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VWhat You Need to Know

How are we thinking about the
December 2025 U.S. jobs report?

U.S. jobs data for December reinforced our ongoing narrative around what
continues to be a tepid but also resilient U.S. labor market. Trend job growth
remains in moderately positive territory, but largely via the support of just a
few key services sectors, mostly government-related.

* Looking at the details, nonfarm payrolls grew by +50k in December,
below consensus of +70k and essentially in-line with the prior-month
level of +56k (downwardly revised). Despite lukewarm headline job
growth, the unemployment rate fell fully 20 basis points to 4.4% from
4.6%. The unemployment rate improvement came from a combination
of better worker-reported job growth in the Household survey (+232k vs.
+50k in the Establishment survey) as well as an annual revision to seasonal
adjustments that likely pushed down on unemployment by 0.5-1tenth.
Another important ‘hot’ element of this report is that average hourly
earnings came in at +3.8% y/y, well above consensus (+3.6%) and the prior
month level (+3.5%).

* Atthesectorlevel, just a few key services areas — mostly government-
related — are now driving job growth. Specifically, Healthcare/Education,
Leisure/Hospitality, and Government collectively accounted for +101k
jobs in December. All other areas declined by -51k jobs. Bottom line:
areas supported by expansive government and healthy upper-income
households are doing fine. Meanwhile, rate-sensitive and more cyclical
areas remain under pressure.
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WHAT DO WE THINK THIS MEANS FOR INVESTING
AND MARKETS?

No change to our outlook for healthy U.S. GDP in
2026 (+2.3% vs. consensus 1.8%), or for an additional
two Fed cuts to a low of 3.125% in 2026. Outsized
productivity continues to support GDP, even as weak
growth in rate-sensitive sectors (e.g., Construction -11k)
tells us that more Fed accommodation is needed. Amid
the crosscurrents, we retain conviction in our Regime
Change framework marked by a higher resting rate for
U.S.inflation, as evidenced by the persistently elevated
hourly earnings we are seeing.

However, we continue to think it willbe a somewhat
more challenging backdrop for the Fed to deliver
more than two additional cuts (our base case is for
two cuts in 2026). Claims remain in the low-200k range,
layoff rates have not picked up materially, average
weekly hours are unchanged from a year ago, and
wage growth remains healthy in the +0.2-0.3% m/m
range.

We continue to focus on the fact that the Fed is
cutting into a balance sheet that is still 22% of GDP.
Said differently, financial conditions are still very
accommodative. Credit spreads are tight, equity
markets are robust, and the dollar has peaked.
Moreover, the technical picture (or lack of supply)
remains supportive. Overall, though, we see a major
broadening of the market. We have had 21% annualized
returns the past three years, but it has come from 13%
per year multiple expansion, and just three sectors
performing.

What to watch for? Input costs are rising, as evidenced
by wages staying robust at a time when commodity
prices ex-oil are surging too. On the offset, productivity
is booming, so focus on companies with productivity
gains that have an ability to pass through price
increases. This thesis will be key in 2026.

With public market valuations now more
challenging—particularly for U.S. mega-caps—we
continue to call for High Grading. In liquid markets,
the cost to upgrade portfolio quality is unusually
low for both credit and equities. On the private
side, we advocate 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).
Overall, the U.S. story is not over, given what we are
seeing on the productivity front. We feel good about
our major investment themes. Specifically, we favor
services over goods, capital heavy to capital light,
collateral-based cash flows, productivity enhancement
stories, the security of everything, and intra-Asia trade.

KEY DETAILS FROM THE DATA:

* Job growthis at stall speed across the ‘core’ private
economy (i.e., excluding Government, Healthcare,
and Education). Despite headline job gains, private
jobs ex-education and healthcare contracted -4k in
December after contracting -9k in November. Apart
from leisure and hospitality (+49k), nearly every
sector saw net job losses in December, including
manufacturing (-8k), retail/wholesale trade (-27k),
and transportation (-7k). We are above consensus
on GDP this year, but the fact this comes from
productivity growth vs. broad-based employment
gains reinforces the ‘K-shaped’ nature of this
recovery, both for households and businesses.

* Importantly, the labor market is cooling, but itis
not coming apart, which places a natural ceiling on
how far the Fed can ease. Claims remain near cycle
lows, layoffs have yet to inflect higher, hours worked
are stable, and wage growth continues torunata
firm 0.2-0.3% month-over-month pace. Against that
backdrop, if unemployment remains contained while
core inflation firms again—as we expect—it will be
difficult for the Fed to move beyond the two cuts
embedded in our outlook.

However, we continue to think
it will be challenging for the
Fed to deliver more than two
additional cuts.
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Exhibit 1: Healthcare Continues to Drive Majority of
Job Gains In December
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Data as at January 9, 2026 Source: Bureau of Labor Statistics, KKR
Global Macro & Asset Allocation analysis.

Exhibit 2: \We Continue to See Divergence Between
Goods and Services Which Is Evident Across Job
Growth and Inflation

Goods vs. Services, % Change, Y/y
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Dataas at January 9, 2026 Source: U.S. Bureau of Labor Statistics,
KKR Global Macro & Asset Allocation analysis.

Exhibit 3: Job Openings/Unemployed Ratio Back
to 2018 Level, Which We Think Fed Might View as
Close to ‘Neutral’

Labor Market Slack and Wage Growth
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Data as at January 9, 2026 Source: U.S. Bureau of Labor Statistics,
KKR Global Macro & Asset Allocation analysis.

Input costs are rising, as
evidenced by wages staying
robust at a time when
commodity prices ex-oil are
surging too. On the offset,
productivity is booming, so
focus on companies with
productivity gains that have
an ability to pass through price
increases. This thesis will be
key in 2026.
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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. The views expressed reflect the current views of Mr. McVey

as of the date hereof and neither Mr. McVey nor KKR undertakes to
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or statements regarding financial market trends are based on current
market conditions and are subject to change without notice. References
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are not consistent with the information and views expressed in this
document.

The views expressed in this publication are the personal views of
Henry H. 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 document is not research and
should not be treated as research. This document 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 document is not
intended to, and does not, relate specifically to any investment strategy
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and an investor’s own views on the topic discussed herein.

This publication 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 document 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 noris 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
significantly different than that shown here. This publication should not be
viewed as a current or past recommendation or a solicitation of an offer to
buy or sell any securities or to adopt any investment strategy.

The information in this publication 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 document, 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 publication and no responsibility or
liability is accepted for any such information. By accepting this document,
the recipient acknowledges their understanding and acceptance of the
foregoing statement.

The MSCI sourced information in this document is the exclusive property
of MSCl Inc. (MSCI). MSCI makes no express or implied warranties or
representations and shall have no liability whatsoever with respect

to any MSCl 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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