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Macroeconomic Outlook

What lies ahead?




Growing Nationalism, Protectionism, and Populist Movements

Recent movements have created an environment of uncertainty and could potentially lead

to deglobalization
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* Political polarization and
messy Washington

* Lack of fiscal discipline
and growing debt and
deficit

-

* Surprise attack in Israel

* Tensions across Middle
East increasing with
significant escalation risk

Major war continues
longer than expected with
no end in sight

Continued tensions
between NATO and
Russia

- J

* Continued deterioration
of US - China relations

* Territory disputes and
increased military in

South China Sea

* Deteriorating economic
fundamentals
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Macroeconomic Overview

The rate outlook and macroeconomic picture are becoming more clearly defined;
increased US economic stability will allow for a more sustained recovery to take hold

Factors Driving the Macro Picture ﬁ Reopening of the Deal Market

Inflation - approaching 2% target; Lending Activity - activity picking
‘\'\\. remaining elevated components up; defaults and spreads remain
volatile and lagging in nature low; growth in private credit
o .o Labor- cooling; participation rate IPO Markets - beginning to
(?Q{_\' rising; declining openings ot reopen evidenced by recent tech;
alleviating wage pressures appetite among public investors
0O Interest Rates - remain steadily Deployment Pressure - dry
A) high and are now well above CPI; w powder remains high; long hold
new signals to keep high longer times; LPs seeking liquidity
Monitoring: x
g : & D
o it &
Consumer Resilience Commercial Real Estate Sovereign Debt Geopolitical Risks
Credit Card Debt, Office Vacancies, Debt Record Debt, High Deglobalization, War,

Consumption, Unemployment Holders Interest Rates Trade Disputes
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Macro Update




US GDP

GDP forecasts were consistently revised upwards and will finish healthy this year; earnings
forecasts remain strong (as margin improvement outpaces revenue growth)

GDP - US Real GDP Growth YoY (1.2)
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https://apps.bea.gov/iTable/?isuri=1&reqid=19&step=4&categories=flatfiles&nipa_table_list=1
https://www.conference-board.org/publications/pdf/index.cfm?brandingURL=us-forecast

Earnings

Earnings forecasts remain strong as margins continue to improve and growth stays steady

S&P 500 - Earnings by Year (V
3000 , 12-month real EPS - inflation adjusted
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https://www.yardeni.com/pub/yriearningsforecast.pdf

Inflation

Inflation has come down as fast as it went up; higher than expected inflation in August CPI
print was driven by fuel, services, and rent, which is lagging in nature
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https://fred.stlouisfed.org/series/FEDFUNDS

US Labor Markets

Labor markets continue towards pre-pandemic levels; despite higher-than-expected job
openings in August, new hires and quits remained cool

US Labor Force Participation Rate ("
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https://fred.stlouisfed.org/series/JTSJOL
https://www.hiringlab.org/2023/10/03/august-jolts-report/

Interest Rates

Recent Fed projections cite higher rates for longer, but with inflation and labor pressures
easing, rates may be cut sooner rather than later
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https://fred.stlouisfed.org/series/FEDFUNDS
https://www.bloomberg.com/markets/rates-bonds

Consumer Resilience




Consumer Consumption

Slowdowns in B2B sectors were not seen among American consumers; consumption has
sustained, but is moderating across sub-categories (just like inflation)

520 1 US Personal Consumption ("
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https://fred.stlouisfed.org/series/PCE

Consumer Debt

Americans are relying on credit cards to maintain their levels of consumption and appear
to have finally worked through pandemic savings
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https://fred.stlouisfed.org/series/FEDFUNDS

Residential Real Estate

Unlike credit cards and auto loans, mortgage delinquencies remain low; housing prices
remain steady driven by fewer home sales and continued low housing inventory
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https://fred.stlouisfed.org/series/DRSFRMACBS
https://www.statista.com/statistics/226144/us-existing-home-sales/#:~:text=U.S.%20existing%20home%20sales%202005%2D2023&text=A%20total%20of%20five%20million,transactions%20stood%20at%204.3%20million.

Deal Outlook




Deal Activity Poised to Rebound

With the rate outlook better defined and regular mention of a soft landing, risk appetite
among investors is returning

___________________________________________________________

Factors Driving Deal Activity: i Tech Buyout-Backed Companies -
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https://www.bain.com/insights/a-buyers-market-is-coming-for-tech-assets-tech-report-2023/

Private Market Backlog

Following a frenzy of exits and new deals in 2020-2021, a backlog of portfolio companies
points to a coming buyer’s market

US Venture Capital Activity

US Private Equity Activity
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https://files.pitchbook.com/website/files/pdf/Q2_2023_PitchBook-NVCA_Venture_Monitor.pdf#page=1
https://files.pitchbook.com/website/files/pdf/Q2_2023_US_PE_Breakdown.pdf#page=1

US Bank Lending

Despite a slowdown earlier this year following the bank failures, lending has started to
return in recent months

*130 ' US Commercial Bank Loans and Leases (!
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https://fred.stlouisfed.org/series/TOTLL

Credit Markets

Fed senior loan officer surveys show bank lending standards tightened prior to bank
failures as bank risk divisions anticipated an eventual recession

US Leveraged Loan Default Rate () Net % of Banks Tightening Standards (")
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Defaults are not happening due to interest rates, but instead due to fundamental business
model problems
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https://files.pitchbook.com/website/files/pdf/LCD_Quarterly_2Q_2023.pdf
https://www.federalreserve.gov/data/sloos/sloos-202307-chart-data.htm

Loan Activity

Q3 institutional loan issuance was the highest since the beginning of the Fed's hiking
cycle; private credit lending has kept the LBO market active
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https://files.pitchbook.com/website/files/pdf/LCD_Quarterly_2Q_2023.pdf
https://files.pitchbook.com/website/files/pdf/Q3_2023_Quantitative_Perspectives_US_Market_Insights.pdf#page=1

Public Markets

Mega cap stocks have driven public returns to date
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https://finance.yahoo.com/
https://www.saas-capital.com/
https://indexes.nasdaqomx.com/docs/FS_COMP.pdf

[PO Markets

High interest rates, declining valuations, and relatively low public market performance
have made a difficult IPO environment, but a backlog of companies awaits
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https://files.pitchbook.com/website/files/pdf/Q3_2023_PitchBook_Analyst_Note_Analyzing_the_IPO_Market_Outlook.pdf#page=1

Case Study - Recent IPOs

Recent tech IPOs point to mixed signals in the public markets

arm

Designer of instruction sets for modern

chips

Business Model: License + royalty

Yinstacart

Grocery marketplace and delivery
service

Business Model: Take-rate

klaviyo®
Marketing automation platform for
SMBs

Business Model: SaaS licenses

Key Metrics (1 Key Metrics (). Key Metrics
TTM Jun-23 $2,662M 23Q2 Annual Run-Rate  $2,864M ARR $658M
YoY Growth -1% YoY Growth 15% YoY Growth 51%
GMV Take-Rate 7% Net Rev. Retention 119%
Gross Margin 96% Gross Margin 75% Gross Margin 77%
Operating Margin 19% Operating Margin 16% Operating Margin 13%
EBITDA Margin 23% Free Cash Flow Margin ~ 18% Free Cash Flow Margin ~ 24%
Enterprise Value (EV) $47.29B Enterprise Value (EV) $4.95B Enterprise Value (EV) $6.92B
EV : TTM Multiple 17.8x EV : ARR Multiple 1.7x EV : ARR Multiple 10.5x
Return Since IPO -8.03% Return Since IPO -19.1% Return Since IPO -4.16%

» Forecasts 65% forward EBITDA
margins ()

+ $2.69B raised in private markets
* Last valued at $39B in Mar-21

* Annual Run-Rate above represents
revenue net of take-rate

* $455M raised in private markets
* $15M burned to date
* Last valued at $9.5B in Jul-22

27
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https://www.sec.gov/Archives/edgar/data/1973239/000119312523216983/d393891df1.htm
https://www.sec.gov/Archives/edgar/data/1579091/000119312523221345/d55348ds1.htm
https://www.sec.gov/Archives/edgar/data/1835830/000162828023030618/klaviyoincs-1.htm
https://finance.yahoo.com/news/arm-sees-sales-growth-more-221711951.html

Venture Market Updates

A reversal in investor-favorable valuations and structures may signal the bottom was hit
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https://carta.com/blog/state-of-private-markets-q2-2023/

Capital Supply and Demand

Reduced exits, extended hold times, and steady dry powder reserves point toward an
incoming wave of asset exits that will create a competitive buyer’s market
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https://files.pitchbook.com/website/files/pdf/Q3_2023_PitchBook_Analyst_Note_Analyzing_the_IPO_Market_Outlook.pdf#page=1

Other Macro Factors




Commercial Real Estate

Office sector (17% of CRE mortgage exposure) remains watched as vacancies continue

Delinquency Rate on Commercial Real Estate Loans (")
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https://fred.stlouisfed.org/series/DRCRELEXFACBS
https://www.us.jll.com/en/trends-and-insights/research/global/gmp
https://www.commercialedge.com/blog/national-office-report-2023-august/
https://www.cohenandsteers.com/insights/the-commercial-real-estate-debt-market-separating-fact-from-fiction/
https://deliverypdf.ssrn.com/delivery.php?ID=490074106114126092124081004024083104041021014087045043087031000025124102014084002075048120001122008096009114108071089001029085008007035089016086087078088066012006038012032125093093019065096067127122022107112116108117085099087005096104097072127080115&EXT=pdf&INDEX=TRUE

United States Deficit

Federal debt is on an unsustainable path, caused by a structural mismatch between
spending and revenues

US Debt : GDP (")
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https://www.cbo.gov/publication/58888
https://www.pgpf.org/

China

Structural problems, shrinking labor, and ongoing trade disputes have triggered a new

round of growth downgrades for China
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Foreign Diversification Away from China

Apple Suppliers . Foreign direct investment in China has

by Geography ?
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gone down (Tesla notable exception)

« Tech companies are diversifying their
supply chains and talent pools to build
resilience against global shocks

« Semiconductor industry is responding
to government incentives in the US,
Japan, and Germany
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https://chinapower.csis.org/china-demographics-challenges/
https://www.bain.com/insights/technology-enters-its-post-globalization-era-tech-report-2023/

Conclusion




Conclusion

The rate outlook and macroeconomic picture are becoming more clearly defined;
increased US economic stability will allow for a more sustained recovery to take hold

Economic
Stabilization

Inflation has come down as fast as it went up;
remaining items volatile or lagging

Labor market close to pre-pandemic levels;
participation rate increasing

Visibility into the interest rate outlook

Positive Market
Signals Emerging

Broader lending activity increasing; defaults
and spreads remain low

Large tech IPOs have been received in public
markets, providing meaningful liquidity

Dry powder remains high in addition to
elongated hold times of portfolio companies

Risks Present

}% Long-Term Macro

Confidential

Minimal impact to consumers to date despite
record consumer debt

United States office vacancies remain high

Global financial system digesting record high
debt and increased rates

Deglobalization and geopolitical conflicts
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