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VWhat You Need to Know

How are we thinking about the
August 2025 U.S. CPI report?

August CPI data indicates core inflation remains steady at +0.3% m/m (and 3.1% y/y), in-
line with economists’ estimates, while initial unemployment claims picked up to +263k
from +237k, their highest level since 2021 and well above the YTD average of +228k.

Inflation uncertainty previously led the Fed to adopt a more neutral stance, despite
labor market weakness. We now anticipate the Fed will do more in 2025, so we are
adding an additional rate cut to our forecast, which implies three cuts this year
(one every meeting) versus our ‘old’ forecast of two cuts in 2025. We leave 2026
at three cuts, but our bias is towards either more cuts in 2026 and/or the end of
Quantitative Tightening in 2025.

Though we think the Fed will be doing more in the near term, cutting an additional 25
basis points matters less when their balance sheet s still 22% of GDP, credit spreads
are tight, equity markets are robust, and the dollar is weakening. Moreover, the
technical picture (or lack of supply) is as good as we have seen in three decades. In
this market we still see the ‘Glass as Half Full’, though we are tilting more towards
operational improvement stories in Private Equity (especially corporate-carve outs),
collateral-based cash flow (Infra, Real Estate Credit, and Asset-Based Finance), and
structured deals (including structured equity with both downside protection and
upside equity opportunity). We still see a weaker dollar, which means more money
should flow overseas. That said, the U.S. story is not over, given what we are seeing on
the productivity front (which should help offset weaker job growth).
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WHAT DO WE THINK YOU NEED TO KNOW?

* Goods inflation was hot (as expected), but we
think sticky core services inflation is settling
in a healthier range. We revise up our 2026 CPI
forecast to 2.9% from 2.8% (marking to market for
energy-related inflation), but the key signal we
take away is that core services inflation looks set to
continue moderating, which will make it easier for
policymakers to look through tariff-related inflation.

* Meanwhile, unemployment claims reenforce our
view that the labor market is near stall speed.
Claims came in at +263k (which represents an
increase of +26k from +237k), not consistent with a
recession for private side employment, but clearly
showing the impact of slower government hiring on
overall job creation.

* For the Fed, we do not see the bottom falling out
of nominal growth, but we do think policymakers
will want to deliver more easing at the margins.
We now expect three cuts this fall, up from two
previously, and we stick to our forecast of three
cuts in 2026. On balance, risks remained skewed to
the downside, especially if the labor market slows
further from here.

* Longer-term, we stick to our 3.38% estimate for
‘neutral’ rates. This slowdown is a ‘pause,’ not a
‘reset’ for our Regime Change thesis. The Fed has
missed on its inflation target for 53 months in arow,
and we expect inflation to remain above mandate
through 2026. Meanwhile, we do not expect a major
economic/credit cycle like we saw in 2008, and
we are sticking to our four percent target for bond
yields longer-term. As such, we continue to expect
an investing environment where long-end rates are
fairly high and financial conditions are easy.

DETAILS

Core services inflation slowed in August, particularly
in non-housing services (a key pain point for the

Fed this cycle). Core services slowed to +0.3% m/m in
August from +0.4% in July, and supercore inflation now
looks more ‘settled.” On the other hand, we continue to
view shelter inflation as a disinflationary input over the
medium term given continued softness in key rental/
housing markets. Our bottom line is that we see core
services remaining well contained from here, despite
price pressures on the goods side of the economy
(Exhibit 1).

Core goods prices picked up to +0.3% m/m from
+0.2% in July, driven by increases in tariff-exposed
categories. We continue to see auto inflation ratcheting
higher as 2026-year models are released, along with
continued inflation in small-ticket items like apparel,
which coincides with our long-held thesis that tariff
inflation will have its biggest impact this fall/1H2026.
We actually view this as a somewhat dovish input, as it
will enable Fed policymakers to look ahead to a more
benign inflation backdrop in 2026 when setting interest
rates.

Though we think the Fed will
be doing more in the near
term, cutting an additional
25 basis points matters less
when their balance sheet

is still 22% of GDP, credit
spreads are tight, equity
markets are robust, and the
dollar is weakening.
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Exhibit 1: The Most Important Takeaway From This

Month’s Report Is That Core Services Is Coming Down,

Albeit Quite Slowly
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Data as at August 31, 2025. Source: Bloomberg, KKR Global Macro &

Asset Allocation analysis.

Exhibit 2: That Will Allow the Fed to Focus on the Labor

Market, Which Is Near Stall Speed

Initial Jobless Claims, 000s
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Data as at September 11, 2025. Source: Bloomberg.

Longer-term, we stick to our
3.38% estimate for ‘neutral
rates. This slowdown is a
‘pause, not a ‘reset’ for our
Regime Change thesis. The
Fed has missed on its inflation
target for 53 months in a
row, and we expect inflation
to remain above mandate
through 2026. Meanwhile,
we do not expect a major
economic/credit cycle like

we saw in 2008, and we are
sticking to our four percent
target for bond yields longer-
term. As such, we continue
to expect an investing
environment where long-
end rates are fairly high and
financial conditions are easy.



Important Information

The views expressed in this presentation are the personal views of Henry
McVey of Kohlberg Kravis Roberts & Co. L.P. (together with its affiliates,
“KKR") and do not necessarily reflect the views of KKR itself or any
investment professional at KKR. This presentation is not research and
should not be treated as research. This presentation does not represent
valuation judgments with respect to any financial instrument, issuer,
security or sector that may be described or referenced herein and does not
represent a formal or official view of KKR. This presentation is not intended
to, and does not, relate specifically to any investment strategy or product
that KKR offers. Itis being provided merely to provide a framework to
assistin the implementation of an investor’s own analysis and an investor’s
own views on the topic discussed herein.

The views expressed reflect the current views of Mr. McVey as of the date
hereof and neither Mr. McVey nor KKR undertakes to advise you of any
changes in the views expressed herein. References to “we”, “us,” and “our”
refer to Mr. McVey and/or KKR's Global Macro and Asset Allocation team,
as context requires, and not of KKR. Opinions or statements regarding
financial market trends are based on current market conditions and are
subject to change without notice. References to a target portfolio and
allocations of such a portfolio refer to a hypothetical allocation of assets and
not an actual portfolio. The views expressed herein and discussion of any
target portfolio or allocations may not be reflected in the strategies and
products that KKR offers or invests, including strategies and products to
which Mr. McVey provides investment advice to or on behalf of KKR. It
should not be assumed that Mr. McVey has made or will make investment
recommendations in the future that are consistent with the views
expressed herein, or use any or all of the techniques or methods of analysis
described herein in managing client or proprietary accounts. Further, Mr.
McVey may make investment recommendations and KKR 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
document.

This presentation has been prepared solely for informational purposes. The
information contained herein is only as current as of the date indicated, and
may be superseded by subsequent market events or for other reasons.
Charts and graphs provided herein are for illustrative purposes only. The
information in this presentation has been developed internally and/or
obtained from sources believed to be reliable; however, neither KKR nor Mr.
McVey guarantees the accuracy, adequacy or completeness of such
information. Nothing contained herein constitutes investment, legal, tax or
other advice nor is it to be relied on in making an investment or other decision.
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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 significant-
ly different than that shown here. This presentation should not be viewed
as a current or past recommendation or a solicitation of an offer to buy or
sellany securities or to adopt any investment strategy.

The information in this presentation may contain projections or other
forward-looking statements regarding future events, targets, forecasts or
expectations regarding the strategies described herein, and is only current
as of the date indicated. There is no assurance that such events or targets
will be achieved, and may be significantly different from that shown here.
The information in this presentation, including statements concerning
financial market trends, is based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for
other reasons. Performance of all cited indices is calculated on a total return
basis with dividends reinvested. The indices do notinclude any expenses,
fees or charges and are unmanaged and should not be considered
investments.

The investment strategy and themes discussed herein may be unsuitable
for investors depending on their specific investment objectives and
financial situation. Please note that changes in the rate of exchange of a
currency may affect the value, price or income of an investment adversely.

Neither KKR nor Mr. McVey assumes any duty to, nor undertakes to update
forward looking statements. No representation or warranty, express or
implied, is made or given by or on behalf of KKR, Mr. McVey or any other
person as to the accuracy and completeness or fairness of the information
contained in this presentation, and no responsibility or liability is accepted
for any such information. By accepting this presentation in its entirety, the
recipient acknowledges its understanding and acceptance of the foregoing
statement.

The MSCl sourced information in this presentation is the exclusive property
of MSClInc. (MSCI). MSCI makes no express or implied warranties or
representations and shall have no liability whatsoever with respect to any
MSCI data contained herein. The MSCl data may not be further redistributed
or used as a basis for other indices or any securities or financial products.
This reportis not approved, reviewed or produced by MSCI.
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