APOLLO

Outlook for US banks:
Credit growth slowing and credit conditions tightening

Torsten Slok, Jyoti Agarwal, and Rajvi Shah
tslok@apollo.com

Apollo Global Management

December 2023

Unless otherwise noted, information as of December 2023.
Confidential and Proprietary - Not for distribution, in whole or in part, without the express written consent of Apollo Global Management, Inc.

It should not be assumed that investments made in the future will be profitable or will equal the performance of the investments shown in this document.



APOLLO

Legal Disclaimer o
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Bank stocks since the SVB collapse
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Banking crisis and Fed hikes having negative impact on small and medium-sized companies
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Top 4 banks pay lower interest rates to consumers
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Funding costs for banks since SVB and FRB

fgg US IG banking index bond spreads (maturing in 5-10 years) bp5400
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Source: ICE BofA, Bloomberg, Apollo Chief Economist. Note: Unweighted average spreads of bonds from ICE 5-10 Year US Banking Index, C6PX Index for bonds issued before 15t Jan 2023. There are 8 banks in the Regional index and 41 banks in the Diversified
index, and Regional banks include BankUnited, Citizens Financial, Huntington, and Zions, and Diversified banks includes JP Morgan, Citibank, and Bank of America. 7



Unrealized losses on investment securities for banks
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Unrealized losses making up 25% of bank equity capital
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$792bn in deposits have left the banks since the Fed began to raise interest rates

$ bnO —Change in bank deposits from peak O$ bn
TV - WY\ v TV e ML vy

-100 -100
-200 -200
-300 -300
-400 ﬁ -400
-500 -500
-600 -600
-700 -700
-800 r -800
-900 -900

-1000 -1,000

AT\ T A T S B R AR - S T - - U I\ I\ R NS LR N SN I NC TN S R D

Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist. Note: March data as of 10t May 2023. Peak is defined as the month before monthly outflows turn negative 10
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$1042bn intlows into money market funds during this Fed hiking cycle

$ bn Inflows into money market funds during Fed tightening cycles $ bn
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Money market funds and the Fed funds rate
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Rapid decline in bank lending
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Overview:
Credit growth slowing and credit conditions deteriorating
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SVB having a permanent effect
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Weekly Fed data shows small and large bank lending growth slowing after SVB

YoY Loans & Leases: Bank Credit YoY
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Bank lending will shrink significantly over the coming quarters
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Significant downside risks to nonfarm payrolls as a result of tighter credit conditions
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Credit tightening points to sharp slowdown in consumer credit
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Tighter credit conditions dragging down the economy
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Tighter credit conditions dragging down the economy

—US Commercial Bank Assets Loans & Leases (%YoY)

YoY

—NFIB Small Business Credit Conditions Availability of Loans (RHS, 12 month lead)
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Demand for corporate loans is at 2008 levels

% —Banks reporting stronger demand for Commercial & Industrial loans (Small Firms)
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Demand for commercial real estate loans 1s at 2008 levels
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Banks are tightening lending standards significantly, near 2008 levels

% —Tightening Standards for Commercial & Industrial Loans (Small Firms) %
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Banks’ willingness to lend to consumers approaching 2008 levels
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Lending standards are tightening for consumers, approaching 2008 levels

% —Tightening standards on consumer loans excluding credit cards & autos %
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The share of households reporting it 1s harder to obtain credit than one year ago
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Credit card delinquency rates rising

% balance, 4Q moving sum
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Credit card delinquency rates at small banks are higher than at large banks
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Auto loan transitions to serious delinquency at 2008 levels

% balance, 4Q moving sum Auto Loan Transitions to Serious Delinquency (90+), by age
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Interest rate on credit cards

Fed starts

raising rates
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Commercial Bank auto loan rates highest since 2008
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Interest rate on auto loans

US: Used auto rate national average
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Auto loan rejection rate over the past 12 months

% SCE credit access survey
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Bankruptcy filings
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Credit tightening suggests weaker payrolls

% % yoy
——FRB Sr Officers Survey: Banks willingness to lend to consumers (6m lead) (Is) —Total nonfarm payroll (rs)
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Small banks lend to small businesses
Banks with less than $250bn in assets account for 46% of commercial and industrial lending

% C&l lending as a % of total C&lI loans
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Source: FDIC, Apollo Chief Economist. Data as of Q2 2023 37



Halt of US employment is in firms with fewer than 500 employees

Share of total employment by employment size of the firm, 2020

m <20 employees  ®20-99 employees  ® 100-499 employees  ® 500+ employees

Source: Census, Apollo Chief Economist
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Lagged effects of Fed hikes combined with tighter credit

conditions having a negative impact on the economy
GDP growth

A

No landing

2022 2023

Source: Apollo Chief Economist. Represents the views and opinions of Apollo’s Chief Economist. Subject to change at any time without notice. - 9
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What is the banking sector response to the SVB collapse and
associated deposit outflows? Cutting lending and selling mortgages
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Negative growth 1n deposits
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Negative growth in bank holdings of mortgages
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Growth in bank holdings of Treasuries
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Bank loan growth declining
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Decline in growth in lending to corporates
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Decline in growth in real estate lending
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Decline in growth in lending to multifamily construction
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Negative growth in auto loan lending
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Decline in growth in credit card lending
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FHI.B bond issuance
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Bank funding pressures:
Deposits and market-based measures

APOLLO
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SOFR spreads currently pricing aggressive Fed cuts in 2024

bps bps
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Fed Discount Window borrowing was higher during regional banking crisis than in 2008
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Fed liquidity programs
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Fed liquidity borrowing higher during regional banking crisis than in 2008
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W Discount Window

Source: Federal Reserve Board, Bloomberg, Apollo Chief Economist.

Fed's funding program
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What is happening with deposits in regional banks?
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Small banks account for about 30% of total deposits in the banking sector, and
the share has been rising since the 2008 financial crisis
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Share of insured deposits, by bank size
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Share of insured deposits, by bank size
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Deposit to asset ratio for large and small banks

Ratio Deposits to Asset Ratio

0.95 ——Large Domestic Commercial Banks —Small Domestic Commercial Banks

0.90
0.85
0.80
0.75
0.70
0.65
0.60

0.55

Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist.

APOLLO

Ratio

0.95

0.90

0.85

0.80

0.75

0.70

0.65

0.60

0.55

0.50

64



APOLLO
%
30
28
26
24
22
20
18
16
14
12
10

Domestic noninterest-bearing deposits as a % of total deposits
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1% ot bank accounts have a balance higher than $250k
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Weekly data for bank lending by small and large banks



Weekly data shows small and large bank lending growth slowing rapidly after SVB
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Lending to consumers is slowing for both small and large banks

Yoy Consumer Loans: Bank Credit Yoy
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Real estate lending is slowing for both small and large banks

YoY Real Estate Loans: Bank Credit YoY
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Commercial real estate lending is slowing for both small and large banks

YoY Commercial Real Estate Loans: Bank Credit YoY
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Residential real estate lending is slowing for both small and large banks

Yoy Residential Real Estate Loans: Bank Credit Yoy
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Lending to corporates 1s slowing for both small and large banks

Yoy Commercial and Industrial Loans: Bank Credit Yoy
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US banks by asset size:
The importance of regional banks for the US economy
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1tions are coming

Tighter credit cond

Banks “to the right” of SVB are likely to start reorganizing their balance sheets
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Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist. As of Q4 2022. Represents the views and opinions of Apollo’s Chief Economist. Subject to change at any time without notice.
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$ bn Top 50 US banks by assets

Top 50 US banks by assets
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Small bank assets as a share of total banking sector assets

% Small domestic commercial bank assets, as a share of all commercial bank assets %
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Small domestic commercial bank loans and leases, as a share of all commercial bank loans
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Share of lending by smaller banks
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During the pandemic, banks shifted from lending to holding securities, which
made them more vulnerable to Fed hikes and higher rates

%
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Share of securities in the banking sector held by small banks

% Small domestic commercial bank securities, as a share of all commercial bank securities %
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Small banks hold about $900bn in Treasuties

SA, $bn Government Securities: Bank Credit SA, $bn
—Small Domestic Commercial Banks —All Commercial Banks
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Source: Federal Reserve Board, Haver Analytics, Apollo Chief Economist. 82
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Securities held by FDIC-insured banks

$ bn

$ bn

Mortgage Backed Securities

US Bank secutities held by sector:
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Deposits as a share ot GDP
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Regional banks’ asset concentration in CR!
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US banks account for the bulk of CRE lending

$tm CRE debt outstanding market share
-
I (ndividual/other @ CMBS mm Agency CMBS mmm Federal agencies Insurance companies EBanks ——Grand total
6 55
5.1
4.9
5 4.5
4.2
28 4.0
4 :
> 3.3 33 3.3 34 >
3
2 i B

2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: S&P Capital IQ, Apollo Chief Economist

2016 2017 2018 2019 2020 2021

6.0

2022

APOLLO

$ trn

—

86



Small banks account for almost 70% ot all commercial real estate loans outstanding

Small banks' share of total bank lending, by loan type
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Where are the problems in CRE?

Normalized as of 20 Feb 2020

80 —Apartment REITS - Since COVID —Shopping Mall REITS - Since COVID
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Nearly $92 bn of nonbank office debt is set to mature this year

$ bn Non bank office mortgage maturities
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US Oftice vacancy rate rising
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US Office vacancy rate
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Available US office space rising

Million square feet Million square feet

US office available sublease space
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US Offices national price
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CMBS spreads compared with HY spreads
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Source: Bloomberg, Apollo Chief Economist. (Note: BBG Ticker: LF98OAS Index, LC3TOAS Index) 94
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%

All Commercial Banks

Loan Delinquency Rate: Commercial Real Estate Loans
100 Largest Banks

Other Commercial Banks

CRE delinquency rate
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Number of banks with CRE exposure rising

é“o%mber Number of US banks exceeding 2006 CRE loan concentration guidance
700 B CRE loans at least 300% of risk-based capital and 36-month CRE growth of 50% or higher

W C&D loans at least 100% of risk-based capital
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Source: S&P Global Market Intelligence, Apollo Chief Economist. Note: CRE= commercial real estate and C&D= construction and development, data as of May 2023 and based on regulatory filings

Dec-22

APOLLO

Mar-23

96



APOLLO

Residential construction spending elevated

$mn, SAAR US Private construction spending $mn, SAAR
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U.S. REITs hold approximately $14 billion of debt maturing this year

btm REIT debt maturities 2023-2027 St
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CRE maturity protile

ggg Estimated total commercial mortgage maturities
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CMBS loan delinquency rates

% CMBS loan delinquency by property type %
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Measures of banking sector liquidity and capital ratios
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Tier-1 risk-based capital ratio for banks, by size

%

Small banks: Tier 1 Risk-Based Cap Ratio
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Source: FDIC, Apollo Chief Economist. Note: As per FDIC, large banks are defined as institutions with total assets of $10 billion or more and small banks have total assets under $10 billion.
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Tier 1 risk-based capital ratio for larger banks

% . . .
° Large banks: Tier 1 Risk-Based Cap Ratio
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Source: FDIC, Apollo Chief Economist. Note: As per FDIC, large banks are defined as institutions with total assets of $10 billion or more and small banks have total assets under $10 billion..
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Reserves for loan losses

$bn

All FDIC Institutions: Reserve for Loan Losses All FDIC Institutions: Noncurrent Loans & Leases
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Loan delinquency rates for large and small banks

Loan Delinquency Rate %

%

100 Largest Insured Commercial Banks

Other Insured Commercial Banks
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Sources of financing for small businesses
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Banks are the most important source of financing for small businesses

;A(;inrms Lender types application, 2020

70
60
50
40
30
20

10

Bank Finance company Credit union Fintech or online lender Community development
financial institution

Source: 2021 Annual Business Survey, U.S. Census Bureau., Apollo Chief Economist. 108
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Sources of financing for small businesses

g/g;)f firms surveyed Financial services provider for small businesses
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Is not a bank use financial services

Source: Small Business Credit Survey, Federal Reserve, Apollo Chief Economist 109
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Small banks provide 60% of lending for small businesses in rural areas and 40% in urban areas

;/E)ff/)f firms surveyed Financial services provider for small businesses, by region
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Sources of financing for small businesses, by firm size

O 1 . . . . . . .
% of firms surveyed Financial services provider for small businesses, by firm size
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Sources of financing for small businesses, by risk of the firm

% of firms surveyed Financial services provider for small businesses, by risk
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Sources of financing for small businesses, by firm industry

% of firms surveyed Financial services provider for small businesses
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Factors influencing where small businesses apply for a loan. Relationship is
important for small bank lending

80/(());]( firms surveyed Factors influencing where firms apply
(o]
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Purpose of seeking financing for small businesses

% firms Reason for seeking financing
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Share of small firms applying for financing in the past 12 months

Z/;;rms Share of firms that applied for financing, previous 12 months
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Size of small loans to businesses

1$§S Originations of small loans to businesses, by size of loan, 2021
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Share of loans to small businesses, by loan size

;/c())' by amount of loans Originations of small loans to businesses, by size of loan, 2021
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92% of all loans to small businesses in the US are less than $100,000

;’/goby number of loans Originations of small loans to businesses, by size of loan, 2021
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Total loans vs loans to small businesses by neighborhood characteristic

$bn Amount of small loans to businesses, 2021
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Share of loans to small businesses by neighborhood characteristic

Z/(()) Small business loans share of total loans
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Fed funds rate versus national average
interest rate on checking accounts and CDs
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Interest rate on checking accounts versus the Fed funds rate

%

—National average interest rate, savings accounts, %

—Fed Funds Target Rate (EOP, %)
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CD rates have slowly increased as the Fed has raised interest rates

;’/o p.a. Certificate of Deposit (CD) rates % p.a. 1
il il
-3 month -6 month —12 month
1.2 1.2
1.0 1.0
0.8 0.8
0.6 0.6
0.4 04
0.2 0.2
0.0 - 0.0
(@)} ()} (@)} (@) (@)} (@) (@] (@) (@] (@) o (@) ~— — — — — — (@\] [@\] (@\] (@\] [@\] (@\] o (ep) (98] o (98] o
TS T T T oo g g g el el el a e qar el gl el el ar ol b Al
S & ™ 32 & 3 §&§ & ® 2 & 3 & &8 ®m» 3 $ 3 &§ &8 m 3 G 3 & & mw 3 T 3
- > S wo oz - =S w oz - =S w oz =S wo oz =S w oz

Source: RateWatch, Haver Analytics, Apollo Chief Economist. Note: For $10,000 Minimum CD 125



Community banks

APOLLO

126



APOLLO

90% of all banks in the US are community banks

All Insured Institutions

Count of Banks

20,000

W All Other Banks

B Community Banks

18,000

16,000

14,000

12,000

10,000

8,000

6,000

4,000

2,000

gc-unr
ce-unr
Le-unr
Oc-unf
olL-unf
gL-unf
Ll-unf
9L-unf
gL-unfr
rL-unf
eL-unr
cl-unr
LL-unf
oL-unf
60-unf
80-unf
L0-unf
90-unf
S0-unr
r0-unf
€o-unr
c0o-unr
LO-unr
00-unf
66-unf
86-unf
Loe-unf
96-unf
g6-unf
vo-unf
go-unf
co-unf
Le6-unf
06-unf
68-unf
8g-unf
L8-unf
98-unf
g8-unf
r8-unft

127

Source: FDIC, Apollo Chief Economist.



APOLLO

The average etficiency ratio for community banks is around 63% compared with
52% for noncommunity banks.

Ratio

Efficiency ratio Ratio
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All Other Banks

Commercial Real Estate Loans as a % of Total Assets
—Community Banks
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CRE loans make up a significant share of community banks’ assets
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Net interest margin higher for community banks
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The US 1s a market-based financial system. EU and Japan are bank-based.
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Primary method of bank account access:
More and more households use mobile and online banking

%

W Mobile and Online Banking
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Source: FDIC, Apollo Chief Economist. Note: The data shows the sum of households using mobile and online banking, some respondents may use both.
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FEuro Area credit conditions

%balance ECB bank lending survey change in credit standards, past 3 months %balance
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Euro Area loan demand falling

;%babnce ECB bank lending survey change in loan demand, past 3 months %balance .
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Euro Area loan growth to households is slowing

%
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Euro Area loan growth to businesses is slowing
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