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Semiconductors, not hydrocarbons, 
are the 21st-century bottleneck
Our first topic relates to the current conflict in the Middle East. 
We’re overstating this particular “just ain’t so” a bit, as global 
economic growth continues to be synonymous with cheap 
and plentiful hydrocarbons. However, the US is now the world’s 
#1 producer of oil, and economic growth, in the US and glob-
ally, is less sensitive to oil price fluctuations than it has been 
in the past (Fig. 1). 

Semiconductors are the bottleneck for the US economy. Ac-
cording to the US Department of Commerce,1 the US share of 
semiconductor fabrication dropped to less than 10% in 2024. 
A large majority of semiconductors are manufactured in Tai-
wan (more than 60% by value) and China.

It is hard to overstate the importance of semiconductors 
in the modern US economy. Earnings from the information 

New World Order

technology, communications services, consumer discretion-
ary, and industrial sectors of the S&P 500, which we consider 
a rough approximation of sectors that use semiconductors 
as a core input or enabler of revenue, are approaching 25% 

By Michael Crook, Chief Investment Officer

“It ain’t what you don’t know that gets you into trouble. It’s what you know for sure that just ain’t so.”
— Mark Twain

This quarter, we’re highlighting the dangers of false certainty. Even the quote above has uncertain prov-
enance. Mark Twain gets credit, but there’s no evidence supporting the attribution.

Similarly, financial markets are full of beliefs that investors treat as facts. Some were once true; others 
were always questionable. But economic regimes change, and when they do, yesterday’s truths often become 
tomorrow’s mistakes. 

These are examples of truths held by many investors that we believe just ain’t so:

1.	 Middle East hydrocarbons are the key geopolitical risk to US growth.

2.	 The US–China manufacturing dynamic is a binary competition.

3.	 Interest rates will eventually fall back to pre-COVID levels.

4.	 Artificial intelligence will replace white-collar work.

5.	 Bonds hedge equity risk.

6.	 Private equity structurally outperforms public markets.

Fig. 1: Oil price and consumption as a percentage of 
global GDP

Source: Bloomberg, Mill Creek. As of 3/31/2026.

1 https://www.commerce.gov/news/fact-sheets/2026/01/
fact-sheet-restoring-american-semiconductor-manufacturing-
leadership
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of US GDP (Fig. 2), and a blockade of Taiwan could quickly put 
the US economy on its heels and send the stock market into 
a steep decline. 

The United States may be energy independent, but it is far 
from semiconductor independent. In the modern US economy, 
chips, not oil, are the critical foreign input. Investors under-
stand the importance of the Strait of Hormuz. They should 
become equally familiar with the Taiwan Strait.

China has become the world’s 
manufacturer
The erosion of US manufacturing has been an ongoing source 
of economic and political tension since China joined the World 
Trade Organization (WTO) in 2001. President Donald Trump 
brought the issue back to the forefront during his first term 
in office and many of his Chinese tariff-related policies were 
continued by the Biden administration. Tariffs have not led to 
a US manufacturing renaissance. Exports of US goods to the 
rest of the world are essentially at the same level they were 
at in 2011 (Fig. 3), despite the global economy growing by 66% 
over that period.

Since 2020, China has pursued a “manufacturer to the world” 
economic growth policy driven by state-sponsored manufac-
turing subsidies and a weak renminbi. This trade policy has 
eroded goods manufacturing across developed nations, not 
just the US, and China now has a $1.2 trillion trade surplus 
against the rest of the world (Fig.4).

Reiterating a point we made in “Tariffs, Then Dollars or Invest-
ments” (February 2, 2026), China’s trade surplus has become a 
big problem for nearly all major countries. Leaders like French 
President Emmanuel Macron, European Commission President 
Ursula von der Leyen, German Finance Minister Lars Klingbeil, 
and Managing Director of the IMF Kristalina Georgieva have 
joined President Trump in speaking out about the situation.

We expect firmer pressure on Beijing to allow currency appre-
ciation, like we saw in the early 2000s, and to the extent that 
electorates demand it, further protectionism from developed 
nations. Nearly everyone is worse off when we throw prover-
bial rocks in our harbors to keep the ships out, but countries 
that are self-sufficient in regard to energy and raw materials 
will be relatively better off than those that are not. 

Source: Bloomberg, Mill Creek. As of 2/28/2026.

Fig. 3: United States goods exports (inflation- 
adjusted, billions)

Fig. 2: Semiconductor-enabled earnings as a % of US 
GDP

Source: Bloomberg, Mill Creek. As of 3/15/2026.

Source: Bloomberg, Mill Creek. As of 2/28/2026.

Fig. 4: China’s trade balance against the rest of the 
world (billions)

https://millcreek.com/perspectives/tariffs-then-dollars-or-investments/
https://millcreek.com/perspectives/tariffs-then-dollars-or-investments/
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Higher rates are the new normal
Interest rates have been elevated, relative to 2010–2021, for 
nearly 5 years. The shift higher has been remarkably stable, 
and we expect interest rates to remain near their current level, 
if not higher, for the foreseeable future. Others disagree with 
our assessment. The Fed, for example, continues to project a 
3% long-run fed funds rate,2  which is the same forecast they 
had in September 2018! 

Why do we believe higher rates are here to stay? 

First, inflation remains elevated above the target of the Fed-
eral Open Market Committee (FOMC). Policy rate hikes in 2022 
brought inflation back down to about 3%, but not all the way 
to the Fed’s target of 2%. Higher energy prices notwithstand-
ing, we started to see signs that inflation was picking up in 
late 2025 (Fig. 5). Higher inflation = higher short-term inter-
est rates.

Second, the Fed’s own economists3 have recently pointed out 
that the market participants expect much higher short-term 
rates than the FOMC is projecting. The current market-implied 
yield on a 1-year Treasury, purchased 9 years from now, is 
around 5% (Fig. 6). The Fed attributes higher far-forward rates 
to (1) a greater risk of supply shocks (e.g., tariff policy, higher 
energy prices) in today’s world, and (2) perceived risks associ-
ated with the federal debt, which are concerns we agree with. 

Finally, the output gap, which measures the difference be-
tween current GDP growth and economists’ estimate of po-
tential GDP growth, is one of the better coincident measures 
of interest rates (Fig. 7). Our current output gap is about 1% 
(GDP growth is above potential), which implies a fed funds rate 
and a 10-year Treasury yield of 4% and 4.5%, respectively. Ab-
sent a sharp economic slowdown, interest rates are likely to 
remain structurally higher.

We continue to target an overall bond portfolio that com-
bines high-quality public and private credit, maintains rela-
tively low duration, and doesn’t extend into high-yield credit 
where the compensation is simply not commensurate with 
the risk. To the extent we have long-duration rate risk in our 
portfolios, we prefer to combine it with inflation protection, 
like in infrastructure. 

Source: Bloomberg, Mill Creek. As of 3/15/2026.

Fig. 6: Market-implied far-forward rates remain  
elevated (%)

Source: Bloomberg, Mill Creek. As of 3/15/2026.

Fig. 7: US output gap and real interest rate

Source: Bloomberg, Mill Creek. As of 2/28/2026.

Fig. 5: Inflation remains near 3% (PCE Price Index,  
% year-over-year change)

2 https://www.federalreserve.gov/monetarypolicy/files/fomcpro-
jtabl20250319.pdf
3 https://www.federalreserve.gov/econres/notes/feds-notes/why-
have-far-forward-nominal-treasury-rates-increased-so-much-in-
the-past-few-years-20260212.html

https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20250319.pdf
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20250319.pdf
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AI isn’t replacing workers, but  
demographics are
The US labor market is undergoing a transformation. The 
question is why. 

After years of post-COVID disruption, the US labor market 
looks remarkably like the 2015–2019 labor market (Fig. 8). The 
job vacancy rate is low, but so is unemployment. From the top 
down it looks like a normal, healthy job market. 

Once we open the hood, however, there’s a clear transforma-
tion occurring. Low birth rates combined with near-zero im-
migration mean our population is aging quickly and growing 
slowly. We can see that demographic transformation within 
the labor market. Nearly 100% of all payroll gains since mid-
2023 have occurred in health care and we’ve lost 435,000 non-
health care jobs since March 2024 (Fig. 9). Furthermore, our 
aging population has increased demand for health care goods 
and services to the point that health care is the top employer 
in 38 states, and federal and state spending directly pays for 
about half of all health care expenditures.

AI, on the other hand, is hard to find in the labor market data 
(“Firms Are Investing in AI, but the Impact Is Uncertain Thus 
Far,” January 26, 2026). Sales per employee (an admittedly 
blunt proxy for worker efficiency) hasn’t moved appreciably 
higher for the S&P 500 since ChatGPT was released, and has 
actually fallen for the Russell 3000, which includes mid- and 
small-cap stocks (Fig. 10).

Demographics are destiny. The United States is not replacing 
white-collar workers with algorithms but is building an econ-
omy and labor force centered on an aging population and 
muted structural demand growth. In our opinion, AI needs to 
be part of that transition, or we will continue to face worker 
shortages in certain industries. Firms that can use AI and 
other automation to efficiently supplement labor will benefit 
to the detriment of those that cannot.

Diversification matters once again
A simple portfolio of 60% stocks and 40% bonds is designed to 
balance growth with safety and has generally been success-
ful at that task. For example, the S&P 500 has experienced 
18 declines of 10% or more over the last 53 years, and bonds 
produced positive returns in most of those downturns (Fig. 
11, next page).

Recent periods of market stress have been less convincing. 
The S&P declined more than 10% in 2022 and  2025, and bonds 
had negative performance during both years. The Operation 
Epic Fury pullback, which has not reached -10% as of this ar-
ticle’s publication date, has also occurred simultaneously with 
negative bond performance. Why? We believe the answer at 
least partly relates to the Federal Reserve’s research about 
interest rates that we referenced earlier. 

Source: Bloomberg, Mill Creek. As of 3/15/2026.

Fig. 10: Inflation-adjusted sales per employee (USD)

Source: Bloomberg, Mill Creek. As of 3/15/2026.

Fig. 8: The labor market has normalized back to pre-
COVID conditions

Source: Bloomberg, Mill Creek. As of 3/15/2026.

Fig. 9: Job growth is concentrated in health care 
(thousands)

ChatGPT released

https://millcreek.com/perspectives/firms-are-investing-in-ai-but-the-impact-is-uncertain-thus-far/
https://millcreek.com/perspectives/firms-are-investing-in-ai-but-the-impact-is-uncertain-thus-far/
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Our economic challenges between the dot-com bust and 2021 
were mainly demand-related. When economic demand lags, 
the Federal Reserve can lower interest rates to stimulate de-
mand, leading to positive bond returns during a down market 
for stocks. Economic supply shocks (tariffs, higher energy 
prices, etc.), on the other hand, are negative for stocks and 
bonds. To the extent that supply shocks are more likely (as 
the Fed’s research suggests), we should expect bonds to be 
less effective as a diversifier against equity risk. 

Stocks and bonds were positively correlated from 1973 to 
2000, negatively correlated from 2001 to 2021, and have been 
positively correlated since (Fig. 12). If supply shocks remain 
a defining feature of the global economy, stocks and bonds 
may continue to move together more often than many inves-
tors expect. 

We also feel obligated to point out that, in our opinion, the 
likelihood of a simultaneous US dollar and US equity market 
decline has increased. The US’s current account deficit (our 
reliance on foreign capital to fund domestic consumption 
and investment) is no longer primarily filled by foreign cen-
tral banks buying US Treasuries. Over the last 2 years, foreign 
purchases of US equities have exceeded foreign purchases of 
US government and corporate bonds (Fig. 13). We don’t believe 
foreign ownership of US equities will be as sticky as foreign 
sovereign ownership of US bonds during periods of distress, 
and we could see those assets exit the US, leading to dollar 
depreciation, at the same time as an equity market decline.

There’s no perfect safe asset. Cash can erode purchasing 
power year-after-year. Bonds lose value when interest rates 
rise. Gold tends to fall when the US dollar strengthens. Eq-
uities can experience sharp declines of 20, 30, or even 40%. 
To the extent that we’re no longer in the 2009–2021 regime, 
we believe investors need to rediscover real diversification. 
Stocks, bonds, hedge funds, private equity, private credit, 
farmland, real estate, and infrastructure. They all have a role 
to play.

Private equity’s golden era has ended
With limited exceptions, private equity outperformed public 
equity, on average, between 1990 and 2016.4 Since 2016, per-
formance has been mixed, with some data providers reporting 
underperformance against the S&P 500 over the last decade.5 

We believe there are three primary reasons private equity 
will continue to struggle:

Source: Bloomberg, Mill Creek. As of 3/15/2026.

Fig. 11: Stock and bond performance during market 
declines of 10% or more

Fig. 12: Correlation between US stocks (S&P 500) and 
US Treasuries

Source: Bloomberg, Mill Creek. As of 3/15/2026.

Fig. 13: Foreign purchases of US securities (rolling 
24-month)

Source: Bloomberg, Mill Creek. As of 2/28/2026.

4 https://faculty.chicagobooth.edu/-/media/faculty/steven-ka-
plan/presentations/kaplan-pe-past-present-future-oct-22.pdf. 
Slide 33 (Burgiss data).
5 PitchBook index data and Bain. 

https://faculty.chicagobooth.edu/-/media/faculty/steven-kaplan/presentations/kaplan-pe-past-present-future-oct-22.pdf
https://faculty.chicagobooth.edu/-/media/faculty/steven-kaplan/presentations/kaplan-pe-past-present-future-oct-22.pdf
https://faculty.chicagobooth.edu/-/media/faculty/steven-kaplan/presentations/kaplan-pe-past-present-future-oct-22.pdf
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1.	 Multiple expansion is difficult at current purchase 
prices (Fig. 14),

2.	 Cheap, plentiful leverage is no longer available, and

3.	 Performance persistence between funds has 
disappeared.

Instead of relying on financial engineering (e.g., add debt, 
combine similar firms together, and exit at a higher valuation), 
now general partners must generate actual earnings growth 
to produce the returns their investors are seeking (“Private 
Equity: You Can Fix Everything but the Purchase Price,” Febru-
ary 17, 2026). Because of these factors, Bain Capital estimates 
that the annual EBITDA growth required to generate a 2.5x re-
turn over 5 years has jumped from 5% in 2016 to 12% today6. 

Additionally, limited partners used to be able to rely on per-
formance persistence between funds. The best-performing 
GPs tended to keep outperforming, which made the manager 
selection job a bit easier once the top managers had been 
identified. 

Recent research finds that performance persistence no lon-
ger exists in buyouts, meaning that past performance really 
isn’t a good indicator of future returns.7 Investors will need to 
identify, without the help of historical performance, buyout 
managers that will be able to grow EBITDA through governance 
and operational changes instead of pushing returns through 
financial engineering. A challenging task, indeed.

Because of these hurdles, we’ve focused our efforts on PE 
commitments with managers that we believe will be success-
ful in focusing on operational improvements rather than finan-
cial engineering. We also lowered our target PE allocation at 
the beginning of the year, and have continued to add other 
strategies that we believe can offer equity-like returns but 
don’t have the same headwinds as traditional private equity, 
including value-add real estate, infrastructure, and a hedge 
fund strategy.

Source: PitchBook, Mill Creek. As of 3/15/2026.

Fig. 14: Buyout EV/EBITDA purchase price multiples

6 https://www.bain.com/globalassets/noindex/2026/bain-report_
global-private-equity-report-2026.pdf. Page 32.
7 Harris, Robert S., et al.,, “Has Persistence Persisted in Private 
Equity? Evidence from Buyout and Venture Capital Funds” (No-
vember 14, 2022). University of Chicago, Becker Friedman Insti-
tute for Economics (Working Paper No. 2020-167), Available at 
SSRN: https://ssrn.com/abstract=3736098 or http://dx.doi.
org/10.2139/ssrn.3736098

https://millcreek.com/perspectives/private-equity-you-can-fix-everything-but-the-purchase-price-four-charts/
https://millcreek.com/perspectives/private-equity-you-can-fix-everything-but-the-purchase-price-four-charts/
https://www.bain.com/globalassets/noindex/2026/bain-report_global-private-equity-report-2026.pdf
https://www.bain.com/globalassets/noindex/2026/bain-report_global-private-equity-report-2026.pdf
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■■ 	 Stubborn inflation, above-trend economic 
growth, and a dovish Fed could lead to up-
ward pressure on long-term interest rates.

■■ 	 Credit spreads in corporate bonds remain 
near all-time lows.

■■ 	 The Iran war makes the economic and mar-
ket backdrop less constructive for stocks and 
bonds.

■■ 	 Supply shocks can result in stocks and bonds 
underperforming at the same time. Recent 
examples include 2022, the tariff turmoil in 

2025, and market performance over the last 
few weeks.

■■ 	 Diversification remains important, and we 
continue to see opportunities in asset-based 
private lending, specialty finance, value-add 
real estate, hedge funds, and infrastructure.

■■ 	 Forward valuations for US equity markets 
have improved because earnings growth has 
remained positive while US market returns 
have flat-lined for six months.

■■ 	 However, markets continue to price in as-
sumptions for earnings growth that leave 
scope for disappointment, particularly in 
AI-exposed US growth stocks. For example, 

12-month forward-earnings growth for the US 
large-cap growth index is 21.5%.

■■ 	 Concentration risk continues to plague US 
equities. The five largest companies remain 
over 25% of the US equity market.

■■ 	 We continue to recommend diversification 
away from the Magnificent 7 to US small-cap 
and international equities.

Fixed income  
outlook

■■ 	 We are underweight fixed income in favor of 
private credit, specialty finance, and other al-
ternative income strategies.

House View
■■ 	 The global economy entered 2026 on a strong 

footing. The global economy is less depen-
dent on energy than it has been in the past 
and we believe economic growth can be re-
silient to higher energy prices for 3-6 months.

■■ 	 However, the impact will not be felt evenly. 
An oil price spike is a negative supply shock. 
Negative supply shocks raise the price level 
(inflation) and reduce economic growth. En-
ergy importers face a real risk of stagflation 
if energy prices remain elevated.

Economic outlook ■■ 	 Energy exporters, like the United States, have 
an offsetting positive aggregate demand im-
pact due to increased energy revenues from 
exports.

■■ 	 However, US inflation was above target prior 
to the Iran war and will likely remain stub-
bornly high. Market participants no longer 
expect the Fed to cut policy rates this year. 

Asset allocation  
outlook

Equity outlook
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First Quarter 2026: Market Review

Source:  Bloomberg, Mill Creek. Returns for periods greater than one year are annualized. Index rates are yield to worst. As of 3/31/2026 unless otherwside stated.
Indices used to represent periodic capital markets returns include: MSCI ACWI (Global equities), Russell 3000 (US equities), Russell 1000 (Large Cap US), Russell Mid Cap 
US (Mid Cap US), Russell 2000 (Small Cap US), Russell 3000 Growth (US Growth), Russell 3000 Value (US Value), MSCI EAFE (International Developed), MSCI Emerging Mar-
kets Index (Emerging Markets Equities), Bloomberg Aggregate Bond Index (US Taxable Bonds), Bloomberg 1–10 Year Municipal Bond Index (US Municipal Bonds), HFRX 
Global Hedge Fund Index (Hedge Funds), Bloomberg Commodity Index TR (Diversified Commodities), Bloomberg Buyout PE Index (Private Equity), and Bloomberg Private 
Debt Index (Private Credit).
The historical index performance results are provided exclusively for comparison purposes over various time periods only. It is not possible to invest directly in an index. In-
dex performance does not reflect any management fees, transaction costs, or other expenses that would be incurred by a portfolio or fund, or transactions in fund shares. 
Such fees, expenses, and commissions would reduce returns. It should not be assumed that any account holdings will correspond directly to any comparative index reflect-
ed herein. Data as of March 31, 2026.

•  	 The first quarter of 2026 was marked by volatility within the capital mar-
kets: first, from investor concerns around the potential for AI disruption 
within industries such as software; then, and more notably, from the US/
Israel war with Iran which began at the end of February. In particular, the 
latter caused oil prices to increase by over +50%, stoking fears of height-
ened inflation should the conflict have a prolonged impact on energy 
markets.

•  	 Due to this volatility, global equities finished the quarter in negative ter-
ritory. Quarter-over-quarter, US markets fared worse than their interna-
tional counterparts, with the Russell 3000 declining 6.3% vs. the MSCI 
ACWI ex-USA’s return of -0.1%. It is worth noting, however, that interna-
tional markets bore the brunt of the conflict-driven decline over the last 
few weeks of the quarter, with non-US equities falling 10.3% in March 
compared to -7.3% in US equities.

•  	 Fixed income returns were slightly negative during the quarter as interest 
rates increased. Both investment-grade taxable and tax-exempt bonds 
declined by less than 1% during the period.

•  	 The Federal Reserve held rates steady during both of its FOMC meetings 
in Q1, pausing a series of rate cuts that were enacted in the latter half of 

2025. Recently, the central bank’s attention has shifted away from the 
labor market and toward inflation (specifically, the potential inflationary 
impact of the conflict in the Middle East), with markets now predicting 
the Fed’s next move to be a rate hike rather than a rate cut.

•  	 US economic growth is expected to remain healthy during the quarter, 
with the Federal Reserve estimating Q1 GDP growth of 2%. While the US 
war with Iran is likely to put downward pressure on economic growth, it is 
important to note that US growth was on very strong footing entering the 
year, and that most of the positive impact of last year’s One Big Beautiful 
Bill is expected to materialize in 2026.

•  	 Inflation held steady during the quarter, with both headline and core PCE 
hovering around 3% year-over-year. Notably, this figure is firmly above the 
Federal Reserve’s long-term target of 2%, and is likely to move higher due 
to negative impacts from the war with Iran.

•  	 US unemployment also held steady during the quarter, with February’s 
unemployment rate (most recent) reaching 4.4%, identical to that of De-
cember 2025.

Index Returns (as of 3/31/2026) Q1 2026 YTD 2025 2024 2023 2022 1 Year 3 Years 5 Years 10 Years

Global Equities -3.2% -3.2% 22.3% 17.5% 22.2% -18.4% 20.0% 16.6% 9.5% 11.3%

US Equities -4.0% -4.0% 17.1% 23.8% 26.0% -19.2% 18.1% 17.9% 10.9% 13.7%

Large Cap US -4.2% -4.2% 17.4% 24.5% 26.5% -19.1% 17.7% 18.1% 11.3% 14.0%

Mid Cap US 1.3% 1.3% 10.6% 15.3% 17.2% -17.3% 16.0% 13.3% 7.3% 10.9%

Small Cap US 0.9% 0.9% 12.8% 11.5% 16.9% -20.4% 25.7% 13.0% 3.8% 9.9%

US Growth -9.5% -9.5% 18.2% 32.5% 41.2% -29.0% 18.7% 20.6% 12.0% 16.4%

US Value 2.2% 2.2% 15.7% 14.0% 11.7% -8.0% 16.4% 14.3% 9.2% 10.5%

International Developed Equities -1.2% -1.2% 31.2% 3.8% 18.2% -14.5% 21.3% 13.6% 7.9% 8.4%

Emerging Market Equities -0.2% -0.2% 33.6% 7.5% 9.8% -20.1% 29.6% 14.8% 3.7% 7.8%

US Taxable Bond Market 0.0% 0.0% 7.3% 1.3% 5.5% -13.0% 4.3% 3.6% 0.3% 1.7%

US Municipal Bond Market -0.2% -0.2% 5.1% 0.9% 4.6% -4.8% 4.2% 2.8% 1.2% 1.9%

Diversified Commodities 24.4% 24.4% 15.8% 5.4% -7.9% 16.1% 32.3% 13.9% 14.0% 8.0%

Hedge Funds 3.6% 3.6% 12.3% 11.1% 7.8% -6.9% 17.1% 11.0% 6.4% 6.2%

Private Asset Index Returns  
(as of  9/30/2025) 2025 YTD 2024 2023 2022 2021 1 Year 3 Years 5 Years 10 Years

Global Equities 18.4% 17.5% 22.2% -18.4% 18.5% 17.3% 23.1% 13.5% 11.9%

Private Equity 6.8% 7.3% 8.2% -0.3% 36.1% 7.0% 8.5% 13.6% 13.7%

US Taxable Bond Market 6.1% 1.3% 5.5% -13.0% -1.5% 2.9% 4.9% -0.4% 1.8%

Private Credit 5.8% 10.9% 8.6% 1.4% 18.2% 7.7% 9.4% 9.9% 7.8%

Key Rates (as of stated date) Mar-2026 Dec-2025 Dec-2024 Dec-2023 Dec-2022 Dec-2021 Mar-2025 Mar-2023 Mar-2021 Mar-2016

US 10-Year Treasury 4.3% 4.2% 4.6% 3.9% 3.9% 1.5% 4.2% 3.5% 1.7% 1.8%

Barclays Aggregate Bond Index 4.6% 4.3% 4.9% 4.5% 4.7% 1.8% 4.6% 4.4% 1.6% 2.2%

BBarc Muni 1-10 Yr Blend (1-12) Index 3.2% 3.0% 3.4% 2.8% 3.0% 0.7% 3.3% 2.7% 0.7% 1.4%
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A lot has changed since our last quarterly update on pri-
vate credit. Most notably, there has been a pickup in 
redemption requests across several retail-oriented, 

semi-liquid private credit vehicles (Fig. 1).

What the Heck Is Happening 
in Private Credit (Part 2)?
By Nora Pickens, Partner, Investment Strategy

What began as investor concern around falling interest rates 
and questions surrounding the outlook for software compa-
nies has quickly spiraled into a negative feedback loop cre-
ating what we view as an interesting “sentiment trade”: op-
portunities to acquire performing assets in the secondary 
market at discounts driven by liquidity needs rather than credit 
deterioration. 

We are actively tapping our network to identify these trades 
and plan to put fresh capital to work over the coming quarters. 
As a reminder, our private income platform has no exposure to 
interval funds, software, or traditional large-cap direct lending 
strategies. This allows us to approach the current dislocation 
with patience and potentially provide liquidity at compelling 
terms and yields. That said, many investors understandably 
have questions about the current dynamic, which we attempt 
to address as follows:

P R I VAT E   C R E D I T   S P O T L I G H T

Fig. 1: Quarterly redemptions % of outstanding 
shares, 5 largest semi-liquid funds

Source: Fitch, SEC, Mill Creek. As of 3/30/2026.

Some market participants are fore-
casting 15% defaults. What happens in 
this scenario? 
Credit markets periodically experience sector-driven draw-
downs as investor sentiment shifts. In 2014 it was energy, 
driven by the rapid expansion of US shale production and a 
crash in oil prices. Today the focus is software, with artificial 
intelligence adding a new layer of uncertainty around long-
term valuations in the sector. Public markets often provide 
a useful real-time barometer of investor sentiment. Year-to-
date, the technology sector is down roughly 4.3%, compared 
to a decline of approximately 0.7% in the broader leveraged 
loan index (Fig. 2).

Fig. 2: YTD returns: Leveraged loan index by sector

Source: Fitch, SEC, Mill Creek. As of 3/16/26.

Within private credit, technology/software companies repre-
sent roughly 20–30% of portfolios. This concentration is one 
reason some investors believe defaults could rise meaning-
fully. But it is important to translate those assumptions into 
actual return outcomes. If we assume that 15% of private 
credit loans default and those loans receive a 56% recov-
ery (the current implied recovery rate for technology in the 
Cliffwater Direct Lending Index), then we can expect a cou-
ple years of mid-single-digit returns, depending on the pace 
and duration of the default cycle. Even if recovery rates fall to 
the mid-30% range, performance likely drops to the low-sin-
gle digits. In other words, even under a relatively pessimistic 
scenario, the outcome would likely be comparable to where 
liquid, taxable fixed income yields are today.
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Should I just buy public BDCs 
instead?
Public Business Development Companies (PBDCs) provide a 
liquid proxy to the private credit market. They trade on pub-
lic exchanges and generate income primarily from interest 
earned on private loans to middle-market companies.

PBDCs are structured as closed-end vehicles, meaning they 
have both a publicly traded share price and a reported net as-
set value (NAV), typically updated quarterly. Today, the Cliff-
water BDC Index shows BDCs trading at roughly a 23% dis-
count to their reported NAV. 

At face value, this creates a compelling narrative: sell private 
funds at par and redeploy capital into publicly traded vehicles 
at a discount. However, the comparison is not entirely apples 
to apples. There are several differences worth considering:

Fee Structure: PBDCs generally charge management fees 
on gross assets, while most semi-liquid private credit funds 
charge fees on net assets. For example, a BDC with $2 billion 

of assets and $1 billion of debt would generate $25 million of 
management fees at a 1.25% fee rate. If the fee were charged 
only on net assets ($1 billion), the manager would earn $12.5 
million. When leverage is 1:1, charging on gross assets effec-
tively doubles the fee base. Investors view the fee stream of 
PBDCs as a permanent drag on the assets, which reduces what 
the portfolio is worth to shareholders. 

Leverage: Interval funds typically operate with lower lever-
age due to asset coverage requirements. They are required 
to maintain a 3:1 asset-to-debt ratio (33% leverage). BDCs, by 
contrast, can operate up to a 2:1 ratio or 50% leverage. This 
inherently enhances returns during strong markets but also 
magnifies downside risk during periods of stress.

Investment mandate: BDCs are required to invest at least 
70% of their assets in US companies with market values be-
low $250 million. Interval funds typically have more flexibility 
across borrower size, industry exposure, and strategy. As a 
result, portfolio construction and diversification profiles can 
differ meaningfully.

Public BDCs may represent an attractive opportunity at cur-
rent discounts, but investors should be careful not to assume 
they provide a direct substitute for private credit funds. 

Why are the interval/tender offer/non-
traded BDC fund structures challeng-
ing during an outflow cycle?
Semi-liquid funds (interval, tender offer, and non-traded BDCs) 
have several advantages. They offer daily purchase liquidity, 
simplified access to private markets, and fully constructed 
portfolios that avoid the blind pool risk often associated with 
drawdown vehicles. However, the structure can become 
strained when investor sentiment shifts quickly. Most semi-
liquid funds allow redemptions of approximately 5% of fund 
assets per quarter. For example, a $1 billion fund may permit 
up to $50 million of redemptions each quarter or $200 million 

Periods of volatility in credit markets are rarely  
comfortable in real time, but they often (1) create 
some of the most attractive entry points for patient 
capital, and (2) help differentiate between good and 
great asset managers. 

Fig. 3: Cliffwater BDC Index NAV vs. price comparison

Source: Cliffwater, Mill Creek. As of 3/16/2026.



13     Mill Creek Capital Advisors    Quarterly Outlook

Nora recently moderated a discussion with Dimitri  
Cohen, Chief Investment Officer of Credit at Raven, an 
asset-backed alternative investment manager, regard-
ing current dynamics in private credit, including market 
structure, liquidity considerations, and areas of poten-
tial opportunity. Here were the key takaways: 

1. 	 Private credit is not a uniform asset class: Strate-
gies vary widely in structure, borrower type, and risk 
profile, and outcomes may differ meaningfully across 
segments.

2. 	Recent market pressures appear uneven: Volatility 
has been influenced by factors such as interest rate 
expectations, sector-specific concerns, and inves-
tor sentiment, with impacts varying across portfolios 
and strategies.

3. 	Fund structure and liquidity terms are key consider-
ations: Investment vehicles offering periodic liquid-
ity may face constraints during periods of elevated 
redemption activity, particularly where underlying 
assets are less liquid.

4. 	Credit selection and structuring may influence out-
comes: Approaches that emphasize collateral, cov-
enant protections, and underwriting discipline may 
be better positioned to navigate periods of market 
stress, though outcomes are uncertain.

5.	 Market conditions may affect opportunity sets: 
Changes in capital flows and investor behavior can 
influence pricing and availability of transactions, 
which may create or reduce opportunities depend-
ing on market conditions.

Watch the replay here.

Dimitri Cohen Nora Pickens

per year. Redemption requests above that threshold are typi-
cally prorated among investors. When redemptions acceler-
ate, even investors who remain comfortable with the under-
lying portfolio may look to submit withdrawal requests simply 
to avoid being locked in during future periods. This creates 
a classic game-theory dynamic where investors attempt to 
move first rather than risk being left holding the bag.

A similar pattern occurred during the global financial crisis 
when many hedge funds faced redemption pressure under 
similar liquidity terms. One common solution implemented af-
ter the fact was the addition of investor-level gates, which cap 
the amount any single investor can withdraw during a given 
period. This structure does not eliminate redemption risk but 
helps ameliorate the “run for the exit” dynamic that can occur 
when liquidity is limited at the fund level.

Periods of volatility in credit markets are rarely comfortable 
in real time, but they often (1) create some of the most at-
tractive entry points for patient capital, and (2) help dif-
ferentiate between good and great asset managers. While 
defaults may rise from historically low levels, the math of 
senior secured lending and recovery values suggest that 
even stressed scenarios are unlikely to produce cata-
strophic outcomes for the asset class.

D I S C U S S I O N

Current Dynamics in  
Private Credit

https://millcreek.com/perspectives/an-update-on-the-evolving-landscape-in-private-credit-livestream/
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Equity markets generated their third consecutive year of 
double-digit gains in 2025. In particular, US equities have 
experienced significantly positive performance over the 

past few years, in no small part due to excitement around ar-
tificial intelligence as well as outsized returns from the do-
mestic equity market’s largest constituents. Given this strong 
performance (the S&P 500 has nearly doubled since the lows 
of late 2022), some investors have begun to voice concerns 
around a potential market “bubble.” 

Before we get to those concerns, we believe it is important to 
put recent US equity returns into context.

The S&P 500 has returned an annualized 14.2% over the past 
5 years, significantly higher than the 8.9% annualized return 
experienced during the prior three decades. However, once 
inflation is taken into account, recent returns have been less 
extreme than they appear at first glance.

Over the past century, the average 5-year inflation-adjusted 
(“real”) return for the S&P 500 during a bull market has been 
9.7% per year. During the past 5 years, the real return of the 
S&P 500 has been almost identical at 9.9%. Nominal returns 
have been impressively high, but that’s mainly due to inflation 
averaging over 4% per year during that period. In other words, 
recent inflation-adjusted returns have been completely nor-
mal for a bull market and well below the 20% real returns we 
saw during the peak of the dot-com bubble.

Even so, it is possible that US stocks are in a bubble simply 
because corporate earnings have not justified recent re-
turns. The remainder of this article takes a look at a few pop-
ular methods aimed at defining a stock market bubble and 
what they say about today’s market environment, in addition 
to providing some context to interpret these methods rela-
tive to history.

Valuations
Perhaps the most straightforward method to determine the 
frothiness of a market is to compare the price of the market 
to its aggregate earnings, otherwise known as the price-to-
earnings (P/E) ratio. One of the more commonly used variants 
of P/E — the cyclically adjusted price-to-earnings (CAPE) ratio 
— views market price relative to the average inflation-adjusted 
earnings of its constituents over the trailing 10-year period, 
aiming to normalize the impact of business cycles to provide 
a more consistent view on valuations.

Are US Equities in a Bubble?

E Q U I T I E S   S P O T L I G H T

By Michael LoCasale  
Director, Investment Strategy

Under this framework, the US equity market appears signifi-
cantly overvalued (Fig. 1). The S&P 500’s current CAPE ratio 
of 36 sits roughly two standard deviations above its 30-year 
average of 23. Notably, this reading is about the same as the 
peak of the dot-com bubble in 1999, when the index had a 
CAPE ratio of 37.

Fig. 1: S&P 500 CAPE ratio

Source: Bloomberg, Mill Creek. As of 2/28/2026.

With that said, these figures should be taken with a grain of 
salt. For one, CAPE ratio’s reliance on long-term (10-year) trail-
ing earnings discounts the impact of significant changes to 
market dynamics over that time span. Said another way, are 
the S&P 500’s earnings in 2015 really that important when valu-
ing today’s market? Probably not.

Further, we would note that corporations have much healthier 
balance sheets today than they did during the dot-com bub-
ble. In addition to funding investment in artificial intelligence 
largely with existing cash (as opposed to issuing debt to do so), 
net profit margins for the S&P 500 reached their highest level 
on record in Q4 2025 (most recent) at over 13%. All else equal, 
investors should be willing to pay a higher multiple for compa-
nies with higher margins as this signals balance sheet strength 
and supports future growth. So, in this context the S&P 500’s 
CAPE ratio today is notably different from the late 1990s.

At the same time, valuations more broadly have historically 
been a successful indicator of future long-term returns — the 
high valuations of the dot-com bubble gave way to the “lost 
decade” of the aughts, while low valuations post-GFC paved 
the way for the substantial market returns experienced since. 
Therefore, while the S&P 500’s CAPE ratio may not truly be the 
screaming warning sign that it appears at first glance, inves-
tors should take note of expensive valuations and temper ex-
pectations for forward returns accordingly.
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Concentration
Market concentration is another popular measure used to as-
sess the risk of a potential bubble, especially within the con-
text of an expensive market. Intuitively, an environment of 
narrow market leadership increases risk — if a handful of com-
panies can have an outsized impact on market returns in peri-
ods of positive performance, they can also drag down overall 
market returns should they experience negative performance.

Given the prominence of the Magnificent 7 over recent years, 
it should come as no surprise that concentration within US 
markets is near all-time highs (Fig. 2) — currently, the top 10 
companies within the S&P 500 make up almost 40% of the in-
dex on a market-cap-weighted basis.

When looking under the hood, the increase in market cap-to-
GDP over the past decade has been driven by both multiple 
expansion (covered in “Valuations”) as well as an increase in 
earnings per share (EPS). Since 2015, the S&P 500 has experi-
enced cumulative EPS growth of roughly 125% (using FactSet 
estimates of calendar year 2025), roughly twice the increase 
in US GDP. For how long this growth differential is sustainable 
remains to be seen, but it certainly frames this measure in a 
more encouraging light than if due to price increase alone.

Investor Implications
While the above metrics may not be as dire as they appear on 
the surface, the domestic stock market undoubtedly contains 
greater valuation and concentration risk than it did even just a 
few years ago. As such, we would encourage investors to re-
view their portfolios and ensure their overall asset allocation 
is in line with their ability and willingness to take risk. Many 
portfolios may be overweight equities following the signifi-
cantly positive market performance of the past 10+ years, and 
it is likely prudent to take some of those gains off the table.

Further, and as previously mentioned, heightened valuations 
within the equity markets may bode poorly for future long-
term returns. With this in mind, alternative sources of return 
are likely to have an increasingly important role within port-
folios moving forward. To this end, we have introduced two 
private real asset strategies over the past 12 months: one 
focused on private real estate, and another on private infra-
structure. While both have their own unique characteristics, 
we expect each to produce equity-like returns over their re-
spective life cycles. At the same time, these investments pro-
vide exposure to areas of the economy not easily accessed 
via public markets, thereby avoiding many of the concerns 
described above.

Fig. 2: Top 10 constituents as % of S&P 500

Source: Morningstar Direct, Mill Creek. As of 2/28/2026.

Fig. 3: US stock market capitalization vs. US GDP

Source: Bloomberg, IMF, Mill Creek. As of 12/31/2025. Depicts market capital-
ization of Russell 3000 Index relative to US GDP.

Over the past few decades, the predictive power of market 
concentration on future returns has been mixed. On the one 
hand, record concentration (at the time) in the late 1990s por-
tended poorly for market returns in the following years. On the 
other hand, that figure was easily eclipsed post-COVID and the 
markets have experienced a very strong 5-year period since.

Market Cap-to-GDP (Buffett Indicator)
Named after the Oracle of Omaha, who popularized the mea-
sure, market capitalization-to-GDP aims to assess the value 
of the stock market relative to economic production. The ra-
tionale behind the metric is that corporations ultimately derive 
their profits from economic activity, and accordingly, stock 
market appreciation that is significantly in excess of economic 
growth is likely unsustainable over the long term.

From this perspective, the US stock market also appears quite 
expensive. Currently, the aggregate market capitalization of 
the Russell 3000 Index (which includes large-, mid-, and small-
cap stocks) is 225% of US GDP, well above the metric’s 25-year 
average of 130% (Fig. 3).
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Disclosure
Past performance is no assurance of future results. This publication has been prepared by 
Mill Creek Capital Advisors, LLC (“MCCA”) and is provided for information purposes only. Mill 
Creek Capital Advisors, LLC (“MCCA”) is an investment adviser registered with the Securi-
ties and Exchange Commission under the Investment Advisers Act of 1940. Registration as 
an investment adviser does not imply a certain level of skill or training. This content is not 
intended to provide any investment, financial, legal, regulatory, accounting, tax or similar 
advice, and nothing should be construed as a recommendation by MCCA, its affiliates, 
or any third party to acquire or dispose of any investment or security, or to engage in any 
investment strategy or transaction. An investment in any strategy involves risk and there 
is always the possibility of loss, including the loss of principal. This content should not be 
considered as an offer or solicitation to purchase or sell securities or other services. Any 
of the securities identified and described herein are for illustrative purposes only. Their 
selection was based upon nonperformance-based objective criteria. The information con-
tained 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. More information about our Capi-
tal Market Assumptions is available upon request. While MCCA has obtained information 
believed to be reliable, neither MCCA nor any of its respective officers, partners, or em-
ployees accepts any liability whatsoever for any direct or consequential loss arising from 
any use of this publication or its contents. Unless otherwise noted, all market and price 
data are through March 31, 2026. Disclosure for third-party websites: This presentation 
may contain links to other websites, including links to the websites of companies that pro-
vide related information, products and services. Such external Internet addresses contain 
information created, published, maintained or otherwise posted by institutions or orga-
nizations independent of MCCA. These links are solely for the convenience of readers to 
this presentation, and the inclusion of such links does not necessarily imply an affiliation, 
sponsorship or endorsement. MCCA does not endorse, approve, certify or control these 
external Internet addresses and does not guarantee or assume responsibility for the ac-
curacy, completeness, efficacy, timeliness or correct sequencing of information located 
at such addresses. Use of any information obtained from such addresses is voluntary, 
and reliance on it should only be undertaken after an independent review of its accuracy, 
completeness, efficacy and timeliness. 

Certain statements set forth in this commentary constitute “forward-looking statements.” 
All such forward-looking statements involve risks and uncertainties, and there can be no 
assurance that the forward-looking statements included in this commentary will prove 
to be accurate. In light of the significant uncertainties inherent in the forward-looking 
statements included herein, the inclusion of such information should not be regarded as 
representations or warranties of MCCA and that the forward-looking statements will be 
achieved in any specified time frame, if at all.

This information is neither an offer to sell nor a solicitation of an offer to purchase any pri-
vate securities. Such an offer will only be made to qualified purchasers by means of a con-
fidential private placement memorandum and related subscription documents.

© 2026, Mill Creek Capital Advisors, LLC. 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.
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