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The Federal Reserve just wrapped its September meeting, and beneath the rate-cut
headlines is a story of tension: between growth and inflation, jobs and prices, stability and
volatility, and even between points of view of the Fed members themselves. With slowing
job gains and sticky inflation, the stakes for every policy move are high as the US economy
tries to avoid stagflation.

In this episode, Apollo’s chief economist Torsten Slok unpacks what these tensions can
mean for the economy, for markets, and for portfolios.

What's just your overall take on the Fed’s decision to cut 25 basis points and all the
considerations that went into it?

A: They did cut 25 basis points, and they signaled that more cuts are coming. The number one conclusion is interest
rates are going to go down a little bit more, but there’s also a second conclusion, which is that interest rates are only
going to go down basically 50 basis points more this year, and then they only have one cut next year. So a very
important conclusion for investors is, this is not a situation where the Fed is cutting rates in panic because they're
worried about the economy slowing down. They are basically telling us that the level of yields in fixed income is still
going to remain relatively elevated for the next several years because they are not foreseeing a recession. They're
not predicting a sharp slowdown. They are monitoring very carefully the headwinds to the outlook, but the big
picture is they view this as a risk management cut. And | think the markets should be looking at it that way, that this
was a cut that is basically now bringing us through more wait-and-see on what the incoming data will show over the
coming months. Is the labor market still slowing down? Is inflation going up more? And that will then drive their next
decisions.
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Q: They did revise growth up, and at the same time, expectations for inflation are also up. So
you’'ve got inflation and growth with rate cuts. How's that all work together?

A: If you tell me that inflation is going to be higher, that tells me | should raise interest rates. If you tell me growth is
going to be higher, that also tells me | should be raising interest rates. So why did they cut? This is why Jay Powell
justified it by saying, we are doing this out of the worry that the labor market might be slowing down faster. The last
print on the employment report was relatively weak, and if we do continue in the direction of more weakness in the
labor market, it's probably a good idea to get ahead of that. It was somewhat inconsistent to, on the one hand say,
growth is better, inflation is better. And then say, well, we are cutting interest rates. So that’s why it was justified as a
risk management cut trying to adjust for the risk of the economy indeed slowing more over the coming months.

Q: On that employment picture, 15 FOMC members think their unemployment forecast has
up?lide risk. At the same time, hiring has slowed. How do you see the employment picture
right now?

This is a very important debate, and we actually just got another point on that. Neel Kashkari, president of the
Minneapolis Fed, said in a speech yesterday that only half of the slowdown in job growth was because of the
slowdown in immigration. He thought that immigration slowing down isn't the only reason job growth is slowing. It
is also the case that companies are hiring fewer workers. That's a recognition by an important FOMC member that
the economy is actually slowing in the background, and the rise we've seen in the unemployment rate confirms that
it is a slowdown in the background in the labor market. Combining that with the number of job openings going
down, we still have, as Jay Powell also talked about, a very low hiring rate, a very low quits rate. Very few people are
quitting their jobs, very few people are getting hired. That is a labor market at a standstill where their worry is that
we are at risk of seeing upside to the unemployment rate. But | think that they view this as, just try to do one cut
here and then wait a few more months and a few more observations to figure out if this weakening of the labor
market is continuing. Because if the unemployment rate does begin to go up more meaningfully, of course then
they will have to begin to cut much faster.

>

At the same time, 12 FOMC members think that their inflation forecast has upside risks.
Upside risks to unemployment at the same time as upside risks to inflation points to a
stagflationary environment. How are you seeing that?

A: Ithink investors should be positioned for the potential of stagflation. The forecast they presented indeed has inflation
going up and growth slowing. They're essentially telling us that on the one hand, if inflation goes up, the Fed should be
hiking. But on the other hand, if growth is slowing down, the Fed should be cutting. This is why their dual mandate is
experiencing some tension at the moment, between how much weight they put on inflation going up and how much
weight they put on growth slowing down. They're worried about the upside risk to inflation likely because no one quite
yet knows exactly how much tariffs will feed through to inflation. We've seen some upward pressure, especially on
goods inflation and leading indicators of services inflation. | think the market is more worried that there is some upside
risk to inflation that maybe we're not appreciating enough.

At the same time, because of immigration, you're beginning to see wage growth in some of the sectors where
unauthorized immigrants are working, namely construction, agriculture, hotels, and restaurants. There's still upside
risk pressure on inflation coming from tariffs and from immigration restrictions. And finally, the dollar has been
going down almost 10% since the beginning of the year. When the dollar goes down, things we buy abroad become
more expensive. That’s also an inflationary impulse. | think that they worry about these three forces, and that'’s the
reason why they’re saying that there’s upside risk to inflation in their forecast.
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Q:
A:

The amount of conflicting data points could perhaps explain some conflicting points of
view among FOMC members. How important is this divergence of viewpoints?

If you look at the academic literature that has asked this question, a number of papers have been written have
shown that if you have more disagreement among FOMC members - or in the broader context, if you have
disagreement among central bankers internally - that begins to raise all kinds of risks for higher volatility. Can we
then trust what the dot plot is saying? A unique part of the dot plot that just came out is that there was one member
who was saying that they expect a lot of cuts by the end of the year, but there was another member who actually
thought that they should be hiking by the end of the year. And the dispersion in views was very dramatic. The fact
that there’s such a disagreement is indeed telling you that there are some communication challenges ahead and
likely going into next year, especially with Jay Powell stepping down on May 15 next year. That's why this discussion
around agreement is not just some academic debate. It is something that has significant consequences for volatility.
It might also even begin to have consequences for the steepness of the yield curve if people begin to worry about
that the new Fed committee essentially is going to accept a higher level of inflation and have an inflation target
that’s higher than the 2% they have today. And that would be a very, very serious change in the regime.

It's not just the Fed. Yesterday the Bank of England kept rates steady. How are you seeing
the environment outside the United States?

One very important difference between the economy in the US and many parts of the world is that the US is at the
moment engaged in a trade war and raising tariffs on literally every trade partner. That means that imports are now
being taxed because of tariffs going up, creating an inflationary impulse specific to the US. That's very different. For
example, Germany. In Germany there is a trade war toward the US, but Germany is not in a trade war with France,
with Italy, with Spain, with the UK, with Canada, with Australia. For that reason, the inflationary impulse in Germany
is not to the same degree to the upside as it is in the US. So for the UK - and also Europe, Canada, Australia - there
is some inflationary pressure, but you have more prospect for the central banks cutting rates because they do not
face the same inflation problem that we face in the US. That’s a very important reason also why we should expect
US interest rates to stay higher for longer while we should expect interest rates to begin to go down around the
world.

How do you see implications of all of this on asset allocation and portfolios moving
forward?

The number one takeaway for investors is that, yes, the Fed is indeed cutting interest rates, and it will likely
continue. But very importantly, the likelihood of a recession has been going down. The consensus thought a few
weeks ago that the probability of recession was 40%, and in the latest data, it is only at 30%. So it’s not zero, and
that is important, but the view from the consensus - and this is also our view - is that there is a 70% chance we will
not have a recession. The nature of the shock that we are experiencing is some headwinds from tariffs, from
immigration restrictions, from student loan payments restarting. These are not a shock like Lehman Brothers, not
like COVID. These headwinds are somewhat intense, but they are not something that will completely topple the
economic outlook.

That brings me to the conclusion that yield levels in the US, especially with this upside pressure on inflation, are
going to stay at a higher level than the rest of the world. And then you can still cut coupons in private credit, in
public credit, everywhere in fixed income markets, with a level of yields that still looks attractive relative to what you
can get in the rest of the world. At this point, where we're sitting today, | still think the conclusion is that the yield
level is higher, and fixed income investors are benefiting from that and will still be paying a very nice steady coupon
and cash flow over the coming quarters ahead.
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Q: What are you looking at now? What’s next?

A: When the Fed is telling us that they worry about the upside risk to inflation and the upside risk to unemployment, it
is absolutely critical that we in markets now spend time on what exactly they’re worrying about. We spend a lot of
time here on all the indicators we can look at to have some idea about what’s happening to the labor market, what's
happening to inflation. The Fed will at its next meeting in late October will again be caught in a situation where they
need to choose: Do they want to put more weight on inflation going up, or do they want to put weight on growth
slowing down? So it really ends up being a debate around, does the Fed like apples, or do they like oranges? Do
they like more inflation? Do they like more of the growth slowdown? And that’s why the outlook and the trajectory
for the labor market is the number one issue. And the close number two is the outlook for inflation. The different
diverging trends in the risk that the labor market might be softening and at the same time inflation may be going up
is creating a lot of challenges. | look at the dual mandate, and we need to figure out what could turn out to be worse
on the inflation front or worse on the labor market front.

Note: The responses above have been edited for clarity and concision and do not represent
a verbatim transcript of the podcast.

Podcast recorded on September 19, 2025.

The information herein is provided for educational and discussion purposes only and should not be construed as financial or investment advice, nor should
any information in this document be relied on when making an investment decision. Opinions and views expressed reflect the current opinions and views of
the authors and Apollo Analysts as of the date hereof and are subject to change. Please see the end of this document for important disclosure information.

ATLWAA-20250918-4835909-15246990



Fed Meeting: Tensions Rising

Important Disclosure Information

This presentation is for educational and informational purposes only
and should not be treated as research. This presentation may not be
distributed, transmitted or otherwise communicated to others, in
whole or in part, without the express written consent of Apollo Global
Management, Inc. (together with its subsidiaries, “Apollo”).

The views and opinions expressed in this presentation are the views and
opinions of the speaker(s) of the podcast. They do not necessarily reflect
the views and opinions of Apollo and are subject to change at any time
without notice. Further, Apollo and its affiliates may have positions (long
or short) or engage in securities transactions that are not consistent with
the information and views expressed in this presentation. There can be no
assurance that an investment strategy will be successful. Historic market
trends are not reliable indicators of actual future market behavior or future
performance of any particular investment which may differ materially, and
should not be relied upon as such. Target allocations contained herein

are subject to change. There is no assurance that the target allocations
will be achieved, and actual allocations may be significantly different

than that shown here. This presentation does not constitute an offer of
any service or product of Apollo. It is not an invitation by or on behalf of
Apollo to any person to buy or sell any security or to adopt any investment
strategy, and shall not form the basis of, nor may it accompany nor form
part of, any right or contract to buy or sell any security or to adopt any
investment strategy. Nothing herein should be taken as investment advice
or a recommendation to enter into any transaction.

Unless otherwise noted, information included herein is presented as of
the dates indicated. This presentation is not complete and the information
contained herein may change at any time without notice. Apollo does

not have any responsibility to update the presentation to account for
such changes. Apollo has not made any representation or warranty,
expressed or implied, with respect to fairness, correctness, accuracy,

reasonableness, or completeness of any of the information contained
herein, and expressly disclaims any responsibility or liability therefore.
The information contained herein is not intended to provide, and should
not be relied upon for, accounting, legal or tax advice or investment
recommendations. 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
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use of terminology including, but not limited to, “may”, “will”, “should”,
“expect”, “anticipate”, “target”, “project”, “estimate”, “intend”, “continue”
or “believe” or the negatives thereof or other variations thereon or

comparable terminology.

Investing involves risk including loss of principal. Alternative investments
often are speculative, typically have higher fees than traditional
investments, often include a high degree of risk and are appropriate only
for eligible long-term investors who are willing to forgo liquidity and put
capital at risk for an indefinite period of time. They may be highly illiquid
and can engage in leverage and other speculative practices that may
increase volatility and risk of loss.

The Standard & Poor’s 500 (“S&P 500”) Index is a market-capitalization-
weighted index of the 500 largest U.S. publicly traded companies by
market value.

Past performance does not guarantee future results.

Additional information may be available upon request.

To learn more, visit ApolloAcademy.com
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