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GDP Growth (2025 Core Inflation Unemployment Rate Debt-to-GDP

Proj.) 4.0% 4.1% 135.9%

1.6%
Above Target +0.3% YoY Projected 137% by
YoY A: -1.2% 2034

91. Macroeconomic Backdrop: Stagflation Risks
Intensify

lmKey Economic Indicators

Current Value Pre-Pandemic Avg
Avg. Effective Tariff >15% +486% 1.5-3.3%
GDP Growth (2025 Proj.) 1.6% -1.2% 2.4%
Core Inflation ~4.0% +0.7% 2.0%
Unemployment Rate 4.1% +0.3% 3.8%

ASectoral Stress Points



Labor Market: Job openings fell faster than layoffs (-12% since 2024), but continuing jobless claims

hit cycle highs.
Student Loan Crisis: Serious delinquencies spiked to 18.3% post-moratorium expiration, impacting

23M borrowers.

@II. Banking Sector Resilience Tested

FDIC Q1 2025 Metrics

Net Income: $70.6B (+5.8% QoQ)

Net Interest Margin: 3.25% (-2bps QoQ)
Unrealized Losses on Securities: $413.2B (-14%)
CRE Delinquency Rate: 4.65% (Large Banks)

fCommercial Real Estate Exposure

Bank Size PDNA Rate A vs Pre-Pandemic Capital Buffer
>$250B 4.65% +406 bps 177.5%
$100M-$10B 2.81% +142 bps 168.8%
Community Banks 1.92% +63 bps 129.4%

Implication: Large banks face higher absolute defaults, but community banks carry 3.2x higher CRE
concentration risk relative to capital.

QIII. Consumer Credit: Deteriorating Health




B§3.D. Power 2025 Findings

e Financial Vulnerability: 47% of borrowers now classified as "financially vulnerable" vs. 40% in
2023

e Loan Satisfaction: Stagnant at 704/1000 despite rising mortgage/auto satisfaction

e Critical Failure Point: 28% of problems cite unexpected fees (jumps to 43% when disclosed post-
approval)

EConsumer Debt Dynamics

Debt Service Ratio = 9.8%

Total Debt Payments / Disposable Income

Supporting Data:
e Credit card charge-offs: 5.94% (123bps above pre-pandemic avg)
e Personal loan demand surges 22% YoY for debt consolidation

QIV. Private Credit: The $3T Shadow Banking Surge

4Growth Catalysts




e Market Share Capture: 35% of middle-market M&A financings in 2024
e Dry Powder: PE sponsors hold $1.6T for deployment
e Yield Advantage: Avg. returns 9-12% vs. 7-9% for syndicated loans

«Structural Shifts in Lending

Private Credit vs. Traditional Bank Lending

Feature Private Credit Banks
Time-to-Funding 14-21 days 60-90 days
Covenant Flexibility PIK Toggles, EBITDA addbacks Standardized
Target EBITDA $10M-$100M >$100M

Top Sectors Software (32%), Healthcare (24%) General Industrials

Emerging Risk: 41% of deals now include payment-in-kind (PIK) provisions, creating refinancing
cliffs.

@V. Policy Uncertainty: Tariffs & Fiscal Imbalances

S Economic Scenarios (Deloitte)

Scenario Probability 2025 GDP Fed Funds EoY
Baseline 50% 2.6% 4.00%
Trade Deals/Deregulation 25% 2.9% 3.25%
Trade Wars 25% 2.2% 4.75%

Debt Sustainability: Debt-to-GDP = $38.2T / $28.1T = 135.9% (Projected 137% by 2034)

Critical Risk Matrix

CRE Valuation Collapse
Probability: High (65%)
Impact: Severe

Student Loan Contagion
Probability: Medium (45%)
Impact: Moderate




Tariff-Driven Inflation
Probability: Very High (80%)
Impact: Severe

@VI. Investment Implications: Positioning Portfolios

£Asset Class Recommendations

Asset 2025 Outlook Hedge Rationale

Small-Cap Equities Strong Buy Russell 2000 futures 10-yr underperformance vs S&P 500
30Y Treasuries Sell TIPS Yield >5% unsustainable long-term

Private Credit Overweight Senior secured loans Structural demand, illiquidity premia
Bank Preferreds Selective Buy Duration <3 years Avg yield 5.8%, capital relief trades

OMarket Warning Signals

Treasury yield curve inversion (2s10s at -25bps) implies recession probability 68% within 18 months
- maintain 10% cash allocation.

QVII. Strategic Conclusions

Key Recommendations for Institutional Investors




e Stagflation as Base Case: With GDP <1.6% and inflation 24%, value stocks & short-duration
bonds preferred.

e Bank Tiering Critical: Overweight globally systemic banks (GSIBs); underweight regional banks
with >30% CRE exposure.

e Consumer Lending Innovation: Winning lenders (Amex/Citi) combine fee transparency + debt
counseling (satisfaction =750).

e Private Credit Governance: Focus on managers with <20% PIK usage and >50% sponsor
coverage.

Final Warning: Treasury yield curve inversion (2s10s at -25bps) implies recession probability 68%
within 18 months — maintain 10% cash allocation.
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