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OUTLOOK FOR 2023: INFLATION HAS PEAKED, TIME TO PUT MONEY TO WORK

Legal Disclaimer

Unless otherwise noted, information included herein is presented as of the dates indicated. Apollo Global
Management, Inc. (together with its subsidiaries, "Apollo”) makes no representation or warranty, expressed or
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 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 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, 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-looking statements may
be identified by the use of terminology including, but not limited to, “may”, “will", "should”, “expect”’, “anticipate”,
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“target”, "project”, "estimate”, “intend”, “continue” or "believe” or the negatives thereof or other variations thereon or
comparable terminology.
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10 Facts about the US Treasury market

1. Government debt levels are going to rise from 100% to 200% of GDP

2. Deficits are projected to be more than $1 trillion every year for the next 10 years

3. $9 trillion of government debt will mature over the coming 12 months

4. Since the Fed started raising rates households, pension, and insurance have been buying more Treasuries
5. China has lowered its holdings of Treasuries from $1.2 trillion in 2015 to $800 billion today

The weighted average maturity of debt outstanding is currently 6 years

A rising share of debt outstanding is T-bills, currently 22%

Treasury auction sizes will in 2024 increase on average 27% across the yield curve

© o N o

Debt servicing costs are currently 12% of total government outlays

10. Interest payments have doubled from $1 billion per day before the pandemic to almost $2 billion per day in
2023

Investors should keep an eye on: 1) Treasury auctions, 2) rating agencies, and 3) the term premium

Source: Apollo Chief Economist 3
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1. Under current policies, government debt outstanding will grow from 100% to 200% of GDP
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Source: CBO, Haver Analytics, Apollo Chief Economist 4
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2. Trillion-dollar deficits as far as the eye can see: OMB projections

b trn US: Budget surplus/deficit, in USD $trn
M Budget surplus/deficit B OMB Federal Budget projection
0.75 0.75
0.25 .
- T I T T T T T T IR L | NN | ll_ l l

o025 LHLLLUTTL 1) |||||| o025
-0.75 -0.75
-1.25 -1.25
-1.75 -1.75
-2.25 -2.25
-2.75 -2.75
-3.25 -3.25
-3.75 -3.75

N~ o o O (0))} Al LN (o0} — <t N~ (@] o O (0)) Al LN (e0] — <t N~ o o O (@) Al LN o0 —

<t LN LN LN LN Ne) Vo) O N~ N~ N~ o] (o0] o0 o] (@) (@) (@) o (@) (@] — — — — (qV] (@Y} (@\] (gp]

(@)) (@) (@))] (@)} (@)} (@) (@) (@) (@)} (@)} (@) (@) (@) (@)} (@)} (@) (@) (@) (@) (@) (@) (@] (@] o (@) o o o o

— — — — — — — — — — — — — — — — — — @\ (q\] e\ e\ e\ @\ e\ e\ (e\] @\ (@\]

Source: OMB, Haver Analytics, Apollo Chief Economist 5



APOLLO

3. $9trn of government debt will mature over the next year

$ bn —Market Interest-Bearing Public Debt Maturing Within One Year or Less %
—Percentage of Marketable Debt Maturing in the Next 12 Months (RHS)
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Source: Treasury, BEA, Haver Analytics, Apollo Chief Economist 6
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4. US households, foreigners and real money buying Treasuries. Fed selling Treasuries

$ trn Holders of US Treasuries $tm
9 —Federal Reserve ——Households Real money —Foreign —Banks 9
8 \/f 8
7 Fed starts  /
6 raising rates 6
5 \ 5
4 T4
3 3
=/

2 2
T = - — 1
o T — 0
-1 -1
FSFFFTFTFTEFTE & T8

Source: FFUNDS, Haver, Apollo Chief Economist 7
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5. Japanese and Chinese holdings of Treasury securities
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6. Weighted average maturity of debt outstanding

Years — Average maturity of all US Treasuries outstanding Years
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Source: Treasury, Haver Analytics, Apollo Chief Economist 9
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7. Share of 'T-bills has increased significantly

% Treasury bills outstanding as a share of total marketable debt %
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8. Treasury auction sizes will increase on average 27% across the yield curve

1$Obgo Treasury issuance across tenors
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Source: SIFMA, TBAC, Haver Analytics, Apollo Chief Economist. Note: Estimates from August 2024 to Dec 2024 from the TBAC neutral issuance scenario. 1
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9. Government debt servicing costs currently make up 12% of government spending
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10. US government interest payments per day have doubled from $1bn per day
before the pandemic to almost $2bn per day in 2023

ggn 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. 13
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OMB forecasts 5% budget deficit every year for the next 10 years
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More Treasury supply from QT

$ bn Treasury securities held by the Federal Reserve $ bn
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Source: U S Treasury, Bloomberg,, Apollo Chief Economist 16
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Who owns the $25trn Treasuries outstanding?

$ bn Holdings of Treasuries
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Source: FFUNDS, Haver, Apollo Chief Economist 18



Trend decline 1n foreign ownership of US government bonds since 2015

% Foreign holdings of US Treasury securities as a share of outstanding public debt
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Fed selling Treasuries (doing QT). Domestic investors buying Treasuries

Holdings of Treasuries (% Treasury debt outstanding)
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Source: FFUNDS, Haver, Apollo Chief Economist 20
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As the Fed was raising rates, US households were big buyers of US Treasuries.
But this trend is now reversing
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Source: FFUNDS, Haver, Apollo Chief Economist 21
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Foreign official holdings of Treasury bills and bonds

$bn, 12 month sum Foreign official institutions holdings of US Treasuries $bn, 12 month sum
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Foreign purchases of Treasuries come mainly from the private sector

$ bn, 12m sum $ bn, 12m sum
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23



China is selling US Treasury and Agency bonds

$bn
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Japan: Insurance and pension own most of the foreign debt securities

$bn Japanese holdings of foreign debt securities
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Hedging costs are high for Japanese investors buying US Treasuries

—EUR-hedged 10-yr US Treasury yield minus 10-year Bund yield
—JPY-hedged 10-yr US Treasury yield minus 10-year JGB yield
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Source: Bloomberg, Apollo Chief Economist. Note: Hedged Treasury yield is calculated as ((((-3 month forward/10000)/exchange rate)+1)*4-1)*100 + 10 year US Treasury yield. 26



Who owns different countries’ government debt?
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Switzerland, Japan, Korea, and US have high domestic ownership of government bonds
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EM: Who owns different countries’ government debt?
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The maturity structure of US government debt
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The share of T-bills on the Fed balance sheet is much smaller than T-bills as a
share of outstanding marketable debt
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Source: Treasury, FRB, Haver Analytics, Apollo Chief Economist 31



Debt servicing costs rising
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Debt servicing costs rising rapidly

$bn Net interest payments on US Federal debt % GDP
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Source: Treasury, OMB, Haver Analytics, Apollo Chief Economist. Note: OMB estimates 10-year yield at around 3.5% in the next 10 years 33
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CBO: Debt servicing costs will grow as a share of total outlays over the next 30 years

Total outlays, 2023 Total outlays, 2053

" Net Interest  ® Noninterest B Net Interest B Noninterest

Source: CBO, Apollo Chief Economist 34
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CBO: Non-interest outlays distribution, 2023 vs 2053

Total non-interest outlays, 2023 Total non-interest outlays, 2053
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Source: CBO, Apollo Chief Economist 35
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Interest payments on government debt are rising

% %

—Total interest expense as a % of public debt outstanding —— 10 year rates (6m forward) (rs)
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Treasury auction metrics
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Auction sizes growing in 2024

$ bn Nominal Security Auction Sizes $ bn
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Source: Bureau of Public Debt, Haver Analytics, Apollo Chief Economist 38
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Downside risks to bid-to-cover ratios in 2024

3mma Bid-to-Cover Ratio 3mma
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Downside risks to bid-to-cover ratios in 2024

3mma Bid-to-Cover Ratio 3mma
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Very high share of Treasury issuance is T-bills
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T-bill issuance dominates

$bn, 3 month sum

Gross issuance of US Treasurys
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Normally, the Treasury only issues a lot of T-bills during recessions
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Significant increase in the supply of T-bills
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Indirect bidder share rising for 1- and 2-year notes
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Indirect bidder share for 5- and 7-year notes
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Indirect bidder share for 10- 20- and 30-year Treasuries
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2-year bond auction tails
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3-year bond auction tails
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5-year bond auction tails
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7-year bond auction tails
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Auction tail 7-Year bond auction tail Auction tail
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10-year bond auction tails
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30-year bond auction tails
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Growing debt levels: What to watch?

1. Treasury auctions
2. Ratings agencies

3. The term premium

Source: Apollo Chief Economist
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Term premium is key
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CBO 1interest rate assumptions
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Interest rates will remain permanently higher
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G4 Central bank balance sheets
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Public debt outstanding vs primary dealer trading volume
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