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The Long-Goodbye: Diversified Portfolios
Designed to Weather Higher for Longer Inflation
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Since inflation peaked in 2022 in developed nations, central banks have largely
succeeded in bringing inflation close to their long-term targets. But progress
to 2% has been frustratingly slow. In January, US headline inflation rose slightly
to 3% and core inflation that excludes food and energy rose to 3.3%.' In Europe,
inflation surprised to the upside in January at 2.5%.2 With the inauguration of
the Trump administration in January 2025, the threat of global trade wars and
currency volatility could delay rate cuts in the US and Europe.® Historically, trade
wars have been associated with price inflation, and while much is still uncertain,
markets have generally lowered their expectations for rate cuts for the calendar
year. In 2025, institutional investment portfolios may experience the challenges
of higher interest rates and inflationary pressures.*

During his testimony on February 12th, Chair Powell reminded Congress that the
Federal Reserve does not get excited about one or two bad inflation prints and that
“We (the Fed) target PCE inflation because we think it is a better measure of inflation.”
But progress on the inflation fight has been slow in the Fed's preferred measure
of inflation as well with the Median PCE (Personal Consumption Expenditure). PCE
was 3.2% in December 2024 and core PCE excluding food and energy was 2.8%° In
Europe, consumer are not convinced that the European Central Bank will be able to
tame price pressures this year.” In both the US and Europe, the price of goods has
been falling but not enough to offset price pressures from services?
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FIGURE 1
Inflation in US & Europe (%)

Source: Bloomberg as of February 13, 2025.
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Inflation can erode real returns for institutional investors, as stakeholders could see
purchasing power decline. Inflation can also squeeze profit margins when input costs
and wages costs rise, especially when pricing power is weak as consumers seek

9 Source: Pensions & Investments,
V. Gerritsen, “Commentary:
Infrastructure as an Inflation
Hedge," April 4, 2023.

bargains and delay purchases. Institutional investors with well diversified portfolios
that include public and private assets can often offset the negative effects of higher
inflation and interest rates. Private credit - especially collateralized credit - may
capture rising prices and high or even rising borrowing costs. Private infrastructure
- with its long-lead times - and access to rising prices of natural resources - can also
potentially help offset higher policy rates and borrowing costs?

To view our thoughts on
capital market expectations
for 2025, watch our latest
webinar on what we're
watching in 2025, or to
have a primer on long
volatility strategies —

which can be a tool for
investors facing rising risks,
please visit the Thought
Leadership section of our
website or click the links
here to learn more.
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2025 Capital Markets
Expectations
https://meketa.com/leadership/2025-
capital-markets-expectations/

What We're Watching in 2025
https://meketacom/leadership/fourth-
quarter-2024-market-review-and-
current-market-conditions/

Long Volatility
https://meketa.com/leadership/long-
volatility-investment-strategies-primer/
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Important Information

THIS REPORT (THE “REPORT”") HAS BEEN PREPARED FOR THE SOLE BENEFIT OF THE
INTENDED RECIPIENT (THE “RECIPIENT").

SIGNIFICANT EVENTS MAY OCCUR (OR HAVE OCCURRED) AFTER THE DATE OF THIS
REPORT, AND IT IS NOT OUR FUNCTION OR RESPONSIBILITY TO UPDATE THIS REPORT. THE
INFORMATION CONTAINED HEREIN, INCLUDING ANY OPINIONS OR RECOMMENDATIONS,
REPRESENTS OUR GOOD FAITH VIEWS AS OF THE DATE OF THIS REPORT AND IS SUBJECT
TO CHANGE AT ANY TIME. ALL INVESTMENTS INVOLVE RISK, AND THERE CAN BE NO
GUARANTEE THAT THE STRATEGIES, TACTICS, AND METHODS DISCUSSED HERE WILL BE
SUCCESSFUL.

THE INFORMATION USED TO PREPARE THIS REPORT MAY HAVE BEEN OBTAINED FROM
INVESTMENT MANAGERS, CUSTODIANS, AND OTHER EXTERNAL SOURCES. SOME OF THIS
REPORT MAY HAVE BEEN PRODUCED WITH THE ASSISTANCE OF ARTIFICIAL INTELLIGENCE
(“Al") TECHNOLOGY. WHILE WE HAVE EXERCISED REASONABLE CARE IN PREPARING THIS
REPORT, WE CANNOT GUARANTEE THE ACCURACY, ADEQUACY, VALIDITY, RELIABILITY,
AVAILABILITY, OR COMPLETENESS OF ANY INFORMATION CONTAINED HEREIN, WHETHER
OBTAINED EXTERNALLY OR PRODUCED BY THE Al.

THE RECIPIENT SHOULD BE AWARE THAT THIS REPORT MAY INCLUDE AI-GENERATED
CONTENT THAT MAY NOT HAVE CONSIDERED ALL RISK FACTORS. THE RECIPIENT IS ADVISED
TO CONSULT WITH THEIR MEKETA ADVISOR OR ANOTHER PROFESSIONAL ADVISOR BEFORE
MAKING ANY FINANCIAL DECISIONS OR TAKING ANY ACTION BASED ON THE CONTENT
OF THIS REPORT. WE BELIEVE THE INFORMATION TO BE FACTUAL AND UP TO DATE BUT
DO NOT ASSUME ANY RESPONSIBILITY FOR ERRORS OR OMISSIONS IN THE CONTENT
PRODUCED. UNDER NO CIRCUMSTANCES SHALL WE BE LIABLE FOR ANY SPECIAL, DIRECT,
INDIRECT, CONSEQUENTIAL, OR INCIDENTAL DAMAGES OR ANY DAMAGES WHATSOEVER,
WHETHER IN AN ACTION OF CONTRACT, NEGLIGENCE, OR OTHER TORT, ARISING OUT OF OR
IN CONNECTION WITH THE USE OF THIS CONTENT. IT IS IMPORTANT FOR THE RECIPIENT TO
CRITICALLY EVALUATE THE INFORMATION PROVIDED.

CERTAIN INFORMATION CONTAINED IN THIS REPORT MAY CONSTITUTE “FORWARD- LOOKING
STATEMENTS,” WHICH CAN BE IDENTIFIED BY THE USE OF TERMINOLOGY SUCH AS “MAY,’
“WILL," “SHOULD,” “EXPECT,” “AIM," "ANTICIPATE,” “TARGET,” “PROJECT," "ESTIMATE,"” “INTEND,"
“CONTINUE,” OR “BELIEVE," OR THE NEGATIVES THEREOF OR OTHER VARIATIONS THEREON
OR COMPARABLE TERMINOLOGY. ANY FORWARD- LOOKING STATEMENTS, FORECASTS,
PROJECTIONS, VALUATIONS, OR RESULTS IN THIS REPORT ARE BASED UPON CURRENT
ASSUMPTIONS. CHANGES TO ANY ASSUMPTIONS MAY HAVE A MATERIAL IMPACT ON
FORWARD-LOOKING STATEMENTS, FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS.
ACTUAL RESULTS MAY THEREFORE BE MATERIALLY DIFFERENT FROM ANY FORECASTS,
PROJECTIONS, VALUATIONS, OR RESULTS IN THIS REPORT.

PERFORMANCE DATA CONTAINED HEREIN REPRESENT PAST PERFORMANCE. PAST
PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
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