, it has not hit its goal for a calendar year. Indeed, going back 
to 1996, there have been only four years when inflation exceeded 
the target (2004 to 2007)1. For the ECB, it has missed every year 
since 2013. What’s going on? For starters, as technology continues 
to improve (faster and more powerful computers, lighter and bigger 
televisions, more productive smartphone apps, and so on), the rela-
tive price of technology continues to decline. Building off a report by 
Joseph Davies, Chief Economist at Vanguard, we note that the lower 
prices for business and consumer technology products have pro-
duced an average estimated drag of forty basis points per year in the 
official Consumer Price Index (CPI)2. 

But Moore’s Law is certainly about more than mobile apps, video 
games, and hand-held devices. As technology is used more promi-
nently to produce more goods and services, many of the companies 
in which our clients invest are now enjoying lower production costs. 
This observation is significant, as prices charged by our portfolio 
companies are just markups over marginal production costs, and as 
such, the continued adoption of new technologies generally translates 
into reduced unit costs of production. 

Over time, these benefits make their way to consumers in the form 
of lower, or less rapidly increasing, final prices, even in sectors not 
directly related to technology. As we show in Exhibit 29, Moore’s law 
in technology has had a profound effect on the prices that U.S. busi-
nesses need to charge and still make a decent profit. All told, since 
2005, for example, the declining prices of computer and electronic 
products, computer design and services, and other technology inputs 
have trimmed 83 basis points from overall production costs and ul-
timately from final prices in some instances. Interestingly, as Exhibit 
28 shows, the impact of technology on inflation is typically more 
pronounced in the early years; thereafter, the impact becomes more 
moderate as the technology costs decrease.

1 Prognosis poor for the Fed’s 2 percent target, The Hill, January 27, 2020. 

2 Data as at 2017. Source: Vanguard Why Is Inflation So Low?

EXHIBIT 28

Moore’s Law Is a Drag on Inflation, Particularly in the 
Early Years of Innovation
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Note: In the BEA’s input-output data (I-O), we identified technology-
related inputs as follows: computer and electronic products; broadcasting 
and telecommunications; data processing, internet publishing, and other 
information services; and computer systems design and related services. 
We identified as closely as possible Producer Price Index (PPI) series for 
each industry in the I-O, including all four technology inputs. The weightings 
were multiplied by technology’s PPI to arrive at the contribution to each 
industry’s PPI. For each industry’s PPI minus technology, we subtracted 
the tech contribution from PPI and divided it by one minus technology’s 
weight. Data as at 2005 through 2018. Source: KKR Global Macro & Asset 
Allocation calculations, Haver Analytics, BEA, BLS, Vanguard.

EXHIBIT 29

Technology’s Effect on Prices by Industry Has Been 
Significant in Recent Years
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related inputs as follows: computer and electronic products; broadcasting 
and telecommunications; data processing, internet publishing, and other 
information services; and computer systems design and related services. 
We identified as closely as possible Producer Price Index (PPI) series for 
each industry in the I-O, including all four technology inputs. The weightings 
were multiplied by technology’s PPI to arrive at the contribution to each 
industry’s PPI. For each industry’s PPI minus technology, we subtracted 
the tech contribution from PPI and divided it by one minus technology’s 
weight. Data as at 2005 through 2018. Source: KKR Global Macro & Asset 
Allocation calculations, Haver Analytics, BEA, BLS, Vanguard.

https://www.kkr.com/sites/default/files/KKR_White_Paper-52_1904.pdf
https://www.kkr.com/sites/default/files/KKR_White_Paper-52_1904.pdf
https://www.kkr.com/sites/default/files/KKR_White_Paper_49_1810.pdf
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EXHIBIT 30

Deleveraging Will Likely Put Secular Pressure on Inflation. In Fact, There Are Currently No Good Examples of 
Developed Countries Inflating Their Way Out of Debt Outside of Wartime Events

 DEBT/GDP Dynamics During Deleveraging

Country Peak Year ‘Recovery’ 
Year

Years: Peak to 
Recovery

Peak Level ‘Recovery’ 
Level

Debt/GDP Reduction 
Per Year

Real Debt 
Growth

Real GDP 
CAGR

CPI CAGR

UK 1821 1863 42 260% 90% -4.1% -0.5% 2.0% 0.0%

Netherlands 1834 1873 39 278% 85% -4.9% -1.5% 1.5% -1.2%

France 1887 1906 19 117% 85% -1.7% -0.1% 1.6% -0.3%

Netherlands 1887 1898 11 104% 87% -1.5% -0.4% 1.2% -0.6%

Italy 1897 1906 9 118% 82% -3.9% -0.1% 3.9% 0.5%

Spain 1902 1910 8 128% 90% -4.8% -3.3% 1.1% -0.1%

Italy 1921 1935 14 153% 95% -4.1% -1.0% 2.4% -1.4%

UK 1947 1965 18 238% 85% -8.5% -3.1% 2.7% 4.1%

Ireland 1987 1994 7 109% 89% -2.9% 1.7% 4.7% 2.8%

Belgium 1994 2006 12 134% 87% -3.9% -1.3% 2.3% 1.8%

Canada 1996 2000 4 102% 82% -4.9% -0.7% 4.8% 1.8%

Median   12 128% 87% -4.1% -0.7% 2.3% 0.0%

Max   42 278% 95% -8.5% 1.7% 4.8% 4.1%

Min   4 102% 82% -1.5% -3.3% 1.1% -1.4%

Italian lira devalued 40% on 10/4/36; UK pound devalued 30% on 9/19/49; Irish punt devalued 10% on 1/31/93. Source: KKR Global Macro and Asset 
Allocation team analysis of annual data from 1821-2006 available on reinhartandrogoff.com.

Beyond technology’s downward pressure on inflation, there are other 
forces to consider. For example, our work shows that government 
deleveraging cycles are almost always deflationary. In fact, most gov-
ernment deleveraging cycles lead to a contraction in inflation rates 
– not what we had originally thought when we started researching 
this topic. One can see this in Exhibit 30. However, given how low 
rates are and high political tensions are, we do acknowledge that 
deleveraging in the near-term could be quite muted. Little regard for 
bulging deficits by both conservatives and liberals in most countries 
is also an input worth considering. As such, a lot of the deleveraging 
we expect in the near-term is likely to come from the corporate, not 
the government, sector.

EXHIBIT 31

Demographic Shifts Have Had a Net Negative Effect on 
the Natural Rate of Interest

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

1990 1995 2000 2005 2010 2015 2020

Changing Demographics and R-star in the United States, %

Population Growth Life Expectancy Baseline

Projections

Note: The above depicts three scenarios of the impact of demographics 
on the neutral rate: The yellow line depicts the total decline in the neutral 
rate from 3% in 1990 to 1% by 2016. The purple line corresponds to the 
impact driven only by the decline in population growth from 1% in 1990 
to 0.3% in 2100. The blue line corresponds to what the neutral rate 
would be if we accounted only for the increase in life expectancy from 75 
to 91 years over that period, while holding population growth constant. 
Data as at March 2016. Source: Carlos Carvalho, Andrea Ferrero, and 
Fernanda Nechio, “Demographics and Real Interest Rates: Inspecting the 
Mechanism,” Federal Reserve Bank of San Francisco.

“ 
Said differently, understanding how 

consumers might spend in 2022 
and beyond is likely a better use of 
time than arguing over whether the 
entry multiple should be higher or 

lower by one turn of leverage. 
“
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EXHIBIT 32

As the U.S. Population Ages, It Will Likely Lead to Slower 
Growth, More Outlays By the Government, and More 
Savings By Retirees 
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Data as at February 10, 2020. Source: Office of Management and Budget, 
Haver Analytics.

Meanwhile, as Paula Roberts discussed in her 2018 Viewpoints note 
What Does Population Aging Mean for Growth and Investments?, the 
demographic headwinds of increased longevity and declining popula-
tion growth rates also lower the natural rate of interest, which is the 
rate that neither stimulates nor cools down the economy and the one 
used by monetary policymakers when making decisions about rais-
ing rates to prevent inflation. With increases in life expectancy and 
longer retirements, individuals are incentivized to save to fund retire-
ment and are much more cautious on spending, particularly given 
rampant economic uncertainty and current pension underfunding 
concerns. This boost to savings at the expense of current consump-
tion – over time – puts downward pressure on interest rates. 

The offset of all these disinflationary forces is that we are now 
embarking on not only Quantitative Easing on the monetary side but 
also Quantitative Easing on the fiscal side. This change is an impor-
tant one, and it warrants a lot of attention because it could represent a 
regime change. Indeed, in the old regime, M (money) x V (velocity) = 
P (price) x G (Goods) resulted in M going up but V going down, so 
that nominal GDP, or P x G, stayed low. This cycle, however, feels 
different because the government is doing not only monetary quan-
titative easing but also fiscal easing via direct consumer deposits 
and enhanced unemployment benefits that are often in excess of 
the regular take-home pay. In this scenario – where consumers get 
money directly into their bank accounts versus having to worry about 
banks’ lending the money out – nominal GDP could finally acceler-
ate, as increased demand from consumers accelerates the velocity of 
money supply. We could even see inflation accelerate further in this 
scenario if supply chains are tight because of re-shoring or business 
shutdowns.

EXHIBIT 33

The Amount of Global Stimulus Has Been Breathtaking, 
But We Actually Believe There Is Likely More to Come

Global Monetary and Fiscal Stimulus to Fight COVID-19,
February – May 2020, US$ Billions and % of GDP
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Data as at May 27, 2020. Source: Cornerstone Macro.

EXHIBIT 34

Based On Announcements So Far, the Balance Sheets of 
the G4 Could Expand by 28% of GDP by Year-End 2021
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https://www.kkr.com/global-perspectives/publications/what_does_population_aging_mean_for_growth_and_investments
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We also want to reflect heavily on the fact that Chairman Powell 
opened the door to yield curve control (YCC) in the June Federal 
Reserve meeting, noting that it will remain under discussion. Impor-
tantly, we found it surprising that he volunteered this in his opening 
remarks rather than making a general comment when asked. Why is 
his commentary so important, even though he downplayed it a few 
weeks later? Well, it suggests to us that the Fed is clearly in ‘do what-
ever it takes mode’ to stoke some inflation. Indeed, the history of yield 
curve control suggests that some form of inflation is coming. One can 
see this clearly in Exhibit 41, which shows that holding nominal inter-
est rates below nominal GDP for an extended period of time ultimately 
did usher in an era of higher inflation. Also, as we show in Exhibit 37, 
owning some Real Assets like Housing and/or Infrastructure makes 
sense as a hedge. The 1940-50s experiment by the Federal Reserve, 
which we detail in Exhibit 36, also suggests that the price-to-earnings 
ratios could increase further if history is a guide (Exhibit 35), though 
this phenomenon is now better understood by the market, in our 
view. Hence, our base case for asset allocation professionals is that 
multiples for equities do not expand at the same rate that valuations in 
many parts of Real Assets do.

EXHIBIT 35

Yield Curve Control in March 1942 Actually Coincided 
With Multiple Expansion at the Introduction of the Policy
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EXHIBIT 36

1940-50s Yield Curve Control Coincided With a Rally in 
U.S. Stocks…
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EXHIBIT 37

…and an Inflection Point in U.S. Real Estate Prices. In Our 
View, There Is a Greater Possibility That House Prices 
Appreciate More Than Equity Multiples if YCC Does Get 
Implemented
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“ 
Hence, our base case for asset 
allocation professionals is that 
multiples for equities do not 
expand at the same rate that 

valuations in many parts of Real 
Assets do. 

“
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Importantly, we want to confess that we don’t yet know the 
long-term answer on the inflation question. It is just too early in 
the experiment. To date, all the near-term economic indicators are 
suggesting deflationary rather than inflationary risk. In fact, inflation 
prints across Europe, Japan, and the U.S. are all coming in below 
consensus expectations and, maybe more importantly, below central 
bank targeted levels. The key headwind to an acceleration in inflation 
remains that the increase in money supply is not leading to an increase 
in the money multiplier (Exhibit 39), an important underpinning to our 
thesis. In fact, some really interesting work done by my colleague 
Dave McNellis shows that, while U.S. bank balance sheets have 
increased by $600 billion, more than 100% of the increase came from 
companies drawing down revolvers (a defensive measure) and Pay-
check Protection Loans (government–backed small business loans being 
disbursed to help small businesses from going out of business and keep 
employees on the payroll) versus growth capital for pro-cyclical initia-
tives such as capital expenditures. Hence, our view that inflation will 
remain subdued for at least the next 12-24 months.

EXHIBIT 38

The U.S. Money Supply Is Booming, But…
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EXHIBIT 39

…the Money Multiplier Is Not. We Expect It to Remain 
Sluggish in the Near-Term
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EXHIBIT 40

Money Supply Growth, in the Absence of Velocity, Is Not 
Inflationary
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“ 
The key headwind to an 

acceleration in inflation remains 
that the increase in money supply 
is not leading to an increase in the 

money multiplier, an important 
underpinning to our thesis. 

“
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EXHIBIT 41

Rates Run in Long-Term Regimes Relative to GDP. The Current Regime Is for Rates Approximately 100-250 Basis Points 
Below Trend Growth. We See It Staying Here for the Next Few Years, But We Are Watching for Any Change in the 
Money Multiplier

Jun-20
-2.5%

Post-GFC Median
-1.5%

-5%

-4%

-3%

-2%

-1%

0%

1%

2%

3%

4%

5%

6%

19
54

19
57

19
60

19
63

19
66

19
69

19
72

19
75

19
78

19
81

19
84

19
87

19
89

19
92

19
95

19
98

20
01

20
04

20
07

20
10

20
13

20
16

20
19

U.S. Nominal 10-Year Yield,% Points Above/(Below) 3-Year Average Nominal GDP

Era of Controlled Inflation  
and Deleveraging 

Era of Rising Inflation 
and Fed Policy Error 

Era of Falling Inflation 
and Re-leveraging 

Back to Era of Controlled 
Inflation and Deleveraging? 
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Ultimately, though, we should be clear about the government’s long-
term intentions. Specifically, by holding nominal interest rates below 
nominal GDP, the government is trying to stoke some inflation to 
alleviate over-indebtedness by almost everyone these days. Impor-
tantly, though, as we show in Exhibit 41, these initiatives can take 
years to play out, and they actually often require a policy mistake or 
external shock along the way to stoke the type of inflation the U.S. 
experienced in the early 1970s. 

From an asset allocation standpoint, however, we just don’t think 
that we can sit idly by and wait to see if a regime change is upon 
us, particularly given 1) the significant size of the stimulus that has 
been added to the system; and 2) the reality that the government 
is now bypassing the banking system and giving money directly to 
consumers. The risk of this cycle being different than post-2009 is 
much higher. So, against the current backdrop, we suggest – until 
we have greater visibility on the long-term direction of inflation – an 
overweight to Asset-Based Finance in Credit (with a focus on Hous-
ing), Infrastructure with pricing power and cash flow (e.g., Optical), 
and dynamic parts of Real Estate (e.g., Logistics, Warehouses, etc.) 
We also still favor Gold and TIPS as part of a diversified Real Assets 
Portfolio.

EXHIBIT 42

Inflation Expectations Have Slowly Been Creeping 
Upwards From the Freefall in March 2020, But They 
Remain Well Below the Fed’s Goal of Two Percent
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EXHIBIT 43

Bank Lending Has Picked Up in Both the U.S. and 
Europe, But the Majority of the Increase Is Linked to 
Revolver Drawdowns and Government Programs, Not 
Fundamental Lending
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Question #4: Asset Allocation: Where are we headed and what 
changes to asset allocation should we consider?

I am not sure what exact situation if any Albert Einstein had in mind 
when he said “the measure of intelligence is the ability to change,” 
but rarely have his words been as poignant as they are today. Indeed, 
given the enormity of change we are seeing in deficits, in the level of 
money growth, and in geopolitical relationships, we believe that every 
portfolio manager and asset allocator needs to think about the future 
through a different lens. We certainly have changed our thinking, 
including a more conservative outlook for expected returns across 
many asset classes. One can see our latest estimates in Exhibit 44.

Interestingly, though, following a series of illuminating conversations 
with leading CIOs from around the world, our strong belief is that a 
lower return profile for most asset classes will encourage more, 
not less, risk taking. There are several underpinnings to our thesis. 
First, there is an actual shortage of true income producing assets 
available in the liquid credit and sovereign markets. As a result, CIOs 
will have to go further out on the risk curve, including Asset-Based 
Finance, High Yield, Infrastructure, Opportunistic Credit, and even 
high dividend yielding stocks.

Second, given the significant decline in interest rates, the income and 
diversifying benefits of government bonds cannot enjoy the same 
level of performance that they did in recent years. Against this back-
drop, investors will have to use more non-traditional assets/strate-
gies to create portfolios that are resilient during market sell-offs. To 
this end, we analyzed the performance of Gold during all of the S&P 
500 corrections and bear markets since 1975, and our work shows 
clearly that Gold offers diversification benefits during equity draw-
downs (Exhibit 47). Specifically, around two-thirds of the time, Gold’s 
performance is actually positive during these risk-off events. Third, 
allocators will probably need to allocate more towards Alternatives, 
or areas where they can better harness the illiquidity premium. The 
simple math is that the illiquidity premium becomes more valuable as 
a percentage of the overall total return in a portfolio when expected 
returns are falling.

EXHIBIT 44

We Generally Look for Lower Returns Across Many of the 
Asset Classes We Forecast
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“ 
Our strong belief is that a lower 

return profile for most asset class-
es will encourage more, not less, 

risk taking. 
“
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EXHIBIT 45

Our Work Shows That a Traditional 60/40 Portfolio Will 
Now Struggle to Deliver the Same Type of Returns It Has 
in the Past. In Fact, Our Base Case for a 60/40 Split Is 
Now Less Than One Percent, Compared to 8.5% for the 
Past Five Years 

5-Year Outlook

Return Assumptions Base Bull Bear Past 5 Yrs

Stocks 1.4% 8.1% -9.4% 10.7%

Bonds -1.7% -3.5% 0.5% 5.1%

Allocation Expected Returns

Stocks Bond Base Bull Bear Past 5 Yrs

0% 100% -1.7% -3.5% 0.5% 5.1%

10% 90% -1.4% -2.3% -0.5% 5.7%

20% 80% -1.1% -1.1% -1.5% 6.2%

30% 70% -0.8% 0.0% -2.5% 6.8%

40% 60% -0.5% 1.2% -3.5% 7.3%

50% 50% -0.1% 2.3% -4.5% 7.9%

60% 40% 0.2% 3.5% -5.4% 8.5%

70% 30% 0.5% 4.7% -6.4% 9.0%

80% 20% 0.8% 5.8% -7.4% 9.6%

90% 10% 1.1% 7.0% -8.4% 10.2%

100% 0% 1.4% 8.1% -9.4% 10.7%

Data as at June 30, 2020. Source: KKR Global Macro & Asset Allocation 
analysis.

EXHIBIT 46

The Lower the Starting Yield, the Lower the Subsequent 
Return
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EXHIBIT 47

Gold Offers Diversification Benefits During Equity 
Drawdowns and Its Performance Is Positive Around Two-
Thirds of the Time During Risk Off Events

Equity 
Performance

Gold 
Performance

Gold Performance During >20% Equity Declines

Average (31%) 3.1% 

Median (24%) 6.4% 

% Positive  70%

Gold Performance During >15% Equity Declines

Average (28%) 0.7% 

Median (20%) 6.0% 

% Positive  69%

Gold Performance During >10% Equity Declines

Average (21%) 0.3% 

Median (16%) 4.7% 

% Positive  61%

Data as at May 31, 2020. Source: Bloomberg. 

“ 
The offset of all these disinflation-
ary forces is that we are now em-
barking on not only Quantitative 
Easing on the monetary side but 
also Quantitative Easing on the 

fiscal side. This change is an im-
portant one, and it warrants a lot 
of attention because it could rep-

resent a regime change. 
“
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We also believe that CIOs will need to look for ways to arbitrage 
benchmark indices to generate alpha/returns. For our nickel, within 
the world of Private Equity, we believe that more allocators will 
replace parts of their Public Equity portfolio with increased Private 
Equity allocations across most major international markets. While 
the S&P 500 has been a stellar performer in the liquid markets, the 
same cannot be said for the European public equity markets. Indeed, 
as many of our readers will know, my colleague Aidan Corcoran and 
I have argued for some time that European private markets are well 
positioned to outperform the public markets. Key to our thinking has 
been that European public market indices are compositionally flawed 
because they do not reflect many of the positive growth areas that our 
macro work has uncovered. Consistent with this view, European pub-
lic indices, the Eurostoxx in particular, are overweight financial insti-
tutions and underweight companies linked to services and innovation, 
including technology. As such, we have been advocating for private 
markets portfolio construction that includes a heavy tilt towards 
services, especially technology, business services, e-commerce, and 
logistics at the expense of lending and insurance companies.

This top-down insight has served us extremely well, as the abil-
ity to earn excess return provided by the private markets’ illiquidity 
premium – and then some – has been quite outsized in recent years. 
All told, European Private Equity has returned 8x multiple of invested 
capital (MOIC) over 20 years versus only 2x MOIC for European 
Public Equities. One can see this in Exhibit 49 which really provides 
a surprising visual of the bifurcation in performance about which we 
have been talking.

EXHIBIT 48

Europe Public Market Indices Are Heavily Overweight 
Financials and Underweight Tech. The Private Markets 
Have Employed a Very Different Portfolio Construction 
Approach

 MSCI Europe, 
Dec-19 Weighting

Cambridge European 
Buyout, Dec-19 Weighting

Financials 18.0% 7.9%

Industrials 13.9% 15.3%

Consumer Staples 13.9% 5.6%

Health Care 13.8% 11.3%

Consumer Discretionary 10.1% 26.1%

Materials 7.3% 9.2%

Energy 6.7% 1.2%

Info Tech 6.0% 14.0%

Utilities 4.4% 1.1%

Comm Services 4.3% 7.9%

Real Estate 1.4% 0.6%

Data as at December 31, 2019. Source: MSCI. 

EXHIBIT 49

The Illiquidity Premium in Europe Has Been Substantial 
in Recent Years. We See This Trend Continuing
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Data as at December 31, 2019. Source: MSCI, Bloomberg.

A similar story holds true for Asia. For example, in Indonesia there are 
literally no publicly traded Technology companies in the MSCI Indo-
nesia index. Yet, as we show in Exhibit 51, internet and mobile usage 
statistics in the country are incredibly compelling. For Private Equity 
and Growth investors, the ability to provide clients’ access to compa-
nies with exposure to these mega-trends is a performance differentia-
tor. Meanwhile, the public index in Indonesia is largely dominated by 
banks and other financial institutions. As such, many investors who 
think they are gaining exposure to Indonesia’s compelling GDP-per-
capita trends are actually not. Importantly, our travels throughout the 
Asian emerging markets have led us to believe that Indonesia is not 
an outlier (Exhibit 52); hence we retain our bullish stance that there is 
the potential for the illiquidity premium in Asia to actually increase, not 
decrease, during the coming five- to seven-years.

“ 
Ultimately, though, we should 

be clear about the government’s 
long-term intentions. Specifically, 
by holding nominal interest rates 
below nominal GDP, the govern-

ment is trying to stoke some infla-
tion to alleviate over-indebtedness 
by almost everyone these days. 

“
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EXHIBIT 50

Indonesia’s Capital Markets Have Zero Exposure to 
Technology, Despite Huge Economic Growth in This 
Area...  

0.0%

7.1%

26.3%

MSCI Indonesia MSCI Europe MSCI USA

Weight of Technology Sector in Various MSCI 
Indices, %

Data as at May 31, 2020. Source: MSCI. 

EXHIBIT 51

…and Why We Favor Private Markets in Many Instances

Indonesia Internet and Mobile Usage Statistics and Growth, 
2017-2022

• Internet Users as a % of the Population Will Be 77% in 
2022 versus 44% in 2017

• Mobile Video Traffic CAGR of 55% 

• Mobile Data Traffic CAGR 45%

• Video Will Be 80% of Mobile Data Traffic by 2022, Com-
pared to 58% in 2017

• Average Traffic per Capita per Month will increase to 
15.5GB from 3.5 GB in 2017

• Devices and Connections per Capita Will Increase from 1.7 
in 2017 to 2.2 in 2022

Data as at March 2020. Source: Cisco. 

EXHIBIT 52

Many Public Market Indexes Are Not Allocated to the 
Rising GDP-Per-Capita Themes That We Champion
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Within Credit, we remain constructive on Asset-Based Finance in 
the private markets and Opportunistic Credit in the liquid markets. 
The former (i.e., Asset-Based Finance) gives investors the ability to 
generate immediate cash flows backed by hard assets that can ap-
preciate if there is inflation. There is also collateral in the event that 
the underwriting cycle is more difficult than imagined. On the latter 
(i.e., Opportunistic Credit), we continue to expect periodic bouts of 
volatility, and in this environment the opportunity to generate both 
alpha and beta is quite compelling for adept managers with deep un-
derwriting expertise. Moreover, dislocated credits that occur during 
periods of risk-off selling create opportunities to enhance portfolio 
yield in an environment where we think interest rates remain stub-
bornly low relative to savers’ expectations. 

We also believe that many parts of the pure Real Assets universe 
will prove to be market share gainers over the next five years. In 
particular, we see Infrastructure as a play on one of our key macro 
themes: Telecommunications/Data Intensity. One can see the poten-
tial for growth in Exhibit 53, as the cloud continues to gain signifi-
cant momentum. In addition to Telecommunications, there are many 
other parts of the Infrastructure universe that are ESG-plays, such 
as water and wind, which we think will garner more interest from 
investors as well. Finally, given that so many segments of the Infra-
structure investment arena have step-ups in pricing – often linked 
to inflation – in their contracts, we think that they will be even more 
appealing in the environment that we envision. Indeed, if the money 
multiplier does ultimately gain momentum, then owning assets with 
pricing power tied to nominal GDP will be a distinguishing feature. 

“ 
Within Credit, we remain 

constructive on Asset-Based 
Finance in the private markets 

and Opportunistic Credit in the 
liquid markets. 

“
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EXHIBIT 53

Data Centers and Optical Infrastructure Remain Key 
Areas of Focus Within Infrastructure 
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Number of Hyperscale Data Centers

Data as at April 30, 2020. Source: Credit Suisse, JLL, Cushman & 
Wakefield, CMA Research.

EXHIBIT 54

We Expect Asset-Based Finance Outside of the Banking 
System to Continue to Grow

$3.1 

$4.5 

~$6.9 

Pre-GFC Today Estimated in 5
Years

Private Asset-Based Market Size, US$ Trillions, U.S.,
Europe, China, India, Indonesia, and Australia

Data as at June 30, 2020. Source: Integer Advisors

On the more cautious side of the ledger, we are increasingly of the 
mindset that unsecured loans will evolve into a problem area in 2021. 
Our base case for unemployment is still a hefty 7.2% in the fourth 
quarter of 2021, which likely means more write-offs are coming. 
Already, there are more than 106 million consumer loans in the U.S. 
that are seeking some form of forbearance, with total delinquencies 
reaching 2.47% in 1Q20, compared to 1.99% in 1Q16. 

Meanwhile, while the Federal Reserve is backstopping much of the 
municipal market, our experience is that these securities, which are 
often viewed as safe havens, do not provide much ballast to the port-
folio in the event of a risk-off regime. As such, we see fewer entities, 
insurance companies and certain high net worth individuals in par-
ticular, owning municipals as defensive plays. Finally, there are parts 
of the office and retail markets that warrant investor attention, given 
the substantial changes we are seeing in worker/consumer prefer-
ences. Moreover, these two industries are facing supply issues at a 
time when demand is trending below historical levels. Large urban 
areas are likely to bear the brunt of these trends, we believe. 

Given the structural changes to asset allocation we are forecast-
ing, we believe that now is the time for investment committees to 
do three things. First, they should focus on the tactical to ensure 
that they have, depending upon their mandate, the liquidity to keep 
schools going, fund outstanding grants, and pay pensioners and re-
tirees. As a result, meeting frequency should probably increase over 
the next 12 months, and committee members should target liquidity 
of around two years of expenses – at a minimum. Second, invest-
ment committees should create a strategic planning group that focus-
es on how asset allocation targets might need to be altered. As we 
have outlined in this section, the role of bonds is changing at a time 
when the need for both alpha within and diversification across asset 
classes is going up, not down. Ultimately, many CIOs and invest-
ment committees may need to take more risk in their portfolios, but 
they will have to do it within the binding constraints of liquidity and 
volatility limits that make this mandate even more difficult, particu-
larly if we enter a period of heavier government intervention. Third, 
investment committees should begin to judge returns net of fees and 
on real terms (i.e., nominal returns less inflation). Given the lower 
nominal expected returns we are forecasting as well as the potential 
for inflation to increase over time, understanding the real purchas-
ing power will become much more important in the future, especially 
given that several more traditional asset classes may actually have a 
negative real return in the environment we are envisioning. 

“ 
We also believe that many parts 
of the pure Real Assets universe 

will prove to be market share 
gainers over the next five years. 
In particular, we see Infrastruc-
ture as a play on one of our key 
macro themes: Telecommunica-

tions/Data Intensity. 
“



27KKR   INSIGHTS: GLOBAL MACRO TRENDS

Section III: CONCLUSION 

If we could change ourselves, the tendencies in the world would also 
change. As a man changes his own nature, so does the attitude of the 
world change towards him. ... We need not wait to see what others do. 
Mahatma Gandhi 

As we head into the back half of the year, we think markets are tran-
sitioning towards the reality that COVID cases in the United States 
are not likely to abate anytime soon. This viewpoint is in great part 
why we stick to our square root GDP recovery reference versus a 
more traditional V-shaped one. However, the U.S. is not alone, as 
we expect continued headwinds in Brazil, Mexico, India, and parts 
of South East Asia. No doubt, this backdrop means that markets are 
likely to be volatile through the summer and into the fall. Importantly, 
though, it is not just coronavirus that is weighing on investor senti-
ment. Indeed, racial inequality, socioeconomic inequality, and political 
winds are all likely to influence the direction of both the economy and 
markets in the second half of 2020 and beyond.

EXHIBIT 55

Racial Inequality and Socioeconomic Inequality Have 
Reached Record Levels. We Think These Gaps Will 
Help Set the Agenda for the Presidential Election in the 
United States 

 $-

 $100,000

 $200,000

 $300,000

 $400,000

White Black Hispanic Other

Racial Wealth Gap, US$ Thousands

No Bachelor's Degree Bachelor's Degree or Higher

Data as at June 22, 2020. Source: Barron’s, Federal Reserve Board, 
Survey of Consumer Finances. 

EXHIBIT 56

Private Equity Has Traditionally Outperformed Public 
Equities When Overall Markets Are Starting From Rich 
Valuations

Average Next 5-Year Returns
% of 

Observ PE-SPX U.S. PE S&P 500 # Observ

≤ 14 -1.5% 14.0% 15.5% 15 13%

14–15 0.8% 14.6% 13.8% 14 12%

15–16 2.6% 17.7% 15.1% 13 11%

16–17 4.5% 12.9% 8.4% 18 16%

17–18 5.1% 16.1% 11.0% 13 11%

18–19 8.2% 17.3% 9.1% 8 7%

19–20 5.3% 16.1% 10.8% 7 6%

20–22 7.1% 18.5% 11.4% 11 9%

22–24 9.0% 11.8% 2.8% 5 4%

24–26 9.4% 10.1% 0.7% 6 5%

>26 8.0% 6.0% -2.0% 6 5%

Note: SPX P/E = S&P 500 Last 12 Month Price-to-Earnings ratio. Data 
as at 1Q86 thru 4Q19. Source: Cambridge Associates, S&P 500, KKR 
Global Macro & Asset Allocation analysis. 

Against this uncertain backdrop, however, there is a record amount 
of liquidity in the system. Rates are low, financial conditions are 
favorable, and there is more fiscal and monetary stimulus coming. 
Remember in the United States, for example, we are only about 50% 
of the way through the 44% of GDP that is expected to get spent to 
fight off the effects of the coronavirus.

Maybe more important, though, is that we want to re-emphasize our 
simple but effective framework for controlling what we can con-
trol. Specifically, we encourage all investors to 1) focus on getting 
the themes right; 2) target opportunities for value creation; and 3) 
embrace capital structures that allow flexibility. Throughout KKR’s 
44-year history, these three pillars of investment advice have served 
the organization incredibly well.

Beyond this three-pronged approach to portfolio construction, we 
think macro investors and asset allocators should take a step back 
and reflect on where we are headed. In our view, more assets should 
be allocated to collateral-based Real Assets, including Infrastructure 
and select parts of Real Estate (housing, logistics, warehouses, etc.). 
Separately, we also value the illiquidity premium more now than 
pre-coronavirus, and in areas such as Asian and European Private 
Equity, we would swap some capital out of Public Equities into Pri-
vate Equity, especially for allocators that are not near-term liquidity 
constrained. We also believe that Opportunistic Liquid Credit and 
Asset-Based Finance could all outperform in the environment we are 
envisioning.
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EXHIBIT 57

Unlike Prior Downturns, COVID-19 Has Accelerated 
Existing Relative Growth Trends – Not Reversed Them. In 
Our View, Technology, Software in Particular, Will Be a 
Global Beneficiary 
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In terms of what we will be watching (and where we see the most 
risk to our target portfolio), our macro outlook is dependent on rates 
staying low through the end of at least 2022. Indeed, it drives our 
preference for ‘core’ cash flow compounders in Equities, Asset-
Based Finance, Real Assets, and the Yearn for Yield. So, as we de-
tailed in this Insights report, markets cannot afford to have the money 
multiplier accelerate way beyond our current expectations. Were it 
to do so, it would affect the valuation of all financial assets materi-
ally, further complicating what is already a difficult macroeconomic 
landscape to navigate.

“ 
We also believe that CIOs will 

need to look for ways to arbitrage 
benchmark indices to generate 

alpha/returns. For our nickel, with-
in the world of Private Equity, we 
believe that more allocators will 

replace parts of their Public Equi-
ty portfolio with increased Private 
Equity allocations across most ma-

jor international markets. 
“
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Important Information

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. 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. 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. Fur-
ther, Mr. McVey may make investment recommendations 
and KKR and its affiliates may have positions (long or 
short) or engage in securities transactions that are not 
consistent with the information and views expressed in 
this document.

The views expressed in this publication are the personal 
views of Henry McVey of Kohlberg Kravis Roberts & Co. 
L.P. (together with its affiliates, “KKR”) and do not nec-
essarily reflect the views of KKR itself or any investment 
professional at KKR. This document is not research and 
should not be treated as research. This document 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 repre-
sent a formal or official view of KKR. This document is 

not intended to, and does not, relate specifically to any 
investment strategy or product that KKR offers. It is be-
ing 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.

This publication has been prepared solely for informa-
tional 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 
illustrative purposes only. The information in this docu-
ment 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 per-
formance 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 significantly 
different than that shown here. This publication 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 publication may contain projec-
tions or other forward-looking statements regarding 
future events, targets, forecasts or expectations regard-
ing 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 signifi-
cantly different from that shown here. The information in 
this document, including statements concerning financial 
market trends, is based on current market conditions, 
which will fluctuate and may be superseded by subse-
quent 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 spe-
cific 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 publication and 
no responsibility or liability is accepted for any such 
information. By accepting this document, the recipient 
acknowledges its understanding and acceptance of the 
foregoing statement.

The MSCI sourced information in this document 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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