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As everyone who has taken on a painting project knows, the most important rule is
to never paint yourself into a corner. Such a situation leaves you with no
alternative and no escape route. The Fed raised rates yesterday by 25 basis points,
which, in my opinion, was due to Fed Chairman Kevin Warsh painting himself and
the Fed into a corner by abandoning forward guidance.

Since becoming the Federal Reserve Chairman, Kevin Warsh has consistently
expressed his opinion that he prefers to let the market lead the way in interpreting
economic data independently and for the Fed to communicate less on forward
guidance. This stance contrasts with former Fed Chairman Jerome Powell who
offered forward guidance, and because of his highly telegraphed messaging, there
was often little doubt what the Fed would do with interest rates before each
meeting.

Under Kevin Warsh, the financial markets are effectively allowed to dictate interest
rate decisions. Several weeks ago, there was a 50/50 probability that the Fed would
hike rates at the September meeting, but those probabilities shot higher due to
several factors including Warsh's hawkish speech at Jackson Hole, a hotter-than-
expected August labor market report, an August retail sales report beating
expectations, and another CPI report with elevated inflation. Due to those
compounding events, the probability of a rate hike spiked to 92%. If the Fed did not
increase rates yesterday, it could have caused government yields to climb higher as
the Fed's credibility would have taken a major hit.
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While we clearly still have elevated inflation, most of the pressures are on the
supply side with oil spiking due to the US-Iran conflict. Higher energy prices are
also feeding through to transportation and warehousing costs as that component
of the most recent Producer Price Index (“PPI") report rose 2.3% on a month-over-
month basis, which was its largest monthly rise since April. Higher fuel prices are
also driving airfare costs up. The other major inflationary pressure is coming from
electronics due to the massive demand from the Al data centers.

As one journalist pointed out during Warsh’s press conference, a 25-bps rate hike
does not open the Strait of Hormuz. That summed up my thoughts as the Fed
hiking rates will not address the underlying major inflationary pressures. A 25-bps
rate hike will also not stop this incredibly powerful Al revolution. There are plenty
of disinflationary trends in place now as shelter inflation is taming, tariff effects are
fading, and wage growth has been subdued for months. Inflation will most likely
remain elevated until the fighting in the Middle East ends. Unfortunately, there is
no end in sight for now. It appears that Iran wants to draw out this war longer to
apply political pressure on President Trump with the midterm elections around the
corner. This war is generally not popular, and affordability will be a major theme to
these elections, so elevated inflation and energy costs will cause more financial pain
to the US consumer, and, in turn, may hurt President Trump politically. We may not
see Iran come back to the negotiating table until after the midterm elections.

While | do not believe the Fed rate hike was warranted, I'm not concerned as of this
moment. The rate hike was priced into the markets without any major
consequences and corporate earnings remain very strong. If this war ends in the
next few months, | do expect oil prices to drop quickly, which, in turn, will greatly
ease these inflationary pressures.

If this conflict continues into 2027, my concern will certainly grow as these higher
energy prices will continue to bleed into other components of inflation. While food
inflation has recently been tame, diesel is very important to food prices as most
farming equipment and trucks moving goods to grocery stores rely on diesel. |
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expect food inflationary pressures to build in the coming months if fighting
continues. Diesel prices can affect food prices with up to a 9-month lag based on
the timing of the planting versus harvest season.

For now, | remain bullish on the markets with a slight bias towards the Quality
factor due to these elevated risks. |, like many people, continue to pray for an end
to this conflict.

Eric Sterner
CFA, CAIA, FRM, CIPM
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Please see the following page for additional important information.
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Apollon Wealth Management, LLC and Apollon Financial, LLC (collectively, "Apollon") are affiliated investment advisers separately
registered with the U.S. Securities and Exchange Commission ("SEC"). Registration with the SEC does not imply a certain level of skill
or training.

Apollon provides investment advisory services based on each client's individual objectives, financial circumstances, and needs. For
clients who have granted discretionary authority, the applicable Apollon advisory firm is authorized to make investment decisions on
the client's behalf in accordance with the client's advisory agreement.

The information contained herein is provided for informational and educational purposes only and should not be construed as
personalized investment, legal, accounting, or tax advice, or as a recommendation to buy or sell any security or implement any
investment strategy. Investors should consult their financial, legal, or tax professionals regarding their individual circumstances
before making financial decisions.

Investing involves risk, including the possible loss of principal. Diversification and asset allocation do not ensure a profit or protect
against loss in declining markets. Past performance does not guarantee future results.

Any opinions, projections, forecasts, estimates, or forward-looking statements are based on assumptions believed to be reasonable
as of the date presented, are subject to change without notice, and should not be relied upon as guarantees of future events or
investment results.

Information obtained from third-party sources is believed to be reliable; however, Apollon does not independently verify such
information and does not warrant its accuracy or completeness. References to indices are provided for illustrative purposes only.
Investors cannot invest directly in an index, and index performance does not reflect fees, expenses, or transaction costs.

Additional information regarding Apollon Wealth Management, LLC and Apollon Financial, LLC, including each firm's Form ADV, is
available at: https://apollonwealthmanagement.com/ https://apollonfinancial.com
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