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Ten downside risks to the US economic outlook

1. Households running out of excess savings

2. Student loan payments restarting

3. Sticky inflation forces the Fed to tighten too much

4. Delinquency rates rising for credit cards and auto loans
5. Default rates rising for HY and loans

6

. Interest coverage ratios falling for IG and HY

/. Banking sector loan growth slowing rapidly

8. Oil prices rising

9. China, Japan, and Europe slowing

10.Long-term interest rates rising for non-economic reasons

Source: Apollo Chief Economist 3
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US households running out of excess savings

$trn Accumulated excess savings
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Source: BEA, Haver Analytics, Apollo Chief Economist.

Note: Excess savings are calculated as the accumulated difference between actual personal savings and the trend implied by data for the 48 months leading up to the first month of each recession, as defined by the NBER. 5
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Inflation-adjusted pandemic savings across the income distribution

$trn, inflation adjusted Deposits held by income percentile, adjusted for inflation
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Student loan payments restarting

* About 44 million people have a student loan

« The average student loan payment is around $300 a month
« Average student loan balance: $38,000. Total $1.6trn.

« Roughly half of all student loans will restart payments

Restart date; October 1.

urce: Apollo Chief Economist 8
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Inflation: Too early to declare victory
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Too early to declare victory

Inflation

% YoY
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Since the Fed started raising rates employment growth has slowed
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Since the Fed started raising rates job openings have been trending lower
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Since the Fed started raising rates, the share of workers voluntarily quitting their
jobs has been declining
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Wage growth for job switchers is declining

3mma, % yoy

Wage growth by characteristics

3mma, % yoy
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Average weekly hours worked is softening
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US permanent job losses rise ahead of recessions
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Credit card delinquency rates rising

% balance, 4Q moving sum
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Credit card delinquency rates much higher for small banks

Fed starts
raising rates

Delinquency rates on consumer credit cards
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Auto loan transitions to sertous delinquency approaching 2008 levels

% balance, 4Q moving sum

Auto Loan Transitions to Serious Delinquency (90+), by age

% balance, 4Q moving sum
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Interest rate on auto loans
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Interest rate on credit cards

Fed starts
raising rates
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IG ICR declining

EBITDA/Interest Expense

EBITDA/Interest Expense Interest Coverage Ratio for US IG Index
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HY ICR declining

EBITDA/Interest Expense
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Interest Coverage ratio for High Yield
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Weekly Fed data shows small and large bank lending growth slowing rapidly

Yoy Loans & Leases: Bank Credit YoY
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SVB having a permanent effect
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Why are long-term interest rates rising?

Answer: The term premium
Why is the term premium going up?

For non-economic reasons:

US sovereign downgrade

Japan exiting YCC

Big US budget deficit

Fed doing QT

Big “snowball” of T-Bills because of debt ceiling in June

Chinese exports slowing, meaning China has fewer USD to recycle

ok wn =

Treasury auction sizes going up 23% on average in 2024.

Source: Apollo Chief Economist 3 3
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Term premium rising

zﬁ 10 year Treasury term premium %5
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Treasury auction sizes will in 2024 increase on average 23% across the yield curve

Sbn Treasury issuance across tenors
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Hedging costs are high for EU, UK, and Japanese investors buying US Treasuries

o —EUR-hedged 10-yr US Treasury yield minus 10-year Bund yield
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US government interest payments per day have doubled from $1bn per day
betore the pandemic to almost $2bn per day in 2023

gk;n Net interest expense per day on public debt
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Source: CBO, Haver Analytics, Apollo Chief Economist. Note: Interest rate assumption by CBO: 2.1% in 2022 and 2.7% in 2023. Annual CBO data divided by 365. 37
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Effective outstanding mortgage rate around 3.6%

% %
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Monthly mortgage payment on a new mortgage
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Source: Bloomberg L.P., Apollo Chief Economist (Note: Calculation of monthly payment using the 30-year purchase loan application size and the 30-yr effective rate. 39



Share of mortgages outstanding by interest rate

Share of mortgages outstanding by interest rate at origination by count, 2023 Q2
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Active listings at very low levels, very low inventory of homes for sale
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Fed hikes have bigger impact on weaker balance sheets

Corporate balance sheets
(credit rating)
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Over time, more and more balance sheets
will be negatively impacted by Fed hikes.

The ultimate result is a weakening of the

macro data such as capex spending,

employment, and consumer spending.
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The lagged effects of Fed hikes will continue to drag down growth over the coming 12 months

% difference
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The Fed 1s trying to slow down the economy and S&P500 earnings expectations are moving higher?

EPS S&P500 12-month forward EPS expectations EPS
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Why is it taking the Fed so long time to slow down the economy?

1. High savings in the household sector

2. HY and |G corporates extended the maturity of their loans

3. US households have 30-year fixed mortgages.

4. A growing share of capex spending is intangibles (i.e. software, R&D)

5. IRA and CHIPS Act are creating a boom in energy transition and manufacturing

Source: Apollo Chief Economist 48



Bank stocks underperforming
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So far in 2023 S&P7 is up more than 50%. S&P493 is basically flat
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The stock market 1s disconnected from 10-year rates
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Rates will remain permanently higher

=== Fed Fund Futures ECB policy rate === Euribor futures
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Consensus: 55% probability of recession in the US, and 50% probability in Europe
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Asset allocation under no landing, soft landing, and hard landing

GDP growth
A
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Source: Apollo Chief Economist. Represents the views and opinions of Apollo’s Chief Economist. Subject to change at any time without notice. 5 5
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