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VWhat You Need to Know

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

The September nonfarm payrolls report was impressively strong. It reinforced

our views that this expansion remains defined by rolling sector cycles and that

job growth continues to be fueled by the Services sectors. Job growth came in at
+254k, well above both consensus (+150k) and the prior month's change of +159k
(upwardly revised). Beneath the surface, almost all other details of the report
looked robust, including a declining unemployment rate (4.1%, vs. 4.2% both for
consensus and the prior month) and a modestly accelerating rate of average hourly
earnings growth (+4.0% y/y vs. +3.8% consensus and +3.9% in the previous month).

WHAT DOES THIS MEAN FOR MARKETS

1. This report confirms our Services over Goods thesis, and underscores our
rolling recession and rolling recovery thesis. Just consider Services inflation
is running around five percent, while Goods is close to zero. Meanwhile, the
Services ISM surprised to the upside this week at 54.9, while manufacturing ISM
has been below 50 for 22 out of 23 months. From a jobs perspective, Services
jobs reached 202,000 this month, but Goods jobs totaled just 21,000 (and that
included 25,000 construction jobs). On a three-month average, that is 8.3x as
many Services jobs relative to Goods jobs (388,000 Services versus 47,000
in Goods). So, if you are a manufacturing CEO you would argue we are in a
recession, and if a Services CEO, you would see nearly 10% nominal growth and
strong employment as a nice recovery.
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2. Key drivers were Healthcare/Education and Leisure/

Hospitality, which together were 79% of Services
jobs this month. On the more cautious side,
Technology is essentially flat again this month, and
Financial Services are also at stall speed too.

. On the Goods side, we are essentially in a
manufacturing recession. Total manufacturing jobs
were -7,000, with both durable and hon-durable
Goods negative. China’s stimulus may help these
numbers, but we continue to forecast tepid growth in
this area of the economy into 2025.

. We still think that the Fed will need to cut, even if it
runs the risk of slightly higher inflation. Monetary
policy works with a lag, and we still think that the Fed
wants/needs to get short rates below four percent in
short order to help housing. At the same time,
financial intermediaries will benefit from a steeper
yield curve. We stick to our forecast for two more
cuts in 2024 followed by five more cutsin 2025 ata
once-every-meeting pace, and continue to see four
percent as the right long-term target for Treasury
bonds.

. We are still bullish on our Regime Change thesis. This
cycle is different, and we want more linkage

to nominal GDP, upfront yield, and collateral-based
cash flows. We do not see a 1970s-style inflation, but
we also don’t think we are going back to a period of
tight fiscal, loose monetary, and low inflation
conditions. If we are right, one needs to think about
asset allocation differently.

. What does this mean for investors? The idea that it is
time to hunker down, buy defensive stocks

and get long duration does not hold in the global
macro environment we envision. We suggest a more
balanced attack. This report is short-term bullish
Japan Equities (JPY weakness), USD, and cyclical
plays, especially housing. More importantly, our
work on Fed cutting cycles when there is

no recession suggests the current backdrop is highly
positive for Equities, as recessions are the single most
significant determinant of forward performance over
a12-month period. We continue to focus on thematic
investing around long-term winners that dovetail with
our Regime Change thesis,

including collateral-based cash flows, consumption
upgrades in Asia, the security of everything,
and productivity.

DETAILS

* September’s data and prior-month revisions
show that run-rate job growth is more robust
than markets had thought. The labor market is not
cooling fast enough (or evenly enough) to tip the U.S.
economy into recession. At the same time, however,
there are clearly pockets of weakness in the U.S.
economy (including Goods sectors) which validate
the Fed'’s thinking that rates are too restrictive and
need to come down. Said differently, today’s report
introduces the risk of slower cuts, but it does not
change our view on the Fed'’s destination of 3.125%
this cycle.

* Participation held flat at 62.7% and remains about
70 basis points below pre-COVID levels. That said,
we think a surge inimmigration is boosting labor
availability for low-skill roles, creating a more
disinflationary labor market backdrop. We stick to
our forecast for two more cuts in 2024 followed
by five more cuts in 2025 at a once-every-meeting
pace, and continue to see four percent as the right
long-term target for Treasury bonds.

* Private payrolls gains (+223k) were robust, following
three months of very weak growth (June - August
average was just +103k). That said, job growth
was heavily concentrated in just two categories:
Healthcare/Education (+81k) and Leisure/Hospitality
(+78k), while Temporary help Services contracted
-14k and Manufacturing employment contracted -7k.

* Month-over-month wage growth slowed to +0.4%
m/m from a revised +0.5% m/m in August, while the
year-over-year figure ticked up to +4.0% from +3.8%
previously. This figure is on the higher end of the
3-4% range that we view as ‘sustainable’ given 2.5%
inflation, but the weaker job prints in recent months
mean that the Fed (and markets) still do not view the
labor market as a source of inflation.
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Exhibit 1: Education/Healthcare, Leisure & Hospitality,
and Construction Drove Nearly All of September’s
Headline Job Gains
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Data as at September 30, 2024. Source: Bloomberg, KKR Global
Macro & Asset Allocation analysis.

Exhibit 2: The Breadth of Job Growth Is
Increasingly Narrow
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Data as at September 30, 2024. Source: U.S. Bureau of Labor
Statistics, KKR Global Macro & Asset Allocation analysis.

More importantly, our work
on Fed cutting cycles when
there is no recession suggests
the current backdrop is

highly positive for Equities, as
recessions are the single most
significant determinant of
forward performance over a
12-month period. We continue
to focus on thematic investing
around long-term winners
that dovetail with our Regime
Change thesis, including
collateral-based cash flows,
consumption upgrades in Asia,
the security of everything,
and productivity.



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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