MILL CREEK il 15, 2024

Our values appreciate yours

Weekly Commentary

Fed Rate Cuts - Not So Fast!

As measured by the consumer price index (CPI), inflation continues to remain stubbornly above the Federal
Reserve’s 2% year-over-year target. The March CPI report released last week indicates that the cost of living
rose 3.5% over the last 12 months and shows some signs of accelerating.

The inflation apologists continue to point to nuances around how the Bureau of Labor Statistics measures
shelter prices as the reason inflation has remained sticky. They argue that rents, as measured by CPI, are
lagged and that real-time measures show that rent growth has stalled across the US. Using real-time rents in
CPI then results in a much lower CPI reading. It’s a fair critique of measuring rents, but CPI also doesn’t pick up
the rising cost of owning a home due to higher home prices and borrowing rates. CPl is an imperfect measure,
but it’s not obviously biased in one direction or the other.

Focusing on the components of inflation is missing the forest for the trees. In 2021, Fed Chair Powell pointed
everyone toward “Supercore” inflation (CPI excluding goods and housing) when goods prices were rising
rapidly. But now that Supercore inflation has surged to over 8% over the last three months, the Fed doesn’t
talk about it much anymore.

Too-high inflation is a demand story (immigration, a balance sheet effect driving consumption, continued large
fiscal deficits, etc). Aggregate demand (nominal GDP) is increasing 6% per year versus a 4.5% trend pre-COVID.
If the US economy can only grow at perhaps 2.5% in real terms the rest of the excess demand will increase
inflation. A 6% NGDP growth is commensurate with 2.5% real GDP growth and 3.5% inflation, which is exactly
what we have today.


https://www.wsj.com/articles/what-is-supercore-inflation-11675195498
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Fig. 1: Consumer Price Index (CPI)
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Source: Bloomberg, Mill Creek.

Last Week...

The March headline Consumer Price Index (CPI) exceeded expectations, coming in at 0.4%
compared to the consensus forecast of 0.3%. The annualized headline CPI rose to 3.5%, up
from the previous month's 3.2% and surpassing the forecast of 3.4%.

US equities concluded Wednesday's trading session with losses, although they recovered
from earlier lows triggered by the CPI report. The Dow Jones, S&P500, and Nasdaq closed by
1.09%, 0.95%, and 0.84%, respectively.

Market expectations for a rate cut in June fell to under 30% from nearly 60% before the
release of the CPI data.

FOMC minutes indicate the policy rate is at its peak, with policymakers favoring a slowdown
in the pace of bond sales by around half.

March headline Producer Price Index (PPI) registered at 0.2%, slightly below the consensus of
0.3% and February's figure of 0.6%.



MILL CREEK il 15, 2024

Our values appreciate yours

News and Insights

e About The Sense and Nonsense of Open-ended Funds - Christoph Junge, Head of Alternative
Investments at Velliv, argues that despite risks, investing in open-ended funds offers benefits
like diversification, transparency, strategy alignment, and favorable fee structures, making
them appealing to sophisticated investors, especially for income-oriented strategies.

e Brooklyn’s Super-tall ‘Sauron’ Tower in Clouds of Uncertainty - Brooklyn's iconic 'Sauron' tower,
now faces foreclosure due to default on a $235 million loan, highlighting the broader impact of
rising interest rates on real estate projects. Despite its architectural acclaim, the tower's
financial struggles reflect challenges in New York's real estate market, affecting luxury buyers
and investors.

e Jamie Dimon Warns Rates Could Stay High as Market Mood Shifts - JPMorgan CEO Jamie Dimon
warns that US inflation and interest rates could remain higher than expected due to substantial
government spending and the need for increased investments in various sectors. Dimon's
remarks coincide with a shift in market sentiment and highlight potential risks in private credit
markets.

e Fed’s Kashkari Floats Possibility of No Rate Cuts This Year - Neel Kashkari, President of the
Federal Reserve Bank of Minneapolis, suggested that interest-rate cuts might not be necessary
this year if progress on inflation stalls, particularly if the economy maintains its strength.
Kashkari noted that while he initially considered two rate cuts in response to falling inflation, if
inflation remains stable, he may reconsider the need for those cuts altogether.

e Wall Street Reclaims $16 Billion of Deals Lost to Private Credit - Borrowers are opting for
cheaper public loans over direct lenders, shifting approximately $16 billion of debt from private
funds to syndicated loan and bond markets this year, driven by favorable conditions in credit
markets. Thryv Holdings Inc. and Encora Digital are among the latest companies to make this
switch.

This week’s contributor: Michael Crook, CAIA

Disclosures & Important Information

Any views expressed above represent the opinions of Mill Creek Capital Advisers ("MCCA") and are not intended
as a forecast or guarantee of future results. This information is for educational purposes only. It is not intended
to provide, and should not be relied upon for, particular investment advice. This publication has been prepared
by MCCA. The publication is provided for information purposes only. The information contained in this
publication has been obtained from sources that MCCA believes to be reliable, but MCCA does not represent or
warrant that it is accurate or complete. The views in this publication are those of MCCA and are subject to
change, and MCCA has no obligation to update its opinions or the information in this publication. While MCCA
has obtained information believed to be reliable, MCCA, nor any of their respective officers, partners, or


https://caia.org/blog/2023/01/08/about-sense-and-nonsense-open-ended-funds
https://www.ft.com/content/8646ef1d-a389-4064-82f5-31a9a3b3e1b4
https://www.ft.com/content/9c3b136c-79c0-4347-9cc9-b90e5489a85f
https://www.bloomberg.com/news/articles/2024-04-04/fed-s-kashkari-floats-possibility-of-no-rate-cuts-this-year
https://www.bloomberg.com/news/articles/2024-04-11/wall-street-reclaims-16-billion-of-deals-lost-to-private-credit?srnd=markets-vp
https://app.constantcontact.com/pages/campaigns/email-details/details/activity/1827c5e1-cbbe-4e27-8b66-9b9196c95602
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employees accepts any liability whatsoever for any direct or consequential loss arising from any use of this
publication or its contents.

© 2024 All rights reserved. Trademarks “Mill Creek,” “Mill Creek Capital” and “Mill Creek Capital
Advisors” are the exclusive property of Mill Creek Capital Advisors, LLC, are registered in the U.S. Patent
and Trademark Office, and may not be used without written permission.



