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The importance of manager selection

Across private markets, there is optimism and some positivity as we progress through 2024. After a period
in which rates were increased at their fastest pace in decades’, it is likely that we will see rates begin to fall
this year. As at the end of March, the Fed were still predicting there would be three rate cuts during 20242,
While there is still some uncertainty as to when cuts will begin3, due to inflation remaining stubbornly high
and growth remaining solid, a clearer picture is emerging.

As we have said before, investors like clarity4. In our view, 2024 could be a year where investors get the
clarity they need to make investment decisions. We are likely to see greater clarity around the macro-
outlook and this could provide conditions for recent fund vintages to potentially be good performers.
Should it evolve this way, investors might be able to take advantage of lower asset prices in some markets,
balance sheet restructuring and discounts in secondary markets. Already, there are signs that activity
could be bottoming out in some markets and accelerating in others.

Solid fundraising in 2023

After hitting a peak in 2021, fundraising markets weakened in 2022. This was then followed by a mixed
performance across fundraising markets in 2023. However, when we look at private equity specifically, the
amount of capital raised was down just 1.1%, compared to 2022. During 2023, private equity funds raised
$554bn, compared to $560.7bn in 2022. These figures are likely to increase quite significantly over time, as
more data is added. To provide an indication of how much initial data can change, at this time last year
Pitchbook reported that private capital fundraising in 2022 was at $1.16tn. Now they show a fundraising
total of $1.5tn — a 27% increase for 20225.

Because fund closings for established managers are more likely to show up immediately in public sources,
the largest funds are usually in the initial pull of data. Meanwhile, smaller funds take longer to surface. A
similar pattern emerges in the number of funds closed, with the 2022 number more than doubling over
time, as more data was collected.

Assuming the 2023 numbers grow similarly that witnessed in previous years, across private capital
markets, we could expect the actual 2023 total fundraising figure to reach around $1.5tn, or roughly the
same as 2022's total. Despite all this, we are still unlikely to challenge 2021 in the short-term. These
important nuances in the data point to why initial figures tend to understate the real level of activity within
fundraising markets, giving up cause for some optimism that the market is still relatively healthy.

Any forecast, projection or target when provided is indicative only and is not
guaranteed in any way.
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However, when breaking down the data among asset classes, it is clear that some experienced a tougher
market than others. While private equity fundraising was solid, secondaries funds were in demand, raising
65.1% more capital in 2023 than in 2022. That said, this was from a fairly low base. The biggest losers
were venture capital, which was off 47.3%, and real estate, which closed on 41.9% less capital. In reality,
while fundraising markets are relatively solid overall, it is likely that we will head back towards the
trajectory we were on pre-pandemic, with 2021 an outlier.

Capital concentration is a theme which has been discussed within private markets for some time. There
was further evidence of this in 2023. The largest managers and funds continued to dominate. Within
private equity markets, for example, the average size of global buyout funds topped $1.2bn — an increase
of 83% on 2022 and a record high.

Annual private capital fundraising
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Private equity deal activity levelling off

While headlines often focus on the decline in buyout deal numbers and values since 2022, levels are not
vastly different to those prior to the onset of the pandemic. At that point, activity was solid and on an
upward path. In our view, given the well-known headwinds to activity since interest rates began to
increase, it's not surprising to see deal numbers and values have fallen. On a rolling four-quarter average
basis, we can see deal values levelled off towards the end of 2023. While deal numbers continued to
decline, this points to a smaller number of higher value deals. In our view, this shows that private equity

firms are targeting more established companies, which may be able to provide some downside protection
and upside potential.

One way to see the impacts of higher interest rates on private equity deal activity is through equity
contributions to buyout deals. Data shows equity contributions rising to levels not seen in many years. GPs
(fund managers) are making larger equity contributions, given the higher cost and reduced availability of
debt financing. There are already some signs of debt availability increasing and costs falling but when
interest rates begin to fall in earnest, we may see activity increase further®.

US PE deal activity: rolling 4QA (monthly data)
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Buyout deals: equity contributions
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Performance dispersion has been widening

Private equity performance in recent years has benefited from a number of tailwinds. Cheap and readily
available debt, buoyant activity across sectors providing a liquid exit environment, and rising valuation
multiples. For investors to make informed decisions when it comes to allocating capital to private market
funds, one of the key things to understand is how past returns have been generated. They generally also
consider whether those drivers of returns will be replicable in future.

Rising valuations have been a core component of return generation, according to Cepres/Bain analysis. It
is clear that most managers, to a certain extent, have benefited from multiple expansion to drive a large
proportion of returns. This may be more difficult to replicate in future. If managers are to continue driving
returns, there will have to be more of a focus on both revenue growth and margin expansion — over
multiple expansion. This is an important consideration, and in our view is likely to result in more of a focus
on value creation skills and expertise. This is a theme HSBC Asset Management has been focusing on for
some time when performing our own due diligence.

Any forecast, projection or target when provided is indicative only and is not guaranteed in any way.



Median indexed value-creation drivers for global buyouts, by quartile
performance (deal entry years 2013-23)
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Another way to look at performance is through a lens where funds are split into quartiles, based upon
their performance. Looking at the data this way highlights a wide divergence between the winners and
losers. It is clear that private equity funds have outperformed the broader private capital market. Given
the points that we have made previously, it's probably not surprising that the gap between winners and
losers is widening — some managers have been better placed to maximise returns, with a range of value
creation strategies.

We believe investors should focus closely on the drivers of performance and form a view as to how
markets may evolve, favouring managers which should be able to deliver solid returns in the current
market environment. In our view, this is a key consideration because if you are an investor making a
marginal allocation to private equity, it's arguably more important than ever to select winning managers.
The difference in performance is clear. As an investor, if you are not able to separate the best performing
from the worst through the due diligence you perform, you are likely to be disappointed with the
performance of your private equity allocations.

PitchBook Private Capital Index by fund quartile 5-year return
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PitchBook Private Equity Index by fund quartile 5-year return
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Regardless of the magnitude of the gap between the best and the poorest performing funds, there has
always been and will likely always be winners and losers. It is important for investors to understand the
drivers of performance for both managers and the funds they raise. We believe that detailed due diligence
will help to identify whether previous performance is likely to be replicable in future — particularly as the
macro environment evolves. In our view, while this due diligence work can be long-term and complex, it
should not be avoided.

Any forecast, projection or target when provided is indicative only and is not guaranteed in any way.



Key Risks

The value of investments and any income from them can go down as well as up and
investors may not get back the amount originally invested. Past performance does not
predict future returns. The return and costs may increase or decrease as a result of currency
fluctuations.

*

Liquidity Risk - Investors may be unable to dispose of an investment quickly and at a price that's
closely related to recent similar transactions. There is no guarantee of distributions and no
established secondary market

Event Risk - A significant event may cause a substantial decline in the market value of all
securities

Long-term Horizon - Investors should expect to be locked-in for the full term of the investment,
which is subject to extensions

No Capital Protection - Investors may lose the entirety of invested capital
Unpredictable Cashflows - Capital may be called and distributed at short notice

Economic Conditions - Ability to realise/divest from existing investments depends on market
conditions and the regulatory environment

Risk of Forfeiture - Failure to make call payments could result in forfeiture of commitment,
including invested capital, without compensation

Default Risk - in the event of default investors risk losing their entire remaining interest in the
vehicle and may be subject to legal proceedings to recover unfunded commitments

Reliance on Third-party Management Teams - Underlying investments will be managed by
various third-party management teams that will in aggregate determine the eventual returns for the
investor



Important information

For professional clients and intermediaries within countries and territories set out below; and for institutional investors and
financial advisors in Canada and 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 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 Inversion, 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 Canada by HSBC Global Asset Management (Canada) Limited which provides its services as a dealer in all provinces of
Canada except Prince Edward Island and also provides services in Northwest Territories. HSBC Global Asset Management
(Canada) Limited provides its services as an advisor in all provinces of Canada except Prince Edward Island;

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, and Greece by HSBC Global Asset Management (France), a Portfolio
Management Company authorised by the French regulatory authority AMF (no. GP93026);

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 been 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 ltalian 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 Italy, 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 Inversion, Grupo
Financiero HSBC which is regulated by Comisién Nacional Bancaria y de Valores;

¢ in the United Arab Emirates, Qatar, Bahrain and 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. None or some 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 Perl 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 at https://www.assetmanagement.hsbc.ch/ 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;

¢ and in 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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