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‘ At a glance

B Private assets can play a key role in long-term investment

plans, with potential benefits both in terms of better risk-
adjusted performance over traditional asset classes and
enhanced diversification.

Over the long run, we expect portfolios that include private
assets to outperform those that do not, as less efficient
markets and active ownership should offer greater
opportunities to capture a premium.

In private equity (PE), we currently seek exposure to value-
oriented buyouts and continue to recommend allocations to
secondaries. We anticipate exit options for portfolio
companies to improve in 2025 with secondary exit solutions
becoming a more favored liquidity option. We expect more
Limited Partners (LPs) and General Partners (GPs) to continue
to use the secondaries market for liquidity solutions across
both PE and venture capital (VC).

B We continue to recommend private credit; however, manager

selection is key. Manager dispersion is far greater in private
credit than public credit, and manager performance tends to
persist across top and bottom private-fund managers. With
yields near 10%, low defaults, declining leverage, and ample
covenants, alongside CIO’s outlook for lower growth
combined with two Fed cuts in 2H25, we remain constructive
on the sector. With ample dry powder and lower sensitivity to
market volatility, we continue to recommend private credit
and anticipate outperformance versus its public counterpart.

In real assets, the case for private real estate as a diversifier
remains intact. A bottoming trend in a majority of CRE values
began occurring in late 2024, and the results through January
2025 are encouraging. We believe 2025-30 will be rewarding
to those investors who do detailed market, submarket, and
asset-specific research to identify those markets that are
benefitting from strong demographics, migratory patterns,
and job creation.
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Private equity

Performance for US PE for 3Q24 shows steady improvement after
a difficult 2023. US PE internal rate of return (IRR) for 3Q24 was
2.5%, while US Venture Capital increased by 1.3% according to
Cambridge Associates benchmarks. Looking at longer-term
horizons, US PE and US VC continue to demonstrate their value
proposition, outperforming relative to public markets on a
10-year relative basis. Over the past 10 years, US PE returned an
annualized 15.4% and US VC returned 14.3%, outperforming
both the S&P 500 and Russell 2000.

US PE exit activity recovered substantially in 2024, ending a two-year
decline. Through 4Q24, exit value has rebounded by 49% y/y, driven
by larger M&A exits. While exit activity has picked up, a substantial
inventory of PE-backed companies remains. There is an estimated
backlog of eight years’ worth of companies waiting to exit.

Persistent macro uncertainties, particularly around inflation
trajectories and monetary policy, are keeping investors cautious.
Policy ambiguity regarding potential tariffs and other macro issues
further compound this uncertainty. The combination of these
factors suggests that while fundamental conditions for PE activity
are improving, the pace of recovery may be moderated by broader
economic and policy concerns. In this environment, GPs are
maintaining their focus on operational improvements and preparing
companies for exit opportunities when market conditions stabilize.

_ﬂllh

Secondary market pricing continued its upward trajectory in
2024, with average pricing for LP portfolios across all strategies
rising to 89% of NAV. This marked the second consecutive year
with a 400-basis-point pricing improvement, building on the
recovery that began in 2023 after the challenging market
conditions of 2022.

We continue to see opportunities this year in secondaries, driven
by multiple fundamental tailwinds, including programmatic
utilization of the secondary market by LPs and GPs, robust
fundraising momentum, and the continued expansion of the
buyer universe. The market's growth reflects its expanded role as
a strategic portfolio management tool for both LPs and GPs
rather than merely a liquidity solution for distressed sellers or
underperforming assets.

In buyouts, we prefer GPs with a strong track record in value-
creation tactics, a particular focus on growing margins and
revenues, and an ability to secure lower entry multiples. We see
the opportunities in those buyout strategies with a tilt toward
value as well as in more complex situations such as carveouts,
spin-offs, and divestitures where valuations and the potential for
value creation are particularly attractive. Finally, managers are also
poised to leverage Al and ML to unlock additional value.

Private markets 4
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Overview

The US private equity market experienced significant recovery in
2024 compared to 2023, marked by an uptick in deal activity
and overall performance. This resurgence was driven by factors
such as moderating inflation, enhanced credit availability, and
reduced interest rates. Traditional banks re-entered the lending
sector, contributing to increased syndicated LBO loan volumes
and refinancing activity, creating both credit availability for deals
and liquidity within the private equity ecosystem. Private equity
performance showed notable progress, with one-year returns
reaching 9.2% through 3Q24, compared to 7.2% for the same
period in 3Q23, though still trailing the S&P 500.

Fundraising faced headwinds, moderating from recent years but
still above pre-pandemic levels. The median time to close
extended to 16.8 months from 11 months in 2022, due to lim-
ited distributions. Perpetual funds targeting high-net-worth
investors have seen robust interest, aiming to tap into the USD
430 trillion private wealth channel.

The outlook for 2025 presents a more complex picture. While the
PE industry demonstrates a clear appetite for dealmaking and
conditions appear supportive, with lower interest rates and
improving sentiment going into end-2024, early 2025 global
M&A activity signals continued market hesitation. Persistent
macro uncertainties, particularly around inflation trajectories and
monetary policy, are keeping investors cautious. Policy ambiguity
regarding potential tariffs and other macro issues further com-
pound this uncertainty. The combination of these factors suggests
that while fundamental conditions for PE activity are improving,
the pace of recovery may be moderated by broader economic and
policy concerns. In this environment, GPs are maintaining their
focus on operational improvements and preparing companies for
exit opportunities when market conditions stabilize.

Given the uncertainty surrounding the macro environment, we
continue to see opportunities in the secondaries market and
anticipate increased activity driven by fundraising momentum,
expanding buyer universe, and the need for distributions driven
by LP demand. In the buyout sector, we prefer GPs with strong
track records, a focus on growing margins and revenues, secur-
ing lower entry multiples, and driving value-creation tactics.
Managers are also poised to leverage Al and ML to unlock addi-
tional value.

Performance

Performance for US PE for 3Q24 shows steady improvement after
a difficult 2023. US PE internal rate of return (IRR) for 3Q24 was
2.5%, while US Venture Capital increased 1.3% according to
Cambridge Associates benchmarks. US private equity markets

Private equity

have shown modest performance, with trailing one-year returns
below 10% and underperforming public markets. This perfor-
mance can be linked to various structural and macroeconomic
factors:

e Valuation lag effect: The inherent lag in private market valua-
tions means that private performance doesn’t immediately
reflect public market movements. This lag effect was also seen
in 2022 when the S&P 500 was down 16%, and PE was only
down 5%.

e Market concentration: A handful of stocks, commonly called
the “Magnificent Seven,” has been dominating public market
performance. This narrow rally has not provided an environ-
ment for robust exits or valuation comps for the broader pri-
vate companies.

* Monetary policy impact: The Federal Reserve’s aggressive interest
rate hikes since mid-2022 have created a difficult deal-making
environment. Increased borrowing costs diminish potential equity
returns and reduce buyer appetite. The macro environment has
made it difficult for exits, lengthening the holding period for
both PE and VC asset classes, which dragged down IRR perfor-
mance versus their long-time average. The spread between top-
and bottom-quartile managers remained wide, underscoring the
importance of manager selection. (Please see our latest Private
markets asset allocation guide for dispersion data.)

While 4Q24 performance data are not yet available, we can look
to the US public manager performance as a directional indicator.
Across the seven publicly traded PE managers, median gross IRR
for 4Q24 was 1.8% and trailing one-year gross IRR was 9.1%,
indicating a slow recovery to annualized double-digit returns.

Looking at longer-term horizons, US PE and US VC continue to
demonstrate their value proposition, outperforming relative to
public markets on a 10-year relative basis. Over the past 10 years,
US PE returned an annualized 15.4% and US VC returned 14.3%,
outperforming both the S&P 500 and Russell 2000 (Fig. 1).

The cyclical nature of market performance is evident in the quilt
chart analysis in Figure 2, demonstrating the importance of vin-
tage diversification. All asset classes have periods of overperfor-
mance and underperformance. However, over market cycles, pri-
vate equity typically stands out with strong, stable returns. Private
equity, in dark purple, has been a top performer (in the top or
second position) in 11 of 20 years, returning an annualized
14.5% from 2005 to YTD 2024. This consistent performance
supports the case of including PE in a diversified portfolio.

Including alternatives in a diversified portfolio can help drive
outperformance while experiencing lower reported volatility.
A hypothetical diversified portfolio of 40% global equities,

30% US bonds, and 30% alternatives would have returned

Private markets 5
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Figure 1

Performance by asset class

Asset Class Q32024 Q2 2024 Q12024 Q42023 1-year 3-year 5-year 10-year
US buyout 2.4% 1.5% 1.8% 3.1% 9.1% 7.4% 16.1% 15.1%
US growth equity 2.8% 1.9% 1.8% 2.7% 9.4% 0.6% 17.4% 16.3%

US private equity 2.5% 1.6% 1.8% 3.0% 9.2% 5.6% 16.4% 15.4%

S&P 500 5.9% 4.3% 10.6% 11.7% 36.3% 11.9% 16.0% 13.4%

US venture capital 1.3% -1.1% 2.5% 0.5% 3.3% -5.5% 15.1% 14.3%

Russell 2000 9.3% -3.3% 5.2% 14.0% 26.8% 1.8% 9.4% 8.8%

Private credit 2.7% 2.6% 3.0% 3.0% 1.7% 9.8% 9.4% 8.9%

Morningstar LTSA US LL 2.0% 1.9% 2.5% 2.9% 9.6% 6.5% 5.7% 4.9%

US real estate 0.2% -0.1% 0.2% -2.2% -1.9% 2.9% 6.5% 8.9%

NCREIF 0.8% -0.3% -1.0% -3.0% -3.5% 0.9% 3.3% 5.9%

Source: Bloomberg, Cambridge Associates, UBS, as of 30 September 2024

Figure 2

Quilt chart — total returns
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an annualized 8.0%, with 8.8% reported volatility. By compari- change is more pronounced in certain asset classes than others.
son, a traditional 60% global equities and 40% bonds would Specifically, cash flows for recent vintages in buyout and venture
have generated a 6.3% return with 10.5% reported volatility. capital have become steeper, most notably for 2020 and 2021

vintages for buyout and 2018-2021 vintages for VC. Younger
Net cash flow vintages in the private real estate J-curve have shown flattening,

indicating a longer time to net cash flow breakeven, while pri-
When examining net cash flows, many investors are acquainted vate credit has largely been unchanged due to its self-liquidating
with the J-curve effect of drawdown funds, which is character- nature and floating rate structure. Unlike private equity, private
ized by initial negative returns (drawdown) followed by positive credit instruments typically generate regular interest payments
returns as investments mature (distributions). While cash flows and return principal at maturity, creating natural distribution
have traditionally adhered to this pattern, recent slowdowns in events independent of market conditions.

distributions have altered the conventional J-curve effect. This

Figure 3
Cumulative net cash flow as a percentage of total commitment
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Source: MSCI, UBS, as of 9 September 2024
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Deal activity

US PE deal activity has seen a recovery in 2024 compared to
2023, with deal activity increasing approximately 19% y/y by deal
value and 13% on deal count, according to PitchBook data. YTD
through 4Q24 PE deal activity totaled USD 838bn of deal value
(Fig. 4) driven by more favorable market conditions, including
lower interest rates and tighter credit spreads that helped reduce
financing costs and narrowed the buy-sell valuation expectations.

The technology sector, particularly in software, emerged as the

standout performer, reflecting PE managers’ continued focus on
high-quality assets offering strong cash flow, high-margin busi-

nesses with strong growth trajectories.

Fundraising

Despite the challenging macro environment and slower pace of dis-
tributions, LPs continue to demonstrate confidence in the asset
class’s long-term prospects and have remained committed to allocat-
ing to PE. Private equity fundraising will likely end the year with
around USD 300bn raised, down from 2022’s peak of around USD
400bn. Though the data do not include those raised from perpetual,
open-ended vehicles, we estimate another USD 50bn has been
raised since 2019 based off Pitchbook data. Geared toward the indi-
vidual private wealth investor, the open-ended fund structure is
growing in popularity owing to its immediate capital deployment,
lower minimums, limited period liquidity, and simplified tax report-
ing, with fewer operational burdens (i.e., lack of capital calls and dis-
tributions) than traditional closed-ended drawdown funds with com-
parable exposures. Please see our research publication, Accessing
private equity with perpetual capital funds, for additional insights.

Private equity

Established managers continue to dominate the landscape, while
newer or smaller ones struggled. Mega funds, funds that raise
over USD 5bn, accounted for 44% of dollars raised through 4Q24.
Middle-market funds, those that raise between USD 100mn and
USD 5bn, have maintained strong interest, raising an aggregate
value of USD 158bn across 172 funds, representing 55% of all
capital raised in 2024. These funds have benefitted from the more
challenging macroeconomic landscape as investors gravitate
toward smaller funds focused on smaller deals where financing is
more accessible, and valuations tend to be more favorable.

Figure 5
Historical US PE fundraising (USD in billions)
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Figure 4

US PE deal volume (USD in billions)
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Figure 6
US private equity dry powder (USD in billions)
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Valuations

Full year 2024 US PE valuations appear to be on an upward trend
once more, following a minor decline in 2023. While public mar-
kets rallied to highs in comparison, PE entry multiples have shown
more stability (Fig. 7). According to Pitchbook LCD, LBO entry
multiples ex-fees for deals done through 4Q24 averaged 10.6x,
improving from the average LBO entry multiple of 10.4x for full
year 2023, though still below the peak of 11.5x for full year
2022. Compared to public equities which are trading at histori-
cally high multiples, private valuations have been more stable in
their recovery and offer attractive entry points to deploy capital.
We expect valuations to remain below the record highs seen in
recent years, as investors adjust to a higher interest rate environ-
ment and place greater emphasis on fundamental value creation.

Exits

Exits are a critical mechanism in the private equity ecosystem, serv-
ing as the primary means by which PE managers realize returns for
their investors, who then fuel new fundraises that enable invest-
ments into new companies. US PE exit activity achieved a substan-
tial recovery in 2024, ending a two-year decline. Through 4Q24,
exit value has rebounded 49% vy/y, driven by larger M&A exits.

Corporate acquisitions continue to remain the dominant exit land-
scape, accounting for 55% of exit value in 2024. This trend high-
lights the persistent appetite for strategic M&A among corporate
buyers as well as the relative scarcity of other exit options in the
current market. Managers have been able to leverage their opera-
tional expertise and industry insights to position their portfolio
companies as attractive acquisition targets for strategic buyers.

Figure 7
Private market multiples vs. public market multiples
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Figure 8
US PE Exits
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The IPO activity market showed signs of recovery with 16 PE-
backed companies successfully completing public listing through
4Q24 compared with 14 exits in 2023. Stronger public market
and enhanced macroeconomic stability at year-end 2024 sug-
gested improving confidence in public markets.

While exit activity has picked up, a substantial inventory of
PE-backed companies remains. There is an estimated backlog

of eight years’ worth of companies waiting to exit, assuming
exiting at the current rate of ~1,500 companies per year.

The pressure on holding periods is high, with the median hold
time of about 7.0 years, up from the 5.4-year average. With the
bulk of companies coming from 2017-2019 vintages, the mount-
ing pressure has led to increased interest in other exit routes,
including continuation funds and secondaries.

Secondaries

The secondary market demonstrated exceptional strength
throughout 2024, achieving a new annual record with USD
162bn in transaction volume, a 45% increase from 2023 and
23% above the previous peak of USD 132bn in 2021. This vol-
ume was driven by improving pricing conditions, sustained liquid-
ity demands from institutional investors, broader adoption of
general partner-led transactions, and an influx of capital from
both traditional and emerging sources. The secondaries market
demonstrated significant momentum throughout the year, with
the second half of the year’s transaction volume totaling USD
94bn, outpacing the first half of USD 68bn. We anticipate the
momentum to continue into 2025, with record levels of dry pow-
der and expectations of continued growth across both limited-
partner-led and general-partner-led segments.

Pricing trends

Secondary market pricing continued its upward trajectory in
2024, with average pricing for LP portfolios across all strategies
rising to 89% of NAV (Fig. 9). This marked the second consecu-
tive year with a 400-basis-point pricing improvement, building on
the recovery that began in 2023 after the challenging market
conditions of 2022.

Pricing improvements were observed across most asset classes,
but the degrees vary across the different strategies, reflecting the
differentiated risk-return profiles and investor preferences. Buy-
out funds achieved the highest pricing at 94% of NAV, a
300-basis-point increase from 2023. Venture funds experienced a
substantial recovery, rising 700 basis points to 75% of NAV. And
real estate funds remained relatively stable at 72% of NAV.

Private equity

Figure 9

Secondary market portfolio pricing as a percentage
of NAV
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The pricing recovery was supported by several factors, including:

e Rising public markets (with the S&P 500 increasing approxi-
mately 23% in 2024)

e The Federal Reserve interest rate cuts (100bps in total)

e Improved investor confidence in near-term exits

e Strong fundamental performance of portfolio companies

¢ Increased competition among buyers, particularly for high-
quality assets

Pricing also demonstrated meaningful variance based on fund vin-
tage, with newer vintages commanding substantial premiums.
Buyout funds with vintages 2021 and newer priced at 99% of
NAV, while those with vintages between 2018 and 2020 priced at
96% of NAV. Funds older than 10 years experienced notable pric-
ing recovery, reaching 72% of NAV on average, an improvement
that reflects enhanced buyer confidence in near-year distribution.

Geographically, transactions were concentrated in North Amer-
ica, representing 80% of transaction volume, Europe (15%), and
Asia, which continued to present a small portion of the market at
4% of total transaction volume.

Private markets 10



Transaction structures continued to evolve in 2024, with partici-
pants increasingly employing sophisticated approaches to close
deals. Alternative structures, including preferred equity arrange-
ments, managed funds, and special purpose vehicle portfolio
transfers, represented approximately 7% of total volume. These
structures enabled sellers to preserve upside potential while
securing immediate liquidity. Deferred pricing mechanisms,
where a portion of purchase price is received in the future in
exchange for higher transaction price, were used in approxi-
mately 20% of LP transactions. These arrangements increase
average pricing by about 400bps compared to the conventional
all-cash transactions, highlighting the market's increasing flexibil-
ity in structuring mutually beneficial transactions.

Capital availability

Secondaries fundraising in 2024 surpassed the previous high
established in 2020. This robust fundraising activity against a
backdrop of challenging capital raising in other private market
segments demonstrates the appeal of secondary strategies.
Current estimates place global available capital for secondaries at
around USD 200-300bn, which includes leverage and evergreen
vehicles. Despite the available capital, the capital overhang multi-
ple, which is the available capital divided by annual transaction
volume, is at 1.8x through end-2024, down from 2.3x in 2023.
This reduction indicates that capital deployment accelerated
more rapidly.

Figure 10

Historical global secondaries fundraising
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Figure 11
Global secondaries dry powder (USD in billions)
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We continue to see opportunities in secondaries for 2025, driven
by multiple fundamental tailwinds including programmatic utili-
zation of the secondary market by both LPs and GPs, robust fun-
draising momentum, and the continued expansion of the buyer
universe. The market’s growth reflects its expanded role as a stra-
tegic portfolio management tool for both LPs and GPs rather
than merely a liquidity solution for distressed sellers or underper-
forming assets. While macroeconomic uncertainties and geopo-
litical development may introduce volatility, the secondary mar-
ket's demonstrated resilience and growing importance within the
private capital landscape suggest that its long-term growth tra-
jectory remains intact.

Private markets 11
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Summary

B The US venture capital fundraising environment remained
challenged throughout 2024, with total capital commitments
reaching approximately USD 74bn, representing the lowest
annual fundraising volume since 2019. Despite the slowdown
in fundraising, dry powder in US VC remains substantial at
approximately USD 300bn.

B Al-focused funds have seen strong LP interest; however, even
within Al, there are signs of increasing investor selectivity.
With the high valuations and concentration of capital in the
sector, investors are showing greater discipline in due
diligence and increasingly focusing on companies with clear
paths to commercialization and sustainable business models.
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Al and ML investments accounted for 46% of total venture
deal value in 2024. This share represents a substantial increase
from the average 24% share during 2019-22.

The secondary market continues to be a bright spot, with
median discounts narrowing from their high of 30%,
indicating improving investor confidence. In the current
environment, we believe investors looking for venture
exposure could find opportunity in venture secondaries to
gain exposure to a diversified portfolio at attractive discounts.
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Overview

The US venture capital market navigated challenges in 2024, par-
ticularly in fundraising and exits. While valuations appeared resil-
ient, this masked underlying stress. Down and flat rounds
reached ~25% of deals, and one-year performance returned a
dismal 3.3% through 3Q24. Al and ML emerged as the defining
sector of 2024, capturing 46% of total deal value, up signifi-
cantly from just 24% average during 2019-22. While Al-focused
companies may continue to command premium valuations, the
broader market faces an extended period of readjustment.

The exit landscape remained challenging, with M&A activity
reaching decade lows. In response to limited traditional exit
opportunities, secondary markets gained importance as a liquid-
ity mechanism. Several major VC companies including Data-
bricks, Stripe, OpenAl, and SpaceX raised billions for employee
and early investor buybacks.

The venture market is still finding a new equilibrium. However, a
meaningful recovery will likely require sustained improvement in
exit conditions and continued monetary easing to unlock the
value currently held in a record number of companies. The com-
bination of significant dry powder, potential monetary easing,
and a maturing company inventory could create the potential for
renewed momentum in 2025. In the current environment, we
believe investors looking for venture exposure might find oppor-
tunity in venture secondaries, which have seen discounts narrow
but still trade at attractive levels relative to NAV. The current envi-
ronment offers access to established portfolios at meaningful dis-
counts. LP portfolio pricing in venture secondaries increased from
68% of NAV 2023 to 75% of NAV in 2024 (Fig. 9) indicating
growing buyer interest. Additionally, select primary investments
in sectors demonstrating fundamental strength, particularly in Al
and other resilient sectors may offer pockets of opportunity.

Fundraising

The US venture capital fundraising environment remained chal-
lenged throughout 2024, with total capital commitments reach-
ing approximately USD 74bn, representing the lowest annual
fundraising volume since 2019. This significant deceleration from
the peak years of 2021-22 was driven by persistent liquidity con-
straints among LPs, stemming from an extended drought of exits,
elevated interest rates, and underperforming fund returns.

Despite the slowdown in fundraising, dry powder in US VC
remains substantial at approximately USD 300bn. However, this
capital is heavily concentrated in 2020-22 funds and in larger
sized funds of USD 500mn or more.

Venture capital

The artificial intelligence sector stands as a notable exception to
the broader fundraising deceleration. Several prominent venture
firms with Al-focused investment successfully raised funds
exceeding USD 1.5bn in 2024. According to an IDC study pre-
senting a five-year forecast for the core IT spending for GenAl
market, total spend could reach USD 151.1bn in 2027, under-
scoring the substantial growth trajectory in this segment. Invest-
ment pace in Al startups globally accelerated throughout 2024,
with Al and ML deal activity totaling USD 97bn for full-year
2024, up from USD 58bn in 2023.

Figure 12
Historical US venture capital fundraising
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Figure 13
US venture capital dry powder (USD in billions)
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Valuation

Despite the challenging market conditions, venture capital valua-
tion data demonstrated resilience across both early- and late-
stage valuations through 4Q24. Median pre-money valuations
for early-stage increased approximately 44% y/y, while late-stage
valuations rose approximately 36% compared to 2023 levels.
While encouraging, the data reflect a growing market bifurcation
between high-quality firms, demonstrating that the relative qual-
ity of companies can still command strong valuations, even in a
more selective funding environment. Further, investors’ appetite
on certain sectors, such as Al, may have contributed to the over-
all increase in early-stage valuations.

Figure 14

US venture capital pre-money valuations
(in USD millions)
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Venture capital

Al and ML

The artificial intelligence and machine learning (Al and ML) sector
continues to dominate the venture capital landscape through
4Q24, demonstrating the resilience among broader market con-
straints. Al and ML investments accounted for 46% of total ven-
ture deal value in 2024. This share represents a substantial
increase from the average 24% share during 2019-22.

Total Al and ML deal activity reached USD 97bn through 2024, an
increase from USD 53bn in 2023. The surge reflects the significant
capital required for Al infrastructure and development, computer
resources, and specialized talent acquisition. Median pre-money
valuations for Al and ML companies for 2024 was USD 33mn and
average pre-money valuations reached USD 554mn, driven by
several high-profile late-stage financings (Fig. 15).

The market has witnessed increased bifurcation between a hand-
ful of well-funded Al leaders and the broader ecosystem. The five
largest Al and ML deals completed in 4Q24 accounted for 43%
of the quarter’s total deal value, highlighting the extent of capital
concentration. These outsized investments have primarily tar-
geted companies developing foundational models and Al infra-
structure.

Investment activity continues to see shifting toward earlier-stage
opportunities, with companies led by Al researchers gaining mar-
ket share from established generative Al unicorns. This trend
indicates investors' pivot toward specialized applications follow-
ing the initial waves of general-purpose Al investment.

The path to profitability remains extended for most Al ventures,
with median time to positive EBITDA estimated at 5.7 years from
founding. However, companies employing Al to enhance existing
business processes rather than building novel applications have
shown faster paths to profitability, with median breakeven time-
lines of 3.8 years, according to Pitchbook.

Regulatory developments represent both challenges and oppor-
tunities. The new Federal Trade Commission leadership is likely to
adopt a more permissive stance toward technology mergers,
potentially facilitating exit opportunities for Al startups. At the
same time, the future regulatory framework for Al applications in
sensitive sectors may create competitive advantages for compa-
nies demonstrating robust governance practices.
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While Al and ML valuations are rising and the sector is attracting
large levels of investment, it is crucial for investors to maintain a
balanced perspective. The high valuation and concentration of
capital brings increased risks, raising questions of sustainability
of the valuation levels and potential for correction, especially if
the broader economic environment deteriorates. Furthermore,
the high capital requirements for Al infrastructure highlight the
competition and potential barriers to entry in this space. As the
market evolves, it will be important to watch how these valua-
tions translate into sustainable business models and returns for
investors.

Venture capital

Figure 15
Artificial intelligence and machine learning sector
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‘ Private credit

Summary

B The uncertainty of the current market environment is where a
diversified portfolio, including allocation to alternatives, may
enhance total return and lower overall volatility. Carry within
private credit remains ample, defaults remain low, and dry
powder abundant.

B As we begin 2025, the anticipated surge in M&A activity has
so far been slower to materialize. Still, private credit lenders
have been busy, shifting their focus to fundraising and adding
to their already robust USD 250bn of dry powder.

B While the end of 2024 saw spreads compress for both public
and private markets, there remains an ample pickup in
spreads in direct lending, even accounting for the increased
competition from banks returning to the marketplace.

We see the global private wealth market as an area of growth
for private credit in the months ahead, with expectations

for private wealth allocation to private credit growing by

USD 3-4tr in the longer term.

Use of PIK securities has been rising over the past several
years, but defaults have remained stable. While we monitor
shifting PIK activity, we do not currently view the overall rise
as a point of concern given our expectation of lower interest
rates and a lower growth outlook.

We continue to recommend private credit, with a preference
for those managers with disciplined underwriting approaches,
diversified business, sophisticated infrastructure, and a proven
track record.
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Market overview: Volatility and growth outlook

Uncertainty fuels volatility. Equity volatility (as measured by the
VIX) has risen by nearly 90% since early February, while the S&P
500 is down about 9%. Policy developments over the past few
weeks have triggered a sharp reversal in consumer sentiment,
and small business optimism is moderating amid higher eco-
nomic uncertainty. CEO confidence, though elevated relative to
2023, has softened due to concerns about tariffs, immigration
policy, inflation, and interest rates. These factors have also spilled
over into lower M&A expectations for 2025. Because strategic
M&A activity historically correlates with CEO confidence, this
heightened uncertainty—combined with declining c