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Private equity investors will be acutely aware of the slowdown in exit markets. This is impacting many parts of the
private equity market, not least leading to a reduction in distributions back towards investors. In turn, capital calls are
causing many investors to experience negative cash flows. While there are always ups and downs to the investment
cycle, the current market is causing uncertainty among investors, which have been used in recent years to some
relative visibility in their private market portfolio returns and commitments. If anything, the current market highlights
the need for diversification across vintages, so investors can benefit from investments across the cycle, with funds
exposed to differing phases of investment and divestment. What's more, investors should also look to achieve broad
exposure across industries within their private market commitments, so no single part of their portfolio is overexposed
to potential weakness or market stresses.

We have stated many times that 2021 was the recent peak of activity in global private equity markets. Yet, it is worth
stating again. During 2021, private equity managers were incredibly active, calling capital from investors and quickly
deploying it. In the space of a year, private equity deal volumes increased from $1.1tn in 2020 (across around 13,000
deals) to $2.2tn in 2021, according to Pitchbook data. Over the same period, private equity exit values ballooned, rising
from $830.7bn in 2020 to $1.7tn in 2021, equal to an annual increase of almost 105%.

Global private equity exit activity
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The huge increase in deal activity resulted in a surge in distributions back to investors during 2021. During this single
year, distributions reached almost $750bn — up from $462bn in 2020. Expressed in a different way, twelve-month
distributions as a proportion of NAV (the unrealised value of investments held by managers) for private equity funds
reached 33.7% in 2021. In comparison, the historic average was just 24.4%. On the flipside, managers gave with one
hand and took with the other, as capital calls also increased significantly — rising to a much higher level than was normal.
During 2021, twelve-month capital calls as a percentage of dry powder (committed but undrawn capital) increased to
48.8%, a margin 14.1 percentage points higher than historic averages. As the market was buoyant at this point, net cash
flows remained positive during 2021. However, with the market experiencing a much slower pace of activity since interest
rates began to increase in 2022, cash flows have now turned negative.

Aggregated PE distribution vs. capital call rates
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Private equity cash flows by year ($bn)
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One further impact of the current market malaise is that a large proportion of assets are being held by private equity
managers for longer. To put this into context, the weaker exit environment means that around one-third of NAV (around
$1.2tn) is held within private equity funds for an extended period of time — in this case, more than seven years (as of Q2
2023). Compared to 2021, when the equivalent figure was $838.3bn, this is an increase of more than 43%. Holding onto
assets is not necessarily a bad thing in itself. However, it is reflective of the fact that deal markets are weaker, and
managers are unwilling to offload assets at potentially weaker values to fund distributions. This is resulting in some
creative solutions, with NAV financing increasingly an option for managers and investors as a route to return capital
without offloading assets simply to fund distributions. Similarly, many investors are turning to the secondary market to
offload fund interests. This is not necessarily to reduce overall exposure to the private equity asset class. In some
instances, investors are selling interests in more mature funds, to generate returns they can invest in current vintages. In
such cases, they are recycling capital to maintain exposure across a broad range of funds.

NAYV seven years old or more, held in private equity funds.
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In addition to the reversal in the dynamics between calls and distributions, they are now also less predictable than they
have been in the past. Investors, who have been accustomed to some relative visibility in the capital flows across their
private market investments, are now coming to terms with a period where cash flows are far less predictable. This is
putting stress on some investors, which are finding that with calls continuing and distributions slowing, they may be
over-allocated to some asset classes or strategies.

While larger institutional investors are likely experienced and have invested in private markets across cycles in the
past, those new to private markets may find these market dynamics relatively difficult to adjust to. In particular, given
the increased representation of non-institutional investors to the investor mix, managers will need to focus on education
of these investors and are likely to spend a disproportionate amount of time making them comfortable with the current

environment.
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Diversification and creativity can ease pressure on portfolios.

Following the surge in activity in private equity markets during 2021, it was perhaps to be expected that there would be
a period of relative quiet. But with the sharpest increase in interest rates in decades, the market has seen activity slow
significantly. This has clearly impacted the deal market in general and the exit market in particular. Distributions back to
investors have slowed, while calls have continued — a sign that there are still attractive opportunities to deploy capital.
Managing this environment has not been particularly easy for either managers or investors.

But investors can actively seek to reduce these impacts through diversification across fund vintages and through varied
sector exposure. Such an approach should mean that investors and not overexposed to a particular point in the cycle
through a single fund. This approach will not mean investors escape market impacts fully, but it should mean that there

is more of a balance than a single targeted approach to private equity investment.

And over time the market will recover — as it generally does. Managers will not sit on their hands and wait for this to
happen, using the tools at their disposal to manage their exposure and do what they can to the benefit of their investors.
Tools such as continuation funds and NAV loans are some examples of the toolkit at their disposal. Increased activity in
the secondary market is another. While the timing is still uncertain, interest rates should begin to fall too, potentially
bolstering the market and improving the exit environment. It may be a tough market at present, but we believe it is

unlikely to remain that way in the long-term.
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HSBC Asset Management assetmanagement.hsbc.com
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Key Investment Risks

Further information on the potential risks can be found in the Prospectus or Offering Memorandum.

There is no assurance that a portfolio will achieve its investment objective or will work under all market conditions. The
value of investments may go down as well as up and you may not get back the amount originally invested. Portfolios
may be subject to certain additional risks, which should be considered carefully along with their investment objectives
and fees.

*

*

Equity Risk: Portfolios that invest in securities listed on a stock exchange or market could be affected by general
changes in the stock market. The value of investments can go down as well as up due to equity markets movements.

Interest Rate Risk: As interest rates rise debt securities will fall in value. The value of debt is inversely proportional
to interest rate movements.

Counterparty Risk: The possibility that the counterparty to a transaction may be unwilling or unable to meet its
obligations.

Derivatives Risk: Derivatives can behave unexpectedly. The pricing and volatility of many derivatives may diverge
from strictly reflecting the pricing or volatility of their underlying reference(s), instrument, or asset.

Emerging Markets Risk: Emerging markets are less established, and often more volatile, than developed markets
and involve higher risks, particularly market, liquidity and currency risks.

Exchange Rate Risk: Changes in currency exchange rates could reduce or increase investment gains or investment
losses, in some cases significantly.

Investment Leverage Risk: Investment Leverage occurs when the economic exposure is greater than the amount
invested, such as when derivatives are used. A Fund that employs leverage may experience greater gains and/or
losses due to the amplification effect from a movement in the price of the reference source.

Liquidity Risk: Liquidity Risk is the risk that a Fund may encounter difficulties meeting its obligations in respect of
financial liabilities that are settled by delivering cash or other financial assets, thereby compromising existing or
remaining investors.

Operational Risk: Operational risks may subject the Fund to errors affecting transactions, valuation, accounting,
and financial reporting, among other things.

Style Risk: Different investment styles typically go in and out of favour depending on market conditions and investor
sentiment.

Model Risk: Model risk occurs when a financial model used in the portfolio management or valuation processes
does not perform the tasks or capture the risks it was designed to. It is considered a subset of operational risk, as
model risk mostly affects the portfolio that uses the model.

Investor’s capital at risk: Investors may lose the entirety of invested capital.

Alternatives: There are additional risks associated with specific alternative investments within the portfolios; these
investments may be less readily realisable than others and it may therefore be difficult to sell in a timely manner at a
reasonable price or to obtain reliable information about their value; there may also be greater potential for significant
price movements



Important Information

For Professional Clients and intermediaries within countries and territories set out below, and for Institutional
Investors and Financial Advisors in the US. This document should not be distributed to or relied upon by
Retail clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get
back the amount originally invested. The capital invested in the fund can increase or decrease and is not
guaranteed. The performance figures contained in this document relate to past performance, which should
not be seen as an indication of future returns. Future returns will depend, inter alia, on market conditions,
fund manager’s skill, fund risk level and fees. Where overseas investments are held the rate of currency
exchange may cause the value of such investments to go down as well as up. Investments in emerging
markets are by their nature higher risk and potentially more volatile than those inherent in some established
markets. Economies in Emerging Markets generally are heavily dependent upon international trade and,
accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls,
managed adjustments in relative currency values and other protectionist measures imposed or negotiated
by the countries and territories with which they trade. These economies also have been and may continue
to be affected adversely by economic conditions in the countries and territories in which they trade. Mutual
fund investments are subject to market risks, read all scheme related documents carefully.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or
in part, for any purpose. All non-authorised reproduction or use of this document will be the responsibility of the user and
may lead to legal proceedings. The material contained in this document is for general information purposes only and
does not constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this
document may be considered forward looking statements which provide current expectations or forecasts of future
events. Such forward looking statements are not guarantees of future performance or events and involve risks and
uncertainties. Actual results may differ materially from those described in such forward-looking statements as a result of
various factors. We do not undertake any obligation to update the forward-looking statements contained herein, or to
update the reasons why actual results could differ from those projected in the forward-looking statements. This document
has no contractual value and is not by any means intended as a solicitation, nor a recommendation for the purchase or
sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions expressed
herein are those of HSBC Asset Management at the time of preparation and are subject to change at any time. These
views may not necessarily indicate current portfolios' composition. Individual portfolios managed by HSBC Asset
Management primarily reflect individual clients' objectives, risk preferences, time horizon, and market liquidity. Foreign
and emerging markets. Investments in foreign markets involve risks such as currency rate fluctuations, potential
differences in accounting and taxation policies, as well as possible political, economic, and market risks. These risks are
heightened for investments in emerging markets which are also subject to greater illiquidity and volatility than developed
foreign markets. This commentary is for information purposes only. It is a marketing communication and does not
constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should it
be regarded as investment research. It has not been prepared in accordance with legal requirements designed to promote
the independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination. This
document is not contractually binding nor are we required to provide this to you by any legislative provision.

All data from HSBC Asset Management unless otherwise specified. Any third-party information has been obtained from
sources we believe to be reliable, but which we have not independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the
investment activities that may be provided through our local regulated entities. HSBC Asset Management is a group of
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companies in many countries and territories throughout the world that are engaged in investment advisory and fund

management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). The above communication is

distributed by the following entities:

In Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversién,
Agente de administracion de productos de inversién colectiva de FCI N°1;

In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC
Global Asset Management (Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK)
Limited ARBN 633 929 718. This document is for institutional investors only, and is not available for distribution to
retail clients (as defined under the Corporations Act). HSBC Global Asset Management (Hong Kong) Limited and
HSBC Global Asset Management (UK) Limited are exempt from the requirement to hold an Australian financial
services license under the Corporations Act in respect of the financial services they provide. HSBC Global Asset
Management (Hong Kong) Limited is regulated by the Securities and Futures Commission of Hong Kong under the
Hong Kong laws, which differ from Australian laws. HSBC Global Asset Management (UK) Limited is regulated by
the Financial Conduct Authority of the United Kingdom and, for the avoidance of doubt, includes the Financial
Services Authority of the United Kingdom as it was previously known before 1 April 2013, under the laws of the
United Kingdom, which differ from Australian laws;

in Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is
licensed to conduct investment business by the Bermuda Monetary Authority;

in Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean
inspections or regulations and are not covered by warranty of the Chilean state. Further information may be obtained
about the state guarantee to deposits at your bank or on www.sbif.cl;

in Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia
(SFC) whereby its activities conform to the General Legal Financial System. SFC has not reviewed the information
provided to the investor. This document is for the exclusive use of institutional investors in Colombia and is not for
public distribution.

in Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management
Company authorised by the French regulatory authority AMF (no. GP99026) and through the Stockholm branch of
HSBC Global Asset Management (France), regulated by the Swedish Financial Supervisory Authority
(Finansinspektionen);

in France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a
Portfolio Management Company authorised by the French regulatory authority AMF (no. GP99026);

in Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients)
respective by the Austrian Financial Market Supervision FMA (Austrian clients);

in Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and
Futures Commission. This video/content has not be reviewed by the Securities and Futures Commission;

in India by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of
India;

in Italy and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the
French regulatory authority AMF (no. GP99026) and through the Italian and Spanish branches of HSBC Global Asset
Management (France), regulated respectively by Banca d'ltalia and Commissione Nazionale per le Societa e la Borsa
(Consob) in ltaly, and the Comisién Nacional del Mercado de Valores (CNMV) in Spain;

in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversién,
Grupo Financiero HSBC which is regulated by Comision Nacional Bancaria y de Valores;
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* inthe United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Global Asset Management MENA, a unit within HSBC
Bank Middle East Limited, U.A.E Branch, PO Box 66 Dubai, UAE, regulated by the Central Bank of the U.A.E. and
the Securities and Commodities Authority in the UAE under SCA license number 602004 for the purpose of this
promotion and lead regulated by the Dubai Financial Services Authority. HSBC Bank Middle East Limited is a member
of the HSBC Group and HSBC Global Asset Management MENA are marketing the relevant product only in a sub-
distributing capacity on a principal-to-principal basis. HSBC Global Asset Management MENA may not be licensed
under the laws of the recipient’s country of residence and therefore may not be subject to supervision of the local
regulator in the recipient’s country of residence. One of more of the products and services of the manufacturer may
not have been approved by or registered with the local regulator and the assets may be booked outside of the
recipient’s country of residence.

* in Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in Peru
whereby its activities conform to the General Legal Financial System - Law No. 26702. Funds have not been
registered before the Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private
offer. SMV has not reviewed the information provided to the investor. This document is for the exclusive use of
institutional investors in Perd and is not for public distribution;

* in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority
of Singapore. The content in the document/video has not been reviewed by the Monetary Authority of Singapore;

* in Switzerland by HSBC Global Asset Management (Switzerland) AG. This document is intended for professional
investor use only. For opting in and opting out according to FinSA, please refer to our website; if you wish to change
your client categorization, please inform us. HSBC Global Asset Management (Switzerland) AG having its registered
office at Gartenstrasse 26, PO Box, CH-8002 Zurich has a licence as an asset manager of collective investment
schemes and as a representative of foreign collective investment schemes. Disputes regarding legal claims between
the Client and HSBC Global Asset Management (Switzerland) AG can be settled by an ombudsman in mediation
proceedings. HSBC Global Asset Management (Switzerland) AG is affiliated to the ombudsman FINOS having its
registered address at Talstrasse 20, 8001 Zurich. There are general risks associated with financial instruments, please
refer to the Swiss Banking Association (“SBA”) Brochure “Risks Involved in Trading in Financial Instruments”;

* in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory
Commission R.O.C. (Taiwan);

* in the UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the Financial
Conduct Authority.

+ andin the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the US
Securities and Exchange Commission.
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