














they can tolerate higher proportions of private market assets
as a percentage of their overall wealth than if they chose an
asset allocation that is less cognizant of their goals, time hori-
zon and liquidity needs.

llliquid assets such as private markets can be incorporat-
ed in both the Longevity and Legacy strategies depend-
ing on investor circumstances, while the Liquidity strate-
gy can help manage any risks associated with illiquidity.

So, in a Longevity strategy, private markets can provide addi-
tional returns, which can help keep portfolios from being de-
pleted by spending, allowing investors to spend more during
the course of their lifetime, or even retire earlier.

A higher expected return in the Longevity strategy could also
give investors the opportunity to fund lifetime expenses with
slightly less capital, allowing them to set aside more excess
capital for the next generation or for philanthropy in the
Legacy strategy.

With the right plan, the illiquidity issue can be accounted for.

A Longevity strategy is designed to help meet lifetime goals
through both growth and income, and so we expect it to be
gradually depleted throughout retirement. With this in mind,
we generally recommend that investors approaching retirement
consider transitioning the Longevity strategy toward a more lig-
uid investment portfolio. This can include a mix shift within
their private market portfolios toward semi-liquid fund struc-
tures or managers focused on core private real estate, private

Figure 4
Adding private equity to portfolios: Historical analysis

credit, and secondary market strategies. These strategies can
provide regular distributions, shorter J-curves (the pattern of
cash outflows and inflows associated with private market in-
vesting), or lower risk versus traditional private equity mandates.

But the bulk of these investments may reside in the Legacy
strategy, where illiquidity is less of a risk. Legacy strategy port-
folios incorporate many of the same attributes of endowment
funds, including perpetual time horizon, high tolerance for
drawdowns, and the goal of preserving inflation-adjusted val-
ue of assets. This combination means that investors can con-
sider higher allocations to private market and real assets in a
Legacy strategy. Impact investing in particular is well-suited to
address wealth preservation across generations alongside pos-
itive outcomes for people and planet as part of the investor's
Legacy. Such impact would occur in addition to what an inves-
tor does as part of their philanthropic activities, since impact
investing is part of investment portfolios and targets market-
rate returns. Liquidity concerns, however, should still be con-
sidered, especially for investors who may wish to give away
part of their wealth during their lifetime, where the next ben-
eficial owner has a preference for liquidity.

A 20 year look back, adding a 20% allocation to private equity from public equity in a 60/40 portfolio
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How to think about private markets
in the current environment

We don't encourage timing private markets given the long
lead times for deploying capital and longer holding periods.
However, we do believe that periods of volatility offer oppor-
tunities. And it can be useful to switch focus from short-term
concerns to long-term opportunities. Historically, investors
who have continued to invest through prior volatile periods
have been rewarded with higher long-term returns.

At present, several risks are front of mind for investors, in par-
ticular elevated inflation, rising rates and Russia's invasion of
Ukraine.

Based on recent private market performance, our view is that
skilled managers are taking these risks into account in their
deal underwriting and portfolio construction process with the
objective of creating value through the full economic cycle.

On inflation, for instance, managers are positioning
portfolios for resilience, focusing on investing in quality
companies that are better positioned to weather a high
price environment.

By this we mean companies that are market leaders are typi-
cally price setters as opposed to price takers. This demon-
strates they can efficiently manage their operations, balance
sheets, working capital and defend their cash flows without
destroying demand. From a sector perspective, we expect
more selectivity in industrial and manufacturing businesses
which could suffer more from higher inflation. Other sectors
notably healthcare and technology should be more insulated.

Managers have already been adjusting their strategies to adapt

to higher interest rates and their impact on valuations. They

Figure 5

have done so by becoming more disciplined with capital de-
ployment, using more conservative multiple expansion as-
sumptions and focusing more on value creation to drive re-
turns. The private market industry has evolved from its early
days, when financial engineering was a key driver of returns.
Today managers are less focused on financial engineering and
more on value creation. Leverage applied is more conservative
and US buyout equity contributions, for example, are close to
50% currently. Private equity managers have used debt financ
ing given the low interest rate environment in the past years.
But, with interest rates likely to rise, they may favor lower le-
verage ratios for new deals and/or consider hedging the cost
of debt for existing deals for instance by swapping floating
rates for fixed rates.

Importantly, not all assets or companies are treated equally in
the face of rising inflation and interest rates. Real assets and
direct lending strategies for instance have implicit or explicit
protective features against rising rates and inflation.

A key risk to our view is if commodity prices and inflation ex-
pectations begin to rise significantly, forcing central banks to
act more aggressively and thereby negatively impacting
growth and corporate earnings. Such a scenario would be
consistent with a prolonged war in Ukraine and/or widespread
disruption to commodity supplies. Should this materialize, we
expect existing portfolio companies to suffer, depending on
their activity or geography and potentially be held longer.
Managers, as in previous crises, would look to step in and help
prevent any financial or operational stress. This scenario, how-
ever, would likely also offer opportunities to deploy capital in
new deals at more attractive valuations. Historically, crisis vin-
tages have rewarded investors with above average returns.

Vintage year IRR comparison between global PE and public equities
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Our favorite themes in private markets for investors
in 2022 — Net zero, Asia, Tech, Healthcare, Yield

This year, selectivity and building resilience will be important.
However, investors shouldn't steer away from powerful secular
trends. In our view, several areas of the private market space
look appealing over the coming years.

First, we still think that the technology ecosystem is a compel-
ling area of investment. Tech is permeating all sectors of the
economy, and digitalization trends are likely to accelerate.
Higher inflation may well force companies to adopt more tech-
nological solutions to manage their human capital and input
costs to drive efficiency. Within the space we particularly like
tech enablers, digitization, automation, SAAS and cybersecuri-
ty companies as well as, more broadly, B2B focused firms.

Second, we see upside for Asian private equity investments.
China’s latest five-year plan makes clear its goal of reducing
dependence on foreign technology. The nation’s R&D spend-
ing is growing twice as fast as the US, and the private sector
contributes significantly to this effort. While there could be
near-term volatility, we think the long-term opportunity re-
mains intact. The Japanese local buyout market has also been
exceptionally active in recent years, fueled by structural drivers
such as large industrial conglomerate carve-outs and business
succession-related deals. South Korea and India, two large
fast-growing economies, also offer opportunities in private eq-
uity, particularly in financial services, telecom computer soft-
ware, healthcare and e-commerce.

Climate and energy transition-related investments are
another area where we see opportunity for investors to
generate returns and contribute to mitigate the nega-
tive impacts of climate change. Transition to a low-car-
bon economy and attaining net zero carbon targets will
require significant involvement from the private sector.

Figure 6
Digital subscription penetration curve
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Since 2020, private equity firms have deployed over USD 60bn
in climate tech and clean tech energy. Private equity managers
can take a leading role in financing innovation and also lever-
age their operational skill set and value creation approach to
help businesses transition into a fundamentally different and
greener economy. In our view, the transition represents a sig-
nificant opportunity for all investors, not only for those who
explicitly focus on sustainability. Energy independence will like-
ly be a dominating theme in the years ahead and we expect
clean energy expansion to be fast tracked.

Demand for healthcare assets also remains robust. Aging pop-
ulations, rising healthcare expenses and a still fragmented and
inefficient industry should continue to force digitization and
innovation in the field of prevention, diagnostics, monitoring,
data recording as well as transformative treatments. Post pan-
demic, mental health has also become a new area of focus.
This area of investments can also lend itself to sustainable and
impact investing strategies alongside more conventional pri-
vate equity investments.

And lastly, investors looking for yield should consider direct
lending and core real asset strategies to improve income op-
portunities in excess of what is offered in the public market.
Market fundamentals are supportive, and the pricing environ-
ment is balanced. Weakening protection for lenders remains a
risk that investors should seek to mitigate through strict man-
ager selection.

Figure 7
Projections of energy supply in Net Zero 2050
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Appendix

Nontraditional Assets

Nontraditional asset classes are alternative investments that include hedge funds, private equity, real estate, and managed futures
(collectively, alternative investments). Interests of alternative investment funds are sold only to qualified investors, and only by means of offer-
ing documents that include information about the risks, performance and expenses of alternative investment funds, and which clients are urged to
read carefully before subscribing and retain. An investment in an alternative investment fund is speculative and involves significant risks. Specifi-
cally, these investments (1) are not mutual funds and are not subject to the same regulatory requirements as mutual funds; (2) may have perfor-
mance that is volatile, and investors may lose all or a substantial amount of their investment; (3) may engage in leverage and other speculative
investment practices that may increase the risk of investment loss; (4) are long-term, illiquid investments; there is generally no secondary market for
the interests of a fund, and none is expected to develop; (5) interests of alternative investment funds typically will be illiquid and subject to restric-
tions on transfer; (6) may not be required to provide periodic pricing or valuation information to investors; (7) generally involve complex tax strate-
gies and there may be delays in distributing tax information to investors; (8) are subject to high fees, including management fees and other fees
and expenses, all of which will reduce profits.

Interests in alternative investment funds are not deposits or obligations of, or guaranteed or endorsed by, any bank or other insured depository
institution, and are not federally insured by the Federal Deposit Insurance Corporation, the Federal Reserve Board, or any other governmental
agency. Prospective investors should understand these risks and have the financial ability and willingness to accept them for an extended period of
time before making an investment in an alternative investment fund, and should consider an alternative investment fund as a supplement to an
overall investment program.

In addition to the risks that apply to alternative investments generally, the following are additional risks related to an investment in these strategies:

Hedge Fund Risk: There are risks specifically associated with investing in hedge funds, which may include risks associated with investing in short
sales, options, small-cap stocks, “junk bonds,” derivatives, distressed securities, non-US securities and illiquid investments.

Managed Futures: There are risks specifically associated with investing in managed futures programs. For example, not all managers focus on all
strategies at all times, and managed futures strategies may have material directional elements.

Real Estate: There are risks specifically associated with investing in real estate products and real estate investment trusts. They involve risks associ-
ated with debt, adverse changes in general economic or local market conditions, changes in governmental, tax, real estate and zoning laws or
regulations, risks associated with capital calls and, for some real estate products, the risks associated with the ability to qualify for favorable treat-
ment under the federal tax laws.

Private Equity: There are risks specifically associated with investing in private equity. Capital calls can be made on short notice, and the failure to
meet capital calls can result in significant adverse consequences including, but not limited to, a total loss of investment.

Foreign Exchange/Currency Risk: Investors in securities of issuers located outside of the United States should be aware that even for securities
denominated in US dollars, changes in the exchange rate between the US dollar and the issuer’s “home” currency can have unexpected effects on
the market value and liquidity of those securities. Those securities may also be affected by other risks (such as political, economic or regulatory
changes) that may not be readily known to a US investor.

Options and futures disclaimer

Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only for sophisti-
cated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of "The Characteristics
and Risks of Standardized Options." You may read the document at http:/Awww.optionsclearing.com/about/publications/character-risks.jsp or ask
your financial advisor for a copy.
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Disclaimer

UBS Chief Investment Office’s (“CIO") investment views are prepared and published by the Global Wealth Management business of UBS Switzerland
AG (regulated by FINMA in Switzerland) or its affiliates (“UBS").
The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.

Generic investment research - Risk information:

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from
sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current as
of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by other
business areas or divisions of UBS as a result of using different assumptions and/or criteria.

In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount (“Values”)) be
used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or payable, the price or the value of
any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, without limitation, for the
purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing performance fees. By
receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to hold long
or short positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity of
principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or
to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold
securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments
may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which you
are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas within
UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial risk
of loss, and losses in excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance.
Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on realization
you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the
price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales
personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information.

Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client’s
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of our
individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any of the
products mentioned herein.

This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly prohibits
the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or lawsuits from any
third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as may be permitted
by applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment views and publication
offering, and research and rating methodologies, please visit www.ubs.com/research. Additional information on the relevant authors of this
publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are available upon request from your
client advisor.

Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only for
sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of “Characteristics
and Risks of Standardized Options”. You may read the document at https://Awww.theocc.com/about/publications/character-risks.jsp or ask your
financial advisor for a copy.
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Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any particular structured
investment, you must read the relevant offering materials for that investment. Structured investments are unsecured obligations of a particular
issuer with returns linked to the performance of an underlying asset. Depending on the terms of the investment, investors could lose all or a
substantial portion of their investment based on the performance of the underlying asset. Investors could also lose their entire investment if the
issuer becomes insolvent. UBS Financial Services Inc. does not guarantee in any way the obligations or the financial condition of any issuer or the
accuracy of any financial information provided by any issuer. Structured investments are not traditional investments and investing in a structured
investment is not equivalent to investing directly in the underlying asset. Structured investments may have limited or no liquidity, and investors
should be prepared to hold their investment to maturity. The return of structured investments may be limited by a maximum gain, participation rate
or other feature. Structured investments may include call features and, if a structured investment is called early, investors would not earn any further
return and may not be able to reinvest in similar investments with similar terms. Structured investments include costs and fees which are generally
embedded in the price of the investment. The tax treatment of a structured investment may be complex and may differ from a direct investment in
the underlying asset. UBS Financial Services Inc. and its employees do not provide tax advice. Investors should consult their own tax advisor about
their own tax situation before investing in any securities.

Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate environmental,
social and governance (ESG) factors into investment process and portfolio construction. Strategies across geographies and styles approach ESG
analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may inhibit the portfolio
manager’s ability to participate in certain investment opportunities that otherwise would be consistent with its investment objective and other
principal investment strategies. The returns on a portfolio consisting primarily of sustainable investments may be lower or higher than portfolios
where ESG factors, exclusions, or other sustainability issues are not considered by the portfolio manager, and the investment opportunities available
to such portfolios may differ. Companies may not necessarily meet high performance standards on all aspects of ESG or sustainable investing issues;
there is also no guarantee that any company will meet expectations in connection with corporate responsibility, sustainability, and/or impact
performance.

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or an
External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant and
is made available to their clients and/or third parties.

USA: Distributed to US persons by UBS Financial Services Inc., UBS Securities LLC or UBS Swiss Financial Advisers AG, subsidiaries of UBS AG. UBS
Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS
SuMi TRUST Wealth Management Co., Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS
Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services Inc. UBS Financial Services Inc. accepts responsibility for
the content of a report prepared by a non-US affiliate when it distributes reports to US persons. All transactions by a US person in
the securities mentioned in this report should be effected through a US-registered broker dealer affiliated with UBS, and not through
a non-US affiliate. The contents of this report have not been and will not be approved by any securities or investment authority in
the United States or elsewhere. UBS Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated
person within the meaning of Section 15B of the Securities Exchange Act (the “Municipal Advisor Rule”) and the opinions or views
contained herein are not intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule.

For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
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