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The economy & markets

- The continuation of the U.S. Federal Reserve’s easing cycle, paired with strong economic data
seen in above-trend GDP, strong payrolls, and moderate inflation figures, supports our
constructive outlook for the U.S. economy as we look to the new year.

- “Stickier” U.S. interest rates relative to Europe have resulted in a faster rate normalization
process in Europe. Our investors see this interest rate differential as improving deal flow in
European markets, potentially supporting growth near 1.0% this year.

- That said, the interest rate differential between the U.S. and Japan remains elevated,
contributing to the ongoing weakening trend in the Yen. The Bank of Japan (BOJ)’s choice to
raise interest rates in January helped to close this differential by 0.25%, resulting in some
modest yen appreciation.

- From here, we believe that monetary policy normalization will continue in a stop-and-start
manner as the BOJ monitors the impact of U.S. policy on exchange rates, the spring wage
negotiations, and the impact of any tariff policies.

- We believe the BOJ is targeting a stronger yen level in the medium term, likely around 140-145
yen per USD.

Asset allocation views: tackling the turning point in private markets

- After two years of low liquidity and exits, the private markets are experiencing a transition. We
see four turning points taking place together, creating a generational opportunity in private
markets allocation.

- Frist, interest rates are moving lower in the U.S. and Europe where private markets activity is
strongest, creating a “sweet spot” for private markets investing. Lower rates have improved
investor confidence and borrower conditions, but rate levels are still high enough to provide
attractive income generation potential. We believe this creates an environment where private
debt and equity can perform well at the same time.

- Second, deal flow is returning. Sponsor pressure for liquidity, improving business confidence,
and improving bid-ask spreads are creating more exit opportunities. We believe this creates a
strong opportunity for new capital deployed in 2025.

- Third, private markets allocation is growing and democratizing. Despite higher interest rates in
recent years, institutional allocation to private markets has grown. Now, retail investor interest
in private markets is growing too. We believe this may sustain the trend in which more
fundraising goes to large and mega funds. This creates an opportunity to deploy capital in the
middle market and lower middle market, who are the target opportunities for those funds.
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Finally, global megatrends related to supply chains, electrification, and digitization are driving a
capital-intensive economic model. We believe this creates a constructive medium-term outlook
for investors.
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