APOLLO

Credit market outlook after the election

Torsten Slok, Shobhit Gupta, Rajvi Shah, and Shruti Galwankar

Apollo Global Management

November 2024

Unless otherwise noted, information as of November 2024.

Proprietary - Not for distribution, in whole or in part, without the express written consent of Apollo Global Management, Inc.



; ! APOLLO
— e

. . i,
Legal Disclaimer — i
Unless otherwise noted, information included herein is presented as of the dates indicated. Apollo Global sl ) "\‘;
Management, Inc. (together with its subsidiaries, "Apollo”) makes no representation or warranty, expressed or . Vole
implied, with respect to the accuracy, reasonableness, or completeness of any of the information contained ‘_‘]’,.';
herein, including, but not limited to, information obtained from third parties. Opinions, estimates and , -’if!, ' i\

projections constitute the current judgment of the author as of the date indicated. They do not necessarily .
reflect the views and opinions of Apollo and are subject to change at any time without notice. Apollo does not ' h
have any responsibility to update the information to account for such changes. Hyperlinks to third-party ‘
websites in these materials are provided for reader convenience only. There can be no assurance that any

trends discussed herein will continue.

The information contained herein is not intended to provide, and should not be relied upon for, accounting, g
legal or tax advice and does not constitute an investment recommendation or investment advice. Investors
should make an independent investigation of the information contained herein, including consulting their tax,
legal, accounting or other advisors about such information. Apollo does not act for you and is not responsible
for providing you with the protections afforded to its clients.

Certain information contained herein may be “forward-looking” in nature. Due to various risks and
uncertainties, actual events or results may differ materially from those reflected or contemplated in such
forward-looking information. As such, undue reliance should not be placed on such information. Forward-

non

looking statements may be identified by the use of terminology including, but not limited to, “may”, “will”,

non non non non non non

“should”, "expect”, “anticipate”, “target”, "project”, “estimate”, “intend”, “continue” or "believe” or the negatives
thereof or other variations thereon or comparable terminology.




APOLLO

Key themes for credit investors after the election

Credit spreads have continued to rally with many segments of the market, including US IG and HY
corporates, EM corporates, and CLO A-BBB tranches, trading at or near post-Covid tights. The rally in
credit spreads has been driven by a combination of robust economic growth, strong fixed income
demand technicals, and, in the past few days, the election outcome.

We expect credit fundamentals to remain robust. This combined with elevated all-in yields and steep
yield curves should continue to attract inflows into credit, which should support valuations even though
room for further compression is getting more limited.

Given tight valuations and beta compression, we believe the risk-reward to extend spread duration or
go down the rating spectrum is not compelling. We see better value in private credit with the private-
public basis still elevated.

Under a Republican administration, a more favorable approach to deal-making combined with a
supportive economic backdrop should drive a significant pickup in M&A activity next year. Trade
policy, tariffs, and easing of the regulatory backdrop will have a disparate impact across the credit

market and should drive elevated single-name dispersion.
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81% ot bonds in the world trading at less than 5% yield

% global bonds outstanding
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While spreads are tight, all-in yields are attractive
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Money market fund assets at all-time high $6.5trn, a good tailwind for credit as
the Fed cuts interest rates
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IG and Loan ETF Inflows have remained strong
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Demand from insurance and pensions should remain elevated

Ratio Milliman 100 Pension Funding Index
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Beta compression across IG and high quality HY continues

bps

Europe spread differentials, by rating
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European credit has compressed to US this year, especially in investment grade credit
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Continued divergence between and US and Europe lower rated junk bond spreads

bps —CCC & Lower Euro High Yield Index —CCC & Lower US High Yield Index bps
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Credit metrics for leveraged loan deals
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Ratio
Cash flow coverage

Median credit metrics for US Leveraged loans universe
Interest Coverage

Leverage

144014
X40) 4
€c0¢
4404
44014
¥40)4
120¢
0C0Y
0¢0¢
610F
61L0¢
8L0Y
81L0¢
L1OVF
L10¢
91L0F%
910¢
SLOV
S1L0¢
1410)%
710¢
cLOv
€L0¢
41074
¢L0o¢
L LOV
ARers
0LOY
0L0¢
600F
600¢
800Y
800¢
L0OY
L00¢
900Y
900¢
S001
S00¢
140]0)7%
700¢
0]0) 4
€00¢
¢00Y
200¢
LODY

13

Source: PitchBook LCD, Apollo Chief Economist



APOLLO

Interest coverage ratio for leveraged loans

Share of leveraged deals
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IG ICR falling

9E|3|TDA/Interest Expense Interest Coverage Ratio for US IG Index, Median
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HY ICR falling

EBITDA/Interest Expense Interest Coverage ratio for High Yield, Median EBITDA/Interest Expense
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Leverage for investment grade companies 1s stable

Dth/EB'TDA US |G Corporate |ndex Debt/EBITDA
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NY net leverage has been stable
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HY: Europe hitting the maturity wall before the US

% Share of HY bonds maturing in 1-3 years %
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EBITDA margins for HY coming down
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16%

US Speculative grade default rates %, Trailing 12m

%, Trailing 12m
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Credit card delinquency rates rising for younger households
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Credit card delinquency rates at small banks are much higher than at large banks
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Auto loan delinquency rates rising for younger houeholds
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CRE delinquency rate for banks

Loan Delinquency Rate: Commercial Real Estate Loans %
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Rates higher for longer continues to put upward pressure on delinquency rates for CRE
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All-in yields: US IG around 5.2% and HY around 7.1%

% US Corporate Investment grade and High yield yields %20
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US IG yield levels, by rating
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US HY yield levels, by rating

7% US high yield corporate bond yields by rating %
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European corporate IG and HY yields
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European IG yield levels, by rating
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FEuropean HY yield levels, by rating
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Yield for the leveraged loan index: 8.4%
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BDC yields higher than High Yield yields
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Credit spreads continue to tighten
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IG spreads by rating
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HY spreads by rating
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US high yield corporate bond spreads, by rating
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US HY spread minus IG spread

bps US HY spread minus IG spread
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European IG and HY spreads

bps Europe Investment grade and high yield spreads
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European IG spreads by rating
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FEuropean HY spreads by rating

bps Europe high yield corporate bond spreads, by rating bps
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FEuropean HY spread minus IG spread

bps Europe HY spread minus IG spread bps
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Spread between Europe HY and IG default swaps
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HY spreads by sector: Spread for tech remains wider

bps US HY spread by sector bps
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HY spreads by sector: Spread for paper remains wider

bps US HY spread by sector
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HY spreads by sector

US HY spread by sector
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HY spreads by sector
bps US HY spread by sector bps
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IG spreads for financials and non-financials
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HY quality spreads, more differentiation between CCC and single-B

bps US spread differentials, by rating bps
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Europe IG quality spreads

bps Europe spread differentials, by rating bps
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Europe HY quality spreads, significant differentiation between CCC and single-B

bps Europe spread differentials, by rating
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APOLLO

HY index duration continues to decline

: : Fed starts
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1G index duration has declined

% US IG corporate index duration
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CDS spreads
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Long-duration 1G spreads in US and Europe
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CMBS BBB spreads
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US IG 1ssuance
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High grade volume by proceeds
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IG issuance by rating
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US Investment grade bond issuance by rating
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High yield volumes by proceeds
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HY issuance by rating
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Loan volumes by proceeds

$bn
90

Loan issuance volumes by proceeds

Other

M Recap/Dividend

m M&A

W LBO

W Refinancing

80

B
[T
.
B
T ——
|
B
- [
B
[
.
T
- T
B
I
|
I
[T
- I
| I
- [
[T
|
.
'
.
'
'
[ I
|
B
T
T .
T
T
B
B
- T I ——
|
- I
B
B —
Bl
- T ——
B
Bl
o o o o o o (@) (@)
N~ O LN < ™M (QV —

¥2-120
¢-das
y¢-bny
yZ-Inf

pg-unf
ve-feiN
yz-1dy
yZ-1eN
72-9°4
yg-uer

€2-29Q
€2-N\ON
€2-10
€e-das
ce-bny
ce-Inf

ge-unf
ce-Aeiy
cg-1dy
ce-leN
€2-0°4
ce-uer

2e-22@
¢2-NON
22- 10
¢z-das
¢e-bny
ze-Inr

ge-un(
2z-ReN
¢e-idy
ze-leiN
22-9°4
ge-uer

L2-22d
L 2-AON
12-120
L 2-das
L2-bny
Le-Inf

Lg-unf

Lz-Aeiy
| 2-1dy
L2-1eN
L 2-994
L g-uer

70

Source: PitchBook LCD, Apollo Chief Economist



APOLLO

Leveraged loan volume
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IG new money primary mix
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HY new money primary mix
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Loans new money primary mix
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Covenant lite loan issuance
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Corporate bond issuance, tloating rate and fixed rate
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Secured HY bond 1ssuance volume
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Chapter 11 bankruptcy filings
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Fed hikes pushed bankruptcy filings higher
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Bankruptcy filings and credit spreads
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Bankruptcy filings for companies with more than $50mn in liabilities

C10U”t Weekly bankruptcy filings for companies with at least $50mn in liabilities
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Source: Bloomberg, Apollo Chief Economist. Note: Filings are for companies with more than $50mn in liabilities. For week ending on February 28, 2024.
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Credit metrics for leveraged loan deals

Ratio

Cash flow coverage

Median credit metrics for US Leveraged loans universe
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Disconnect between HY spreads and economic activity
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HY: Disconnect between yield and spreads
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Bank lending and lending conditions
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Disconnect between HY credit spreads and VIX
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HY and IG implied volatility

Index

Index
1400

400

—High Yield 1-Month Volatility Index

350

—Investment Grade 1-Month Volatility Index (RHS)

1200

300

1000

250

800

200

600

150

400

100

50

200

5

v

¥2-120
ve-Inr

g-dy
rg-uef
€2-10
ge-Inf

€¢-1dy
€c-uer
2210
ce-Ine

¢c-ldy
ge-uer
12-10
Le-Inf

lg-idy
Lg-uef
02-320
0c-Inf

0¢-1dy
0c-uer
6L-320
6L-Inr

6L-1dy
61-uer
8L-120
gL-Inf

gL-ldy
gL-uer
L1-10
LL-Inf

L1-1dy
LL-uer

88

Source: CBOE, Bloomberg, Apollo Chief Economist



APOLLO

The yield on the IG corporate bond index is 0.6%-point higher than coupon
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Recovery rates took a hit when the Fed raised rates, but have been rising recently
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IG leverage
Debt/EBITDA US IG corporate index Debt/EBITDA
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High yield leverage
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25%0 of the loans in the Morningstar LSTA Leveraged Loan Index are rated B-
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Quality composition of the IG Index
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Quality composition of the HY Index

% Quality breakdown of the HY Index
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Quality composition of the leveraged loans index

Leveraged loans Quality breakdown
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IG market is nine times bigger than HY and nine times bigger than the loan market

$trn Market value outstanding
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Non-US corporate default rates
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HY: Europe hitting the maturity wall before the US
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IG: Europe hitting the maturity wall before the US

% Share of IG corporate bonds maturing in 1-3 years %
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The share of I1G and HY bonds maturing within a year
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Investment grade maturity wall
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High yield maturity wall
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Fixed rate maturity for small vs large companies
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IG: US Non financials maturity wall
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HY: US Non financials maturity wall
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Europe maturity wall
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US HY and leveraged loans maturity wall
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Maturity wall
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Russell 2000 more vulnerable when rates stay higher for longer

% Debt by maturity (excluding financials)
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quities

Bonds more attractive than e
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US: Leveraged loan weakest links decrease in Q3

US leveraged loan Weakest Links plus defaults/restructurings
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Who owns US credit? Since 2020 foreigners and mutual funds have been lowering
their shares. Banks and life insurance have been increasing their shares.

Holdings of Corporate Bonds (% Outstanding)
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Leveraged loan deals, by multiple

Share of leveraged deals
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Leveraged loans rating distribution 2024Q3

US leveraged loan rating distribution
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Leveraged loans distribution, by industry, 2024Q3
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US CLO total volume
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Institutional spread relative to bespoke loans
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Distressed ratio for leveraged loans remains elevated

%, by par amount Distressed ratio by amount outstanding for leveraged loans %, by par amount
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More downgrades than upgrades after the Fed started hiking
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Leveraged loans index weights

Morningstar leveraged loans index weights
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Loans priced at par and above
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Loans priced at par and above, by rating
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Leveraged loan repricing volume

US leveraged loan repricing volume
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NY Fed measure of corporate bond market functioning

Index Corporate Bond Market Distress Index Index
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Source: FRB of New York, Apollo Chief Economist (Note: Corporate bonds are a key source of funding for U.S. non-financial corporations and a key investment security for insurance companies, pension funds, and
mutual funds. Distress in the corporate bond market can thus both impair access to credit for corporate borrowers and reduce investment opportunities for key financial sub-sectors. CMDI offers a single measure to
quantify joint dislocations in the primary and secondary corporate bond markets. Ranging from 0 to 1, a higher level of CMDI corresponds with historically extreme levels of dislocation. CMDI links bond market
functioning to future economic activity through a new measure. 129
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IG trading liquidity

% —IG trading volume as share of market (with 144A) —IG trading volume as share of market (ex 144A) %
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US IG Corporate bid-ask spread
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Source: Bloomberg, Apollo Chief Economist. Note: The bid-ask spread is the weighted average bid-ask spread for the Bloomberg Barclays US IG Index.
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‘VE : US HY corporate bid-ask spread

Bid-ask spread for US HY
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Dealer inventory of corporate bonds IG+HY)
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Worse liquidity in the UK and Italian bond market

Average yield error Measures of Bond liquidity Average yield error
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Bloomberg relative value curve fitter. When liquidity conditions are favorable the average yield errors are small as any dislocations from fair values are normalized within a short time frame. Average yield error is
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IG trading volumes are higher than previous years
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US IG spread highly correlated with implied rates vol
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Small bank and large bank balance sheets are very different

Composition of large domestically chartered
comercial bank assets
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Regional bank spreads remain wide

bps US IG banking index bond spreads (maturing in 5-10 years) bps
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Banks hold halt of CRE debt outstanding
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U.S. REITs hold approximately $14 billion of debt maturing this year
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More leveraged loans are held by banks

Primary investor market: leveraged loans
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Total market cap of US corporate bond markets: $10trn

1$;m US corporate bond market cap $trn .
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Most corporate bonds outstanding are rated either BBB or single-A

j&tSH US corporate bond market cap
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US corporate bond markets as a share of GDP
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Distribution of corporate credit ratings
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Debt-to-equity ratio 1s low for corporate America
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Fewer and fewer corporate bonds are rated AAA and AA
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Comparing the US IG index with the EU 1G index

7% Sectoral breakdown of US and Europe Investment Grade Corporate Index
B US Investment Grade Corporate W Europe Investment Grade Corporate
50
45
40
35
30
25
20
15
10
5 |Ill il 5. 00 mn uf
0 . - | m I
© % > 0 > © 5 = ©
g 8 S g < 5 = E O g g =
S < © Q = S 4 a & 0 3
e £= 9 < 5 Ll 3 2 @ - =
i 5 z S = S Y 5 5 =
T = — o .2
c (@)
@]
O

Source: Bloomberg Barclays, Bloomberg, Apollo Chief Economist. 151



APOLLO

Comparing the US HY index with the EU HY index
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Corporate pension funding status has improved

Ratio Milliman Corporate 100 Pension Funding Index $280
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Private vs public pension funding
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Retail investor activity in IG and HY

mn High yield and investment grade corporate bond ETF shares outstanding mn
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Put volumes for IG and HY ETF
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Fewer high yield bonds being traded
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I1G index drawdown
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Bonds
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APOLLO

The total value of negative yielding debt in the world
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All corporate bonds now have positive yields
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APOLLO

Credit spreads normally widen when the Fed 1s hiking

% —Fed Funds target rate —I|G Corporate credit spreads (RHS) bps
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US: Floating rate bonds outstanding, May 2024

US floating rate universe
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Source: Bloomberg, Apollo Chief Economist. Note: Other includes Munis, Agency and Securitized. The chart filters floating rate securities for all asset class from the fixed income SRCH <GO> screen on Bloomberg. 164



From QE to QT
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M&A activity
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Declining share of fallen angels in the HY index
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Big differences between weights in the S&P500 and the IG index

S&P 500 Index weight by market cap
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Big differences between weights in the S&P500 and the HY index

S&P 500 index weight by market cap
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Valuation of credit versus equities
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74% ot the US IG market trading below par
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% of Investment grade bonds trading below 90
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% of Investment grade bonds trading below 80
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84% of the US MBS market trading below par

% of MBS bonds trading below par
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US share of the world economy and global financial markets
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Corporate debt is coming down as a share of GDP

% GDP Non financial corporate liabilities % GDP
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Lower-rated firms are by definition more vulnerable to rising interest rates

Share of corporate bonds rated BBB and below
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Share of corporate bond market value outstanding rated BBB and below

Share of US corporate bonds outstanding rated BBB and below, by market cap
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Convergence between EU equity vol and EU HY spreads
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APOLLO

13% ot bonds in the HY index are trading with a yield higher than 10%

Z/?) % of HY corp bonds trading at yield > 10% % 4
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APOLLO

US CLO 1nvestor base by tranche

US CLO investor base
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Fed signaling lower risk-free interest rates is bringing back the hunt for yield

Risk spectrum
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Dual Class IPOs (% Total)
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Median age of IPOs

Years Median Age of IPOs in the US Years
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The yield on China HY 1s at 9%

Yield, % China HY Credit Yield, %
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APOLLO

Little contagion from China HY to US and EU credit markets

Normalised to 31st Dec 2020 YTD returns Normalised to 31st Dec 2020
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China property crisis intensifying
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China real state sector performance compared to its peers

Normalized as of 30 Dec 2022 Normalized as of 30 Dec 2022
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Top issuer names for IG and HY APOLLO

Top 50 Investment Grade corporate bond issuers Top 50 High Yield corporate bond issuers
1 Bank of America Corp. [CCO Holdings LLC/ CCO Holdings Capital Corp.
2 PMorgan Chase & Co. CSC Holdings LLC
3 Morgan Stanley [TransDigm Inc.
4 \Wells Fargo & Co. [Tenet Healthcare Corporation
5 Goldman Sachs Group Inc. Bausch Health Companies Inc.
6 Citigroup Inc. Community Health Systems Incorporated
7 AT&T Inc enture Global LNG Inc.
8 Comcast Corporation DISH DBS Corporation
9 erizon Communications Inc. Rovyal Caribbean Group
10 [Apple Inc. Sirius Xm Radio Inc
11 UnitedHealth Group Inc. (OneMain Financial Corporation
12 HSBC Holdings PLC Altice France S.A
13 Oracle Corp. Level 3 Financing Inc.
14 [T-Mobile USA Inc. 1011778 B.C. Unlimited Liability Company / New Red Finance Inc.
15 UBS Group AG Jiron Mountain Inc.
16 [Amazon.com Inc. istra Operations Co LLC
17 CVS Health Corp Carnival Corporation
18 [AbbVie Inc. Medline Borrower LP
19 lAmgen Inc. Alliant Holdings Intermediate LLC/Alliant Holdings Co-Issuer Inc
20 [The Boeing Company Hilton Domestic Operating Co Inc.
21 Barclays PLC IAlbertsons Cos Inc / Safeway Inc / New Albertsons LP / Albertsons LLC / (Albertsons Safeway LLC)
22 Home Depot Inc. Caesars Entertainment Inc New
23 Bristol-Myers Squibb Company Equitrans Midstream Corporation
24 Microsoft Corp. United Rentals (North America) Inc.
25 |intel Corporation Post Holdings Inc.
26 Sumitomo Mitsui Financial Group Inc. HUB International Ltd.
27 Charter Communications Operating LLC/Charter Communications Operating Capital Corp. Cloud Software Group Inc.
28 Energy Transfer LP Rakuten Group Inc.
29 Broadcom Inc Calpine Corporation
30 Mitsubishi UF) Financial Group Inc. Univision Communications Inc.
31 Pacific Gas and Electric Company Uniti Group LP/Uniti Fiber Holdings Inc/Uniti Group Finance 2019 Inc/CSL Capital LLC
32 General Motors Financial Company Inc Davita Inc
33 HCA Inc. Bombardier Inc.
34 RTX Corp. Service Properties Trust
35 Ford Motor Credit Company LLC Standard Buildings Solutions Inc.
36 BNP Paribas SA [AAdvantage Loyalty IP Ltd/ American Airlines Inc
37 [Walt Disney Company Clear Channel Outdoor Holdings Inc New
38 Lowes Companies Inc. Icahn Enterprises L.P. / Icahn Enterprises Finance Corporation
39 Philip Morris International Inc. enture Global Calcasieu Pass LLC
40 BP Capital Markets America Inc. NCL Corporation Ltd.
41 Enterprise Products Operating LLC Sunoco LP / Sunoco Finance Corp
42 Banco Santander S.A. [Walgreens Boots Alliance Inc.
43 U.S. Bancorp. UM Brands Inc.
44 [Anheuser-Busch InBev Worldwide Inc. [Transocean Inc.
45 International Business Machines Corporation Nationstar Mortgage LLC
46 [The Cigna Group odafone Group PLC
47 [Toyota Motor Credit Corp. Directv Financing LLC/Directv Financing Co-Obligor Inc.
48 Meta Platforms Inc Carvana Co
49 ohn Deere Capital Corp. IAllied Universal Holdco LLC / Allied Universal Finance Corporation
50 Merck & Co. Inc GFL Environmental Inc.

Source: Bloomberg, Apollo Chief Economist. Note: Top 50 issuers for COAO and HOAQ Index
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