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Introduction and Overview 

Welcome to our March 2024 monthly report. As is our practice in these commentaries, 
we aim to highlight topical matters and assess their potential impact on financial 

markets.  

We begin this report by highlighting the general sense among market observers and 

participants that there has been an ease in financial conditions, with inflation retreating 

somewhat and persistent speculation about imminent rate cuts. We see this perceived 
“ease in financial conditions” as being less about some reversion to normalcy than it 

is about the euphoria pervasive in both the public equity and debt markets. Indeed, 
we’re reminded of a headline in our last monthly report which said, “CPI and inflation 

running hotter than expected, retail sales weaker than expected,” which aptly 

describes February economic releases we have received to date. 

In our view, the themes of market euphoria and hotter-than-expected inflation are not 
just uncorrelated but are rather entirely predictable dance partners at a party deejayed 

by the Fed. Whether because of lack of supervision or being just too permissive, we 

see the Fed as taking too soft a stance on inflation, which does very little to fight the 
creation of asset bubbles. Perhaps it can be argued that fighting asset bubbles is not 

part of the Fed’s mandate, but by not doing enough to fight inflation and even tacitly 
condoning inflation to run above 2%, the Fed is encouraging stretched asset prices 

and a model of economic growth fueled by deficit spending.  

In this report, though, we will spend less time on what the Fed should be doing if they 

were serious about fighting inflation, and rather focus on how its soft views on inflation 

could impact market dynamics and various asset classes.  

Fed’s soft stance on inflation is fueling asset price appreciation across 

multiple markets 

Over the past few months, we have observed the reaction of various asset classes to 
dovish comments from the Fed. The market perception of the Fed has shifted to a 

point where the Fed’s framework for setting monetary policy can be characterized as 

supported by these pillars: 

• The Fed believes its current policy stance is adequately restrictive 

• The Fed believes that it will be able to bring inflation to 2% while signaling its 
readiness to cut interest rates 

• The Fed believes that it can backstop banks and treasury markets without 
creating inflationary pressures 

• The Fed is looking for hair-trigger reasons to rush toward cutting short-term 

rates  

This perception of Fed policy has been instrumental in creating the current cross-

market rally. As a side note, we would also like to note that if the market’s perception 

of the Fed’s stance is correct, the Fed will have a challenging time fighting inflation.  

The current rally is unusually broad with impact across multiple asset classes, a 
phenomenon which is typically associated with monetary easing and ample liquidity. 

This could encourage excessive risk-taking, the formation of asset bubbles in certain 

sectors, and a looser focus on downside protection in other markets. In some 
instances, of course, markets feed off each other in a kind of positive feedback loop.  

A rally in credit markets, for example, could create structural demand for equities by 

easing access to capital.  
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Although we pay particular attention to two markets that indirectly impact private 
credit—the CLO market and the IPO market—signs of exuberance are pervasive across 

various asset classes, from SPACs and digital assets to commodities such as copper 

and cacao. 

Resurgence in the CLO market continues 

An increased appetite among investors and greater allocation of capital to the segment 

has spurred a significant rally in the CLO market over the last few months. According 
to VanEck, BB CLO tranches (which we found interesting earlier in the year), having 

returned 24.52% for calendar year 2023, continue to see strong demand. According 
to Fitch, annual issuance reached $90.2bn in 2023, and is currently projected to reach 

$135-145bn in 2024, according to Barclays.  

Though we do not have any particular insights to determine if such projections are 
realistic or not, we would point out that the perception of increased activity in the CLO 

new issue market has generally signaled market tightening and market tops for credit. 
New issue CLOs create structural demand for the leveraged loan market, which in turn 

fuels M&A activity, including acquisition by financial sponsors. They also tend to lead 

to loosening in covenants and other protections for their creditors.  

We think the allocation of capital to the sector, which is fueled by the Fed, will further 

encourage risk-taking and easing of financial conditions.  

Signs of life return to the IPO market 

As credit-focused investors, we typically pay less attention to the IPO market, which 

has been virtually closed for the last two years, but the IPOs of Reddit and Galderma 

show a renewed appetite for new share offerings.  

That said, the dynamics of these last two years have had a profound impact on other 
asset classes, including private equity (PE). In particular, the closing of the IPO market 

blocked a vital exit path for PE sponsors and their investments, which curtailed PE 

sponsors’ ability to return capital to their investors. This, in turn, has resulted in 

increased investor scrutiny on the pace of cash returns to investors.  

The increased activity in the IPO market, especially for smaller companies, could 
enable some PE sponsors to initiate exiting their positions and to return capital to their 

investors. This could, in turn, increase the urgency to deploy capital in private equity 

or other asset classes. 

Fed policy and easy money is enabling risk-taking in both debt and equity 

markets 

We see the Federal Reserve's casual attitude toward inflation at play in the current 
bout of risk-taking. While we believe cuts in the Federal Fund Rate are a possibility, 

we are gravely concerned about the wisdom of taking a laissez-fare attitude towards 
inflation. We note, for example, that the February 2024 CPI print showed a 3.2% 

increase year-over-year, and CPI Ex Food and Energy came in at a 3.8% increase 
year-over-year. Since then, commodity markets have experienced increases in pricing 

(e.g., oil is quoted at $83.11/bbl on March 29th compared to $73.82/bbl on February 

1st).  

 

https://www.vaneck.com/us/en/blogs/income-investing/will-clos-continue-to-rally-in-2024/
https://www.vaneck.com/us/en/blogs/income-investing/will-clos-continue-to-rally-in-2024/
https://pitchbook.com/news/articles/barclays-raises-2024-us-clo-issuance-forecast-to-135-145b#:~:text=Barclays%20now%20forecasts%202024%20US%20CLO%20volume%20of,of%20BSL%20CLO%20activity%E2%80%9D%20so%20far%20this%20year.
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As such, we think it is premature to conclude that inflationary pressures are receding.  
Despite these factors, dating as far back as December 2023, the Federal Reserve and 

Chairman Powell have shown eagerness —or, one might argue, at least a readiness— 
to discuss lowering interest rates, even during periods when the path to achieving a 

2% target seemed uncertain.  

Downside protection remains paramount 

We believe that the current market conditions make essential an increased caution 
and careful focus on downside protection. Compared to 12 months ago, investors are 

generally getting compensated less for taking the same unit of risk. In our view, the 
driver of alpha will be finding transactions and situations where there is a structural 

shortage of capital and where value is driven by execution and risk management, 

rather than taking broader views on the “cheapness” of the market.  

 

 

Ali Meli  

Portfolio Manager 

Monachil Credit Income Fund 

______________________________________________ 

If you would like to subscribe to receive monthly commentary, please contact us at 

ir@monachilpartners.com. 
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DISCLOSURES 

This information has been furnished as a courtesy by Monachil Capital Partners LP 

(“Monachil”). This document is for informational purposes only and does not constitute 

an offer or solicitation by Monachil for any investment. The information set forth 

herein does not purport to be complete and is subject to change. This information is 

not to be reproduced or redistributed without the prior express written consent of 

Monachil.  

This document should not be the basis of an investment decision, an investment 

decision should be based on your customary and thorough due diligence procedures, 

which should include, but not be limited to, a thorough review of all relevant offering 

documents as well as consultation with financial, legal, tax and regulatory experts. 

Although the information provided herein has been obtained from sources that 

Monachil believes to be reliable, we do not guarantee its accuracy, and such 

information may be incomplete or condensed. The information is subject to change 

without notice. No representation is made with respect to the information indicated 

herein. 

Statements made herein include forward-looking statements. These statements, 

including those relating to future financial expectations or future opportunities, involve 

certain risks and uncertainties that could cause actual results to differ materially from 

those in the forward-looking statements. Prospective investors are cautioned not to 

rely on these forward-looking statements and projections. Certain information 

contained in this presentation constitutes opinions, or beliefs of Monachil, which may 

be preceded by the terms “belief,” “opinion,” “consider,” “anticipate,” “seek,” or other 

similar terms. Such statements of “opinion” merely represent Monachil’s state of mind 

and should not be construed as a material statement of fact. 

 


