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Overview

The past few quarters have been marked by uncertainty, volatility 

and public market paralysis which has stretched investor confidence 

as portfolios got whipsawed through the news headlines and Federal 

Reserve tightening cycle. The financial stresses exposed over this 

period have significantly reduced capital availability and increased 

capital costs. 

Investor sentiment appears poor and bearish with record amounts 

of capital sitting in money funds and Treasury Bills (“T-Bills”).                             

A classic case of investors waiting on the sidelines for signs                                

of positive economic momentum. 

Yet, as discussed in Wealth Outlook 2023: Mid-Year Edition,                                

we expect to see peak short-term interest rates soon,                                          

and a concentration in T-Bills and money market funds going 

forward which will ultimately hurt long-term returns. 

Therefore, we believe investors should consider rotating their 

portfolios toward different risk assets, geographies and strategies in 

the second half of 2023 and into 2024. Alternative investments                               

can be a key component of this for qualified investors.

All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events.
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Within the backdrop of 2022, alternative investments managers demonstrated their portfolio 

utility by generally outperforming traditional stocks and bonds (FIGURE 1). Private capital,                           

as measured by the Pitchbook Private Capital Index, generated a positive 0.4% return1 and 

hedge funds, demonstrated by the HFRI Fund Weighted Compositive Index, lost just 4.2%2 in a 

market where the S&P 500 and MSCI World Indices experienced -18.1% total returns and the 

Barclays bond indices lost 11.0% and 11.2%, respectively.3

FIG URE  1:  O n e Year Total Returns by Asset Class (as of December 31, 2 022)

Source: Bloomberg, HFRI, Pitchbook as of December 31, 2022. Treasuries represented by Bloomberg US Treasuries Index Total Return. High Yield represented by Bloomberg US 
Corporate High Yield Bond Index. Global Credit is represented by Bloomberg Barclays Global Aggregate Total Return Index Value Hedged USD. Pitchbook Private Capital Index 
includes private equity, venture capital, real estate, private credit and infrastructure. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for 
illustrative purposes only and do not represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower 
performance. Past performance is no guarantee of future results. Real results may vary.

For risk assets, 2022 was a tumultuous period and investors experienced the concurrent 

collapse of both equity and fixed income markets. While the high correlation between equity   

and debt markets has declined in the first part of the year, 2023 continues to present significant 

stresses for investors. Macroeconomic uncertainty, regional banking failures, persistent 

inflation, peaking interest rates, recession fears and volatile public equity and debt markets                     

are among the challenges that are unsettling investors and portfolios. 

However, we believe that this turmoil may lead to potential opportunities in private equity, real 

estate and hedge funds over the coming 12 to 24 months as alternatives managers leverage their 

capital positions to take advantage of market volatility, dislocation and stressed situations.

1 Pitchbook, as of December 31, 2022
2 HFR, as of December 31, 2022
3 Bloomberg, as of December 31, 2022
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FIG URE  2:  Th e Long-Ter m Ou tlook for Asset Classes Has Changed 

ASSET CLASS 2023 SRE 2022 SRE

Developed market equities 7.0% 3.8%

Emerging market equities 12.9% 8.1%

Investment-grade fixed income 4.6% 1.8%

High-yield fixed income 7.4% 2.6%

Emerging market fixed income 7.8% 3.6%

Cash 3.4% 0.9%

Hedge funds 9.1% 4.1%

Private equity 17.6% 11.6%

Real estate 10.6% 8.8%

Commodities 2.4% 1.5%

Source: Citi Global Wealth Investments’ data as of October 31, 2022. Strategic Return Estimates (“SRE”) based on indices are Citi Global Wealth Investments’ forecast of returns 
over a 10-year time horizon for specific asset classes (to which the index belongs). 2022 SREs are based on data as of October 31, 2021. Indices are used to proxy for each asset 
class. Cash refers to the US Cash SRE. The forecast for each specific asset class is made using a proprietary methodology that is appropriate  for that asset class. Equity asset 
classes use a proprietary forecasting methodology based on the assumption that equity valuations revert to their long-term trend over time. The methodology is built around 
specific valuation measures that require several stages of calculation. Assumptions on the projected growth of earnings and dividends are additionally applied to calculate the SRE 
of the equity asset class. Hedge Fund and Private Equity SREs are linked to equity SREs. Fixed Income asset class forecasts use a proprietary forecasting methodology that is based 
on current yield levels. Other asset classes use other specific forecasting methodologies. SREs are in US dollars. SREs are generally updated on an annual basis, however they may 
be updated off cycle based on market conditions or methodology adjustments. Strategic Return Estimates are no guarantee of future performance. SREs do not reflect the 
deduction of client fees and expenses. Future rates of return cannot be predicted with certainty. Investments that pay higher rates of return are often subject to higher risk and 
greater potential loss in an extreme scenario. The actual rate of return on investments can vary widely. This includes the potential loss of principal on your investment. It is not 
possible to invest directly in an index. All SRE information shown above is hypothetical, not the actual performance of any client account. Hypothetical information reflects the 
application of a model methodology and selection of securities in hindsight. No hypothetical record can completely account for the impact of financial risk in actual trading.

At an asset class level, the long-term outlook for private equity, real estate and hedge funds now 

looks much brighter. 

Based on Citi Global Wealth Investments’ Adaptive Valuation Strategies (“AVS”) methodology,                       

the forecasted Strategic Return Estimates (“SREs”) annualized ten-year returns for private equity, 

real estate and hedge funds are 17.6%, 10.6% and 9.1%, respectively (FIGURE 2). These SREs stood                
at 11.6%, 8.8% and 4.1% at mid-year 2022. The 2022 selloff and continued public market 

weakness has led to valuations becoming more normalized, or in some cases at historic lows. 
These cheaper valuations may potentially lead to improved return expectations. 

The private equity SRE is 17.6%. This is derived from small-cap public equity valuations, which 
continue to be at historically inexpensive levels, despite the recent large-cap rally. In the short 

term, we are experiencing fewer deals with higher financing costs. Nevertheless, in the long run, 

current lower valuations would lead to more favorable and rewarding opportunities for long-term 
investors. The SRE for real estate is 10.6%, reflecting the current valuation environment in certain 

commercial real estate sectors, such as office and retail. The SRE for hedge funds is 9.1%, led by 
the long/short equity and event-driven sub-asset classes.
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How much should qualified 

investors allocate to 

alternatives?

Based on AVS’ long-term return forecasts, 

there are suggested and hypothetical 

asset class weightings. Overall, most asset 

class attractiveness has improved over the 

last year due to market movements. 

However, the strategic allocations are 

driven by relative estimated returns 

among these asset classes. All else equal, 

it proposes larger allocations  to asset 

classes with higher SREs and smaller 

allocations to those with lower SREs. Of 

course, not all investors have an appetite 

or are qualified for the risks associated 

with alternatives. Please see a full 

discussion of alternatives risks on page 37.

FIGURE 3 shows the suggested allocation 

for an investor at Risk Level 3 and for 

whom alternative and illiquid asset 

classes are suitable. Risk Level 3 seeks 

modest capital appreciation and, 

secondly, capital preservation. Together, 

hedge funds, private equity and real estate 

make up more than one quarter of the 

suggested allocation at 12%, 10% and 5%, 

respectively. 

It is important to note that this allocation 

remains unchanged from last year, as a 

consistent approach to illiquid 

alternatives across cycles is generally 

suggested. 

FIG URE  3: O u r  Suggested Asset Class 
Weigh tin gs 

ASSET CLASS
AVS Risk Level 

3 Allocation

Developed market equities 27.4%

Emerging market equities 4.6%

Investment-grade fixed income 32.4%

High-yield fixed income 3.3%

Emerging market fixed income 3.3%

Cash 2.0%

Hedge funds 12.0%

Private equity 10.0%

Real estate 5.0%

Commodities 0.0%

Source: Citi Global Wealth Investments Global Asset Allocation team
The allocation shown is a US dollar Allocation at Risk Level 3, as of October 31, 2022. 
The allocation was updated on January 1, 2023, using data as of October 31, 2022. Risk 
levels are an indication of clients’ appetite for risk, ranging from 1 (the most 
conservative) to 5 (the most aggressive). Risk Level 3 seeks modest capital appreciation 
and, secondly, capital preservation. Diversification does not ensure against loss of 
investment. See Glossary for asset class definitions. 
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The state of the alternatives market

Private capital markets have not been immune to the volatility and pressures experienced in 

capital markets. The macroeconomic climate continues to cast a shadow over alternatives 

across fundraising, exits and dealmaking. However, many alternative asset managers are 

positioned to step into potential opportunities where market stress has created imbalances and 

securities have been mispriced or competing sources of capital are sidelined by market 

dynamics. 

A key factor to consider in the current environment is the significant decline in exit activity.                      

Exit values declined for the third consecutive quarter in the first quarter of 2023. US private 

equity exit value was down 63% year over year in 2022 and Q1 2023 exits were down a further 

34% from the same period in 2022. Initial public offering (“IPO”) markets continue to be 

effectively closed, with only four US private equity-backed IPOs in the first quarter of 2023, 

versus an average of 17 IPOs per quarter for 2016 through 2021. The only private equity exit path 

that remained truly active, albeit at significantly reduced levels, was exits to corporate buyers, 

representing 70% of all exits in the first quarter of 2023 (FIGURE 4). 

FIG URE  4:  US Pr ivate Equity E xits by Type
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From a global private capital fundraising perspective, 2022 was down $318.8 billion to $1.2 

trillion from the record raises of $1.6 trillion in 2021, a 25% decline. The fundraising trendline 

continued downward with Q1 2023 at $210.8 billion (FIGURE 5), a 42% decline year over year for 

the same period. The fundraising slowdown is in part driven by investors becoming overexposed 

to illiquid funds (relative to allocation targets) due to depressed public market portfolio 

valuations and a lack of capital returned from private investments as a result of the slowdown in 

existing portfolio exits. 

However, there has also been a focus on scale and quality. With limited partnerships (“LPs”) 

focused on their most core relationships, funds greater than $1 billion in size secured 75% of all 

fundraising in 2022 and through Q1 2023. From 2017 to 2021, these funds reflected 61% of 

capital raised.4 So despite a lower fundraising environment, a subset of the higher quality 

managers have dry powder available to execute their investment strategies and take advantage 

of potentially more attractive valuations and/or market dislocations.

FIG URE  5:  Global Pr ivate Capital Fun draising is Down
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4 Pitchbook, as of March 31, 2023
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This can be seen in the fact that US 

private equity deal volume in Q1 2023 

was up 11.4% from Q4 2022 with 

approximately $261.4 billion. Overall, 

this represents a downward trend from 

the peaks of 2021, but is still well 

above the pre-COVID average                    

of $180.3 billion per quarter. The cost 

and limited availability of credit capital 

means that managers must finance 

deals more conservatively with lower 

leverage and have high confidence in 

their ability to drive improved financial 

performance at the company level. 

With these changes, valuations are 

coming down to reflect the new reality. 

For example, the median enterprise 

value to revenue multiple for the 

quarter ending March 31, 2023 was 

1.7x for buyout deals in North America 

and Europe. This is down 32%, from a 

peak of 2.5x in 2021.5

FIG URE  6: N or th  America and Eu rope Private Equity 
E V/Reven ue Multiples Declined in Q 1 202 3
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Hedge funds saw an uptick in net capital flows in the first quarter of 2023 as macroeconomic and 

financial risks and volatility increased significantly on the back of regional bank failures and other 

dislocations. Despite this, hedge funds were able to deliver positive performance. The HFRI Fund 

Weighted Composite Index gained 1.2% in the first quarter, led by both equity hedge and event-driven 

strategies. Investors allocated an estimated $9.1 billion in new capital to the hedge fund industry                          

in the first quarter and hedge funds saw performance gains to bring total global hedge fund capital                  

to $3.88 trillion. Investors allocated new capital to hedge funds in Q1 to opportunistically take 

advantage of the current market volatility while managing downside risk. 

From a strategy perspective, macro and relative value, including multi-strategy funds, remained in 

focus, while equity hedge strategies also saw notable net asset inflows after being out of favor in 2022 

amid declines in the broader equity markets.6

5 Pitchbook, as of March 31, 2023
6 HFR, as of March 31, 2023
Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any specific investment. 
Index returns do not include any expenses, fees or sales charges, which would lower performance. Past performance is no guarantee of future results. Real results may vary.
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Bonds are back again: 
Where to find potential 
fixed income and yield 
opportunities now

In the short term, staying invested in cash or ultra short-term 

fixed income securities represents a risk to medium-term 

returns as reinvestment may occur at lower future yields. Over 

the balance of 2023, interest rates are expected to reach peak 

levels for this cycle. As core inflation levels are only falling 

gradually, rate cuts are unlikely in through the balance of 2023, 

but may occur in early 2024. 

Yield-focused investors may have an opportunity to diversify 

portfolios and achieve high levels of income. As banks reduce 

lending and capital markets become less liquid, investors may 

be able to increase their bond returns by changing where and 

how they invest. In addition to seeking high-quality, longer 

duration securities, qualified investors who have a higher risk 

appetite can look to alternatives to take advantage of the 

volatility and uncertainty that continue to define the current 

market. 

All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events.
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Bond market implied volatility rose to twice its long-term average as measured by the MOVE 

Index in the second half of 2022 and has remained elevated ever since. This volatility peaked                  

at 180.1 on March 13, 2023 after the Silicon Valley Bank and Signature Bank failures, the highest 

level since the Global Financial Crisis (FIGURE 7). As of May 23, 2023, the MOVE Index remained 

elevated at 131.7, signaling continued uncertainty.

FIG URE  7: US Tr easu ry Bond Volatility
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Source: Bloomberg as of May 23, 2023. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not 
represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower performance. Past 
performance is no guarantee of future results. Real results may vary.

Given the stresses on deposits, regional banks will likely need to reposition their portfolios, 

selling more treasuries and mortgages, in order to meet upcoming stress tests. This, in turn,    

may lead to an increase in both volume and volatility, presenting opportunities for fixed income-

focused hedge funds. 

Additionally, in credit markets, the absence of bank lending, lower ETF and CLO volume, and 

concerns about corporate profits going forward have created a series of related opportunities              

to be the prime liquidity provider in the market, but within the risk and context of continued 

economic uncertainty. Acquiring the credits of fundamentally sound companies at attractive 

valuations requires significant breadth of knowledge and may provide both downside mitigation 

and potential future appreciation, if done well. We should expect continued volatility, which can 

allow fixed income investors to exercise their bond-picking skills.

OPPORTUNITIES |    WEALTH OUTLOOK  2023   |    MID-YEAR EDITION   │ ALTERNATIVE INVESTMENTS   |   11



  

Furthermore, structured credit markets are relatively inefficient, and often face pressure in less 

liquid market environments. These selloffs can be magnified by forced selling from daily-liquid 

vehicles facing redemptions. As a result, spreads across residential and consumer debt markets 

have widened meaningfully over the last twelve months, even doubling in certain subsects of the 

market. Certain hedge fund strategies can act as liquidity providers to forced sellers by utilizing free 

capital to opportunistically rotate into high-quality assets that are selling at steep discounts                                

for non-economic reasons.

While the ability of companies                           

to access the capital markets                          

saw some relief early this year     

with a 12.5% increase in leveraged 

loan volume in the first two months                    

of 2023 over the last two months    

of 20227, pressures from the 

financial sector continue to 

challenge access to credit markets. 

Given the rapid rise in yields and the 

uncertain outlook for corporate 

profits, both credit and equity 

markets have largely remained 

closed to companies wishing to 

raise capital since mid-2022.       

The few borrowers who are able 

to come to the public market will 

need to sacrifice on structure and 

price to stimulate interest, 

providing bond and loan investors 

better protection and higher yields 

on performing credit. The average 

for a unitranche middle market loan 

has risen to 680 bps over the 

Secured Overnight Financing Rate 

(“SOFR”), driving new issue rates 

near 12% (FIGURE 8).7

FIG URE  8: N ew Issu e Yields Continue to Rise
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Source: LCD as of March 31, 2023. Indices are unmanaged. An investor cannot invest directly in an index. 
They are shown for illustrative purposes only and do not represent the performance of any specific 
investment. Index returns do not include any expenses, fees or sales charges, which would lower 
performance. Past performance is no guarantee of future results. Real results may vary.

7 LCD, as of March 31, 2023
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Given the lack of liquidity in public markets for new issues, the overall availability of debt has 

fallen, and new buyout deals in the latter half of 2022 into Q1 2023 were being structured with 

1.0x to 2.0x lower debt multiples than in 2020 and 2021.8 Private lenders such as direct lending 

funds and Business Development Companies (“BDCs”) may benefit from a market where 

companies are not able to rely on public bond and high yield markets for their financing needs. 

For example, in the aftermath of the collapse of Silicon Valley Bank, one of the largest primary 

lenders to the technology sector, a direct lender providing senior secured floating rate direct 

loans to technology companies becomes a key liquidity provider to the sector. The technology 

sector provides mission-critical solutions to customers, potentially leading to high customer 

retention rates and stable revenues. This and the long-term secular tailwinds around 

digitization make for a compelling investment thesis for lending.

Real estate funds seeking income generation, downside risk mitigation and our high conviction 

subsectors, such as multi-family residential and industrial, may be well positioned to benefit 

from underlying income growth. These sectors can benefit from the secular and market 

dynamics that are driving higher demand for space relative to the supply, such as urbanization, 

digitization and inflation mitigation. 

Despite new supply, US industrial vacancy was 3.5% as of Q1 2023 and remains below the 5.0% 

historical average. For the multifamily sector, while rental growth is moderating from pandemic 

highs, as of Q1 2023 net effective rent increased 4.5% relative to Q1 2023, which remains above 

the pre-COVID average of 2.7%.9

Comparatively, in terms of the office sector, post-pandemic global office utilization is at 50%           

of inventory and the sector faces additional headwinds from volatile capital markets and a 

slowdown in the economy, particularly in the United States.10 In particular, “return to office”                       

in the US is lagging Europe and Asia, since in the US there are larger living spaces affording more 

in home flexibility, generally longer commutes and a tighter labor market.

8 LCD, as of March 31, 2023
9 CBRE Multifamily Report Q1 2023
10 UBS as of December 31, 2022
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A sequence of equity 
opportunities: Finding value 
beyond narrow leadership

Unlike 2022 when markets were closely correlated, this year            

has seen a renewed divergence, leading to potential sequential 

investment opportunities across regions. For alternative 

investments, this drives two distinct investment themes across 

equity and other asset classes:

• First, we are focused on strategies specifically suited                                      

to capitalizing on liquidity dislocations in capital                                      

markets and private markets to seek equity-like returns

• Secondly, for equity investments, we are focused on strategies 

across hedge funds and private equity that may add value                           

via active management for asset selection and operational 

improvement

All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events.
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Positioning for market dislocations

For the second half of 2023, we believe alternative asset managers are positioned to pursue 

opportunities where many competitors are limited by market or liquidity constraints.                          

This is where liquidity becomes a differentiator between the “haves” and “have-nots” in these 

strategies.

For example, in periods of uncertainty and volatility, credit managers with stable capital and 

expertise in security selection can often take advantage of market dislocations. If one looks at 

the high-yield bond market’s five biggest declines: four recessions including the global financial 

crisis as well as the 2015–2016 wave of energy sector defaults, the average 24-month return                      

for the HFRI ED: Distressed/Restructuring Index was approximately 45% (FIGURE 9).

FIG URE  9: H istor ical Distressed Hedge Fun d Performan ce After Difficult Periods                                                   
for  H igh  Yield Bon ds

Begin End

Bloomberg Barclays 
Global High Yield Total 

Return Index 
Drawdown

HFRI ED: Distressed/
Restructuring Index 
Forward 24M Return

Early 90s recession July 31, 1990 Oct 31, 1990 -11.2% 66.0%

Dot-com bust Feb 28, 2001 Sept 30, 2001 -8.7% 30.7%

Global Financial Crisis May 31, 2007 Nov 30, 2008 -33.2% 34.8%

Energy sector's wave                                  
of defaults May 31, 2015 Jan 31, 2016 -9.8% 27.8%

Early COVID pandemic Jan 31, 2020 Mar 31, 2020 -13.1% 48.2%

Source: Bloomberg, HFR, as of December 31, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not 
represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower performance. Past performance is no 
guarantee of future results. Real results may vary. Table shows five significant selloffs in high-yield bonds and the subsequent 24-month returns of the HFRI ED 
Distressed/Restructuring Index.
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The lack of capital market access will also mean that certain borrowers will be forced to restructure 

their balance sheets and reduce debt, providing opportunity for distressed investors to buy debt     

at discounted prices and take an active approach to capture higher recovery values. Opportunistic 

credit funds will be able to take advantage of volatility and dislocations created from the 

uncertainty of capital market access. With locked up capital, they can be patient in order to exploit 

wide dispersions between the best and worst performing credit securities.

Credit markets are not the only place where providers of liquidity can differentiate themselves in 

times of stress. For example, in illiquid alternatives, certain institutional limited partners are 

struggling to work through the asset class imbalances in their portfolios brought on by public 

market declines and the slowdown in portfolio exits that occurred in 2022. The secondary private 

equity sector has developed and grown over the past 20+ years to provide liquidity solutions and 

flexibility in an otherwise illiquid market. 

Historically, secondary transactions were primarily LP-led, where an investor sought to sell limited 

partnership interests in a fund or a portfolio of funds to a secondary buyer. However, in times of 

valuation uncertainty, secondary buyers will typically make offers that have significant discounts 

to NAV, thus discouraging many LPs from transacting. Despite this, 2021 and 2022 were first years 

that transaction volume surpassed $100 billion.  

However, it is also falling on general partners (“GPs”) to find ways to enhance distributions and 

liquidity for their investors during a period where traditional exit paths are closed. This is driving 

the increasing popularity of GP-led secondary transactions in the market, now representing 50% 

of all secondary transaction volume (FIGURE 10). In a GP-led secondary transaction, a fund 

manager decides to sell one or more existing portfolio companies into a new investment vehicle 

which is overseen by the same manager. To mitigate potential conflicts of interest, the GP utilizes 

a third party (the secondary firm) to anchor the acquisition and negotiate an arms-length 

transaction for the assets. One of the key advantages of GP-led secondary transactions within                   

the context of today’s credit market is that they are not dependent on the capital markets for 

execution as they are, in most cases, able to leverage the existing credit facilities versus obtaining 

new debt.
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Active management to seek out quality and value in volatile times

Global equities, as measured by the MSCI World Index, generated annualized returns                                           

of approximately 15% from 2017 to 2021, with three of those five calendar years having total 

returns above 20%.11 Given this attractive return from simple beta exposure, passive investment 

strategies have come to dominate the equity investing landscape. 

With the financial stresses and uncertainty we have seen over the past 18 months, the ability to 

generate alpha rather than relying solely on beta has become a key consideration for investors in 

today’s environment. However, this is dependent upon manager selection, and if high levels of 

correlation return to equity markets it becomes more difficult to outperform a simple beta 

exposure in the long term.

11 Bloomberg, as of May 2023, historical data through December 31, 2021
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In the last ten years, the percentage of capital allocated to passively managed equity ETFs                     

and mutual funds has gone from 33% to 55%.12 As these funds do not take active roles in their 

portfolio companies, despite being large shareholders, there has been a shift in company boards 

away from investors and toward independent board members without much equity ownership 

in the company. This less engaged shareholder and board dynamic potentially creates                                        

a situation where management teams are less aligned with shareholders with few checks and 

balances at the board level. 

This is where activist hedge fund investors have looked to step into companies and take a fully 

engaged, private equity-like approach to ownership. Activist managers evaluate a company’s 

business model, industry dynamic, and what is causing a perceived valuation gap and seek                           

to work with management and other shareholders to close that gap. This does not mean that 

activist investors target low-quality companies. Rather, they focus on quality investments,                             

as defined below, that are trading at a significant gap to their intrinsic value for idiosyncratic 

reasons.

Equity hedge fund strategies focusing on systematically investing in quality companies also 

have the potential to generate alpha in a passive world. While the definition of a “quality” 

investment may differ substantially from investor to investor, in general, high-quality 

companies tend to have a combination of:

• high profit margins

• healthy balance sheets

• growing profits and/or dividends

• stable future cash flows

• strong management

• sustainable competitive advantage 

A stock portfolio with a quality bias has historically demonstrated stronger comparative returns 

than a more diversified broad-based portfolio.

12 Bloomberg, as of May 31, 2023
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FIGURE 11 shows the cumulative returns for the S&P 500, the S&P 500 Quality Index (which 

tracks the top 100 companies in the S&P 500 based on return on equity, accrual ratios, and 

financial leverage), the S&P 500 – Lowest Quintile Index (which tracks the lowest 100 

companies in the S&P 500 based on the aforementioned measures) and the S&P 500 150/50 

Quality Index (which takes a levered long position in the quality index and a short position in the 

lowest quest quintile index). 

It is evident that actively taking long exposure to quality and short exposure to the lowest 

quintile can provide additional returns for investors. Historically, not only have quality 

companies outperformed the broader market, but companies that are of the lowest quality and 

have the opposite characteristics of those mentioned above have significantly lagged the 

broader market.

FIG URE  11: Disper sion of H igh est to Lowest Q uality Q uintile  Return s
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The increasing cost and reduced availability of leverage is also expected to exert downward 

pressure on private market valuations over the coming quarters as private equity teams build 
these variables into their underwriting models. Therefore, an emphasis on fundamental 

operational improvement becomes the priority in buyout deal execution and we are emphasizing 

middle-market buyout managers with such operational focus. Buyout strategies with a deep 
operational attention that actively manage their companies to improve revenues and 

profitability are positioned to drive returns through the current landscape.

Historically, buyout deal flow has recorded reduced activity levels during troubled times, as debt 
capital becomes scarce. However, buyout firms that have significant dry powder, have a 

structural advantage for new opportunities during periods of market stress when other 

investors are sidelined. Managers will then seek out and evaluate windows of opportunity to 
take advantage of pockets of capital scarcity. The upshot of lower potential entry valuations 

driven by public market weakness and financial stress is that buyout returns have historically 
trended upward after public markets have experienced declines more than 20% (FIGURE 12). 

After these declines, buyout net internal rates of return (“IRRs”) have subsequently trended 

upward by an average of 558 basis points in the two years after the start of the last four bear 

markets. Top managers with available capital may then be able to reinforce their market leading 
positions. The repricing of the public companies’ multiples also has the potential to provide 

opportunities for buyout funds active in the software sector, as public-to-private transactions 
may become more prevalent and lower entry levels may help generate returns.

FIG URE  12: Global Bu you t Returns After Bear Markets
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Unstoppable Trends 
are changing the world

Unstoppable Trends continue to prove themselves as major, 

multi-year trends that are likely to transform the world around us, 

including technological advances, demographic developments 

and new behaviors.

Digitization

Citi Global Wealth Investments has consistently highlighted                          

the accelerating adoption of technology across almost every 

industry and business, creating a “new normal” of an increasingly 

data-enabled, decentralized and flexible global economy.                  

Trends including artificial intelligence, 5G, fintech and 

cybersecurity are accelerating and revolutionizing the world 

around us as we become ever more connected and reliant on 

innovation. 

Historically, a robust venture capital and growth equity ecosystem 

has been the engine of innovation, incubating the fastest growing 

companies in the world and we continue to seek differentiated 

managers across all stages of development.

All forecasts are expressions of opinion and are subject to change without notice and are not intended to be a guarantee of future events.

OPPORTUNITIES |    WEALTH OUTLOOK  2023   |    MID-YEAR EDITION   │ ALTERNATIVE INVESTMENTS   |   21



       

Accordingly, venture capital and growth opportunities for leading edge technologies have the 

promise to provide novel solutions to today’s problems and disrupt legacy industries. At the same 
time, we are seeking to mitigate much of the technology risk by investing with managers focused 

on companies with developed products and customers and significant value-add capabilities. 

With IPO markets currently stalled, disciplined growth managers will be well positioned to make 

follow-on equity investments into high-growth companies that will need to wait longer prior to 
IPO, likely at relatively better valuations driven by the reset in public company multiples. 

Companies that raised capital at lofty valuations in 2021 are now having to seek new investment        

in a new valuation environment in 2023.

Cloud applications and new developments such as artificial intelligence (“AI”) are generating an 
accelerating pace of data creation. The AI market size alone is projected to reach $407 billion by 

2027, up from $86.9 billion in revenue in 2022.13 This is, in turn, creating substantial storage and 
computing demand that cannot be met by today’s global digital infrastructure. 

For example, 43% of the total data volume generated in history was created in the last two years 
(FIGURE 13). The demand for new data infrastructure is incessant and we believe that managers 

specializing in digital infrastructure are best positioned to leverage their direct relationships with 
the largest generators of storage and bandwidth to effectively provide the needed infrastructure.

FIG URE  13: Volu me of Data/In formation  Created, Captur ed, Copied and Consumed Worldwide
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13Marketsandmarkets 2023

OPPORTUNITIES |    WEALTH OUTLOOK  2023   |    MID-YEAR EDITION   │ ALTERNATIVE INVESTMENTS   |   22



       

Given the recent rally in technology stocks (NASDAQ up YTD 30.1% as of June 22, 2023),14

technology-focused equity hedge funds will focus on long investments that will benefit from 

longer term trends in areas like AI, cybersecurity, cloud and 5G. There is also a potential 

opportunity to be short companies that may face near-term cyclical headwinds, lack a competitive 

advantage and/or are being disrupted by new competitors. 

Managers that have strong track records of identifying winners and losers in the technology 

ecosystem have the potential to generate value.

Energy security

Humanity today is facing a wide array of pressing challenges, including poverty, food insecurity, 

aging populations, social inequities and climate change. Facing these challenges will require 

significant investment over the coming years and components of investment portfolios can seek 

environmental and/or social benefits alongside competitive financial returns. 

According to Bloomberg, $1 of every $3 invested will be invested sustainably, representing $53 

trillion globally by 2025.15 As ESG-aware investing evolves, we have seen asset managers take              

a variety of approaches to the space. For hedge funds, certain managers have looked to implement 

an “ESG integration” approach within their portfolios. This is a technique that considers ESG data 

and metrics to favor underlying investments with attractive ESG attributes and/or disfavor 

investments that have unattractive ESG attributes, while seeking to generate returns. 

In private equity, the climate-tech venture capital market has increased significantly, with climate 

representing the fastest growing sector within venture capital, with an 84% CAGR since 2012 

(FIGURE 14). While there has been a great expansion in investment in climate across all asset 

classes, the venture capital sector is uniquely positioned to be the innovation engine for effective 

solutions that can be deployed effectively. Currently, the focus is on venture, as the pipeline                              

in growth-stage opportunities continues to build. Emerging climate tech startups are targeting                          

a broad range of industries as they seek to add tangible utility and value to end consumers                             

and business while simultaneously decarbonizing the economy. The opportunity to fund these 

companies in the early- to mid-stage remains attractive as the total addressable market 

continues to mature.

14 Bloomberg, as of April 28, 2023
15 “ESG Assets may hit $53 trillion by 2025”, Bloomberg, February 23, 2021
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For hedge funds, certain managers have looked to implement an “ESG integration” approach 

within their portfolios. This is a technique that considers ESG data and metrics to favor 

underlying investments with attractive ESG attributes and/or disfavor investments that have 

unattractive ESG attributes, while seeking to generate returns. 

In private equity, the climate-tech venture capital market has increased significantly, with 

climate representing the fastest growing sector within venture capital, with an 84% CAGR since 

2012 (FIGURE 14). While there has been a great expansion in investment in climate across all 

asset classes, the venture capital sector is uniquely positioned to be the innovation engine for 

effective solutions that can be deployed effectively. Currently, the focus is on venture, as the 

pipeline in growth-stage opportunities continues to build. Emerging climate tech startups are 

targeting a broad range of industries as they seek to add tangible utility and value to end 

consumers and business while simultaneously decarbonizing the economy. The opportunity                 

to fund these companies in the early- to mid-stage remains attractive as the total addressable 

market continues to mature.

FIG URE  14: Climate-Tech Venture Capital Activity

$
1.

0

$
1.

3 $
1.

7

$
3

.0 $
5

.4

$
10

.4

$
17

.0

$
14

.0

$
17

.3

$
3

1.
4

$
20

.8

172

161
213

247

333

443

520
562

602

798

687

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Deal value ($B)

Deal count

Source: Pitchbook, as of September 30, 2022
Chart shows venture capital deal activity measured by individual deal numbers and total deal volume in billions of US dollars.

OPPORTUNITIES |    WEALTH OUTLOOK  2023   |    MID-YEAR EDITION   │ ALTERNATIVE INVESTMENTS   |   24



    

G2 – The rise of Asia

As discussed in Wealth Outlook 2023: Mid-Year Edition, our investors have overweighted USD 

investments through the past decade as the US Dollar has been the dominant global currency. 
But as qualified investors re-evaluate the geographic diversification of their portfolios, they 

should also examine their long-term exposures to alternatives assets. Rather than looking at 

potential short-term currency factors, less liquid assets such as private equity, real estate and 
hedge funds should be viewed through a lens of long-term factors and local market dynamics 

that may drive returns. 

For example, the continued shift in economic power toward Asia has been an unstoppable trend 

for several years. We continue to focus on potential investment opportunities in developed Asia 

and greater China for both returns and diversification, while also being consistent with other 
thematic trends.

Chinese A-shares were in a steep selloff from June 2021 to October 2022, drawing down 37%. 

The selloff was due to a combination of global market conditions, including rising rates, 
inflation, and the possibility of recession weighed on stocks as well as China-specific concerns 

including COVID lockdowns, a contracting housing market, and an uncertain regulatory 
environment. The equity markets have reversed some of those losses due to the government 

introducing new policy measures around reopening from COVID Zero and improved real estate, 

financing and tech investment plans. Despite this modest recovery, as we are seeing in the 
West, Chinese equities are trading at forward earnings multiples near five-year lows, providing                

a potentially attractive entry point for investment. The China A-share market is also inefficient 
due to low institutional ownership and high trading volumes dominated by local retail investors, 

allowing specialist active managers to profit from stock picking. 

Within this context, we have also seen the maturation of the Asia private equity sector with 
significant fundraising and capital deployment activity over the past few years. However, the 

pace of investments in Asia far outstrips exits as compared to the US. From 2011 through 1H 
2022, the median investment-to-exit ratios (amount invested/exit proceeds)  of China and 

India are approximately 8.2x and 5.9x, respectively, whereas that of the US is approximately 

2.0x. As of 1H 2022, the un-exited principal in the Asia Pacific region has reached $1.2 trillion.16

This creates an even greater need for investor liquidity in Asia and has created a meaningful 

overhang of un-exited principal. Yet, the secondary private equity market in the region is much 
less mature than in the US and Europe. While Asia historically has represented nearly 20% of 

global private equity fundraising and deployment over the past few years, it has only 

represented about 7% of the global secondary market. Therefore, specialists in GP-led 
secondaries in Asia may be well positioned to capitalize on this environment.

16 APER, 2011 to 1H 2022
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We are also seeing differentiated real estate opportunities in certain Asian developed markets. 

For example, unlike other parts of the world, COVID did not have a material disruption on office 

occupancy rates in the commercial real estate market in Japan’s major cities. Higher return                                

to office rates have been driven by cultural preferences and demographic factors such as age, 

childcare needs, and relatively smaller residential space than other global markets such as the 

US or Europe. With a GDP of $4.9 trillion, Japan has the third largest economy in the world and 

Tokyo is the largest real estate market in the world with approximately 37.7 million people and 

1.5 billion square feet of office space, more than 2x New York and 5x London.17 In addition to the 

office demand, while interest rates have been rising in the rest of the world, the Bank of Japan 

has aggressively kept interest rates low, creating an attractive financing and currency 

environment for non-Yen denominated investors. Thus, Japan is one of the few markets where 

the spread between cap rates and interest rates remain attractive for the office sector. 

As of March 31, 2023, the spread between Japan 10-year treasuries and the average cap rates 

for grade A office space in Tokyo and Osaka was 242 bps.18

17 CBRE Japan, as of March 31, 2023
18 Bloomberg and CBRE Japan, as of March 31, 2023
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What to do now
We suggest that qualified investors maintain a disciplined, 
multi-year and cross-cycle approach to allocating capital to 
alternatives. In uncertain times like these, there is a natural urge 
to maintain high cash balances, yet we feel that in times like 
these, alternative investments are an avenue for investors to be 
opportunistic, while maintaining long-term discipline. 

Across multiple alternatives strategies such as credit, buyouts, 
secondaries and hedge funds, there are myriad ways for 
qualified investors to engage in the current market environment 
through alternatives that are simply not available nor feasible 
through traditional asset classes. 

As was emphasized in our 2023 Alternatives Wealth Outlook 
earlier this year, we believe that waiting until the dust settles 
would be a mistake. With the Citi Global Wealth Investments 
asset class Strategic Return Estimates of 17.6%, 10.6% and 
9.1%19 for private equity, real estate and hedge funds, 
respectively, the current environment provides an opportunity to 
seek liquidity and market dislocations as they occur via 
specialized managers. 

We see several potential opportunities for qualified investors to 
look to alternative investments to leverage market weakness 
and capital inefficiencies in a slowing economy over the coming 
months.

19 Citi Global Wealth Investments’ data as of October 31, 2022. Strategic Return Estimates (“SRE”) based on indices are Citi Global Wealth Investments’ forecast of returns over  a 10-
year time horizon for specific asset classes (to which the index belongs). Indices are used to proxy for each asset class. Cash refers to the US Cash SRE. The forecast for each specific 
asset class is made using a proprietary methodology that is appropriate  for that asset class. Equity asset classes use a proprietary forecasting methodology based on the 
assumption that equity valuations revert to their long-term trend over time. The methodology is built around specific valuation measures that require several stages of calculation. 
Assumptions on the projected growth of earnings and dividends are additionally applied to calculate the SRE of the equity asset class. Hedge Fund and Private Equity SREs are 
linked to equity SREs. Fixed Income asset class forecasts use a proprietary forecasting methodology that is based on current yield levels. Other asset classes use other specific 
forecasting methodologies. SREs are in US dollars. SREs are generally updated on an annual basis, however they may be updated off cycle based on market conditions or 
methodology adjustments. Strategic Return Estimates are no guarantee of future performance. SREs do not reflect the deduction of client fees and expenses. Future rates of return 
cannot be predicted with certainty. Investments that pay higher rates of return are often subject to higher risk and greater potential loss in an extreme scenario. The actual rate  of 
return on investments can vary widely. This includes the potential loss of principal on your investment. It is not possible to invest directly in an index. All SRE information shown 
above is hypothetical, not the actual performance of any client account. Hypothetical information reflects the application of a model methodology and selection of securities in 
hindsight. No hypothetical record can completely account for the impact of financial risk in actual trading.
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Glossary

ASSET CLASS DEFINITIONS
Cash is represented by US 3-month Government Bond TR, measuring the US dollar-denominated active 3-Month, fixed-rate, nominal debt issues by the US Treasury. 

Commodities asset class contains the index composites – GSCI Precious Metals Index, GSCI Energy Index, GSCI Industrial Metals Index, and GSCI Agricultural Index –
measuring investment performance in different markets, namely precious metals (e.g., gold, silver), energy commodity (e.g., oil, coal), industrial metals (e.g., copper, iron 
ore), and agricultural commodity (i.e., soy, coffee) respectively. Reuters/Jeffries CRB Spot Price Index, the TR/CC CRB Excess Return Index, an arithmetic average of 
commodity futures prices with monthly rebalancing, is used for supplemental historical data. 

Developed Market Corporate Fixed Income is composed of Bloomberg Barclays indices capturing investment debt from seven different local currency markets. The 
composite includes investment grade rated corporate bonds from the developed-market issuers. 

Developed Market Equity is composed of MSCI indices capturing large-, mid- and small-cap representation across 23 individual developed- market countries, as 
weighted by the market capitalization of these countries. The composite covers approximately 95% of the free float-adjusted market capitalization in each country. 

Developed Investment Grade Fixed Income is composed of Barclays indices capturing investment-grade debt from twenty different local currency markets. The 
composite includes fixed-rate treasury, government-related, and investment grade rated corporate and securitized bonds from the developed-market issuers. Local 
market indices for US, UK and Japan are used for supplemental historical data. 

Emerging Market Fixed Income is composed of Barclays indices measuring performance of fixed-rate local currency emerging markets government debt for 19 
different markets across Latin America, EMEA and Asia regions. iBoxx ABF China Govt. Bond, the Markit iBoxx ABF Index comprising local currency debt from China, is 
used for supplemental historical data. 

Emerging Markets (EM) Hard Currency Fixed Income is represented by the FTSE Emerging Market Sovereign Bond Index (ESBI), covering hard currency emerging 
market sovereign debt. 

Equity Market Neutral is an investment strategy in which the portfolio manager attempts to exploit differences in stock prices by being long and short an equal amount 
in closely related stocks.

Hedge Funds are composed of investment managers employing different investment styles as characterized by different sub categories – HFRI Equity Long/Short: 
Positions both long and short in primarily equity and equity derivative securities; HFRI Credit: Positions in corporate fixed income securities; HFRI Event Driven: 
Positions in companies currently or prospectively involved in wide variety of corporate transactions; HFRI Relative value: Positions based on a valuation discrepancy 
between multiple securities; HFRI Multi Strategy: Positions based on realization of a spread between related yield instruments; HFRI Macro: Positions based on 
movements in underlying economic variables and their impact on different markets; Barclays Trader CTA Index: The composite performance of established programs 
(Commodity Trading Advisors) with more than four years of performance history. 

High Yield Bank Loans are debt financing obligations issued by a bank or other financial institution to a company or individual that holds legal claim to the borrower’s 
assets in the event of a corporate bankruptcy. These loans are usually secured by a company’s assets, and often pay a high coupon due to a company’s poor (non-
investment grade) credit worthiness. 

High Yield Fixed Income is composed of Barclays indices measuring the non-investment grade, fixed-rate corporate bonds denominated in US dollars, British pounds 
and euros. Securities are classified as high yield if the middle rating of Moody’s, Fitch, and S&P is Ba1/BB+/BB+ or below, excluding emerging market debt. Ibbotson 
High Yield Index, a broad high yield index including bonds across the maturity spectrum, within the BB-B rated credit quality spectrum, included in the below-
investment-grade universe, is used for supplemental historical data. 

Multi-Strategy Hedge Funds combine different single hedge fund strategies in one portfolio and differentiate considerably from each other. Most often, such
portfolios include a variety of long-short, relative value and event-driven strategies.

Private Credit is debt financing provided by non-bank lenders such as hedge funds, private debt funds, business development companies (BDCs) and specialty finance 
companies. Private credit can take on various forms, including direct loans, mezzanine financing or private debt funds. Small- and medium-sized companies most 
commonly take on private credit.

Private Equity is an alternative investment class which at its most basic form is the capital or ownership of shares not publicly traded or listed on a stock exchange. Its 
characteristics are often driven by those for Developed Market Small-Cap Equities, adjusted for illiquidity, sector concentration and greater leverage.

Real Estate Investment Trust or REIT is a corporate entity that either has bulk or all its asset base, income and investments related to real estate. In the US under Security 
and Exchange Commission (SEC) guidelines, for an entity to qualify as an REIT, at least 90% of its taxable annual income to shareholders in the form of dividends must be 
from real estate. While typically REITs are publicly traded, not all are, as Public Non-Listed REITs (PNLRs) can register with SEC as REITs, but do not trade on major stock 
exchanges.

Structured Credit is an investment strategy which involves pooling similar debt obligations and selling off the resulting cash flows. Structured credit products are created 
through a securitization process, in which financial assets such as loans and mortgages are packaged into interest-bearing securities backed by those assets, and issued to 
investors. This, in effect, re-allocates the risks and return potential involved in the underlying debt.

INDEX DEFINITIONS
Bloomberg Barclays Global Aggregate Bond Index is a flagship measure of global investment grade debt from twenty-four local currency markets. This multi-
currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds from both developed and emerging markets issuers. 

HFRI ED Distressed/Restructuring Index tracks distressed/restructuring strategies which employ an investment process focused on corporate fixed income 
instruments, primarily on corporate credit instruments of companies trading at significant discounts to their value at issuance or obliged (par value) at maturity as a 
result of either formal bankruptcy proceeding or financial market perception of near-term proceedings. Managers are typically actively involved with the management of 
these companies, frequently involved on creditors’ committees in negotiating the exchange of securities for alternative obligations, either swaps of debt, equity or 
hybrid securities. Managers employ fundamental credit processes focused on valuation and asset coverage of securities of distressed firms; in most cases portfolio 
exposures are concentrated in instruments which are publicly traded, in some cases actively and in others under reduced liquidity but in general for which a reasonable 
public market exists. In contrast to Special Situations, Distressed Strategies employ primarily debt (greater than 60%) but also may maintain related equity exposure.
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Glossary

HFRI Fund Weighted Composite Index is a global, equal-weighted index of single-manager funds that report monthly net of all fees performance in US Dollar and 
have a minimum of $50 Million under management or $10 Million under management and a 12-month track record of active performance. The index does not include 
fund of funds.

MSCI AC World Index (“MSCI ACWI”) is designed to track broad global equity-market performance. It comprises the stocks of nearly 3,000 companies from 23 
developed countries and 25 emerging markets.

MSCI ACWI Sustainable Impact Index is designed to identify listed companies whose core business addresses at least one of the world's social and environmental 
challenges, as defined by the United Nations Sustainable Development Goals.

MSCI China Index captures large- and mid-cap representation across China A shares, H shares, B shares, Red chips, P chips and foreign listings (e.g., ADRs). With 704 
constituents, the index covers about 85% of this China equity universe. 

MSCI World Index covers large- and mid-cap equities across 23 Developed Markets countries. With 1,603 constituents, the index covers approximately 85% of the 
free float-adjusted market capitalization in each country.

NASDAQ Composite is a stock market index that includes almost all stocks listed on the Nasdaq stock exchange. Along with the Dow Jones Industrial Average and 
S&P 500, it is one of the three most-followed stock market indices in the US.

Pitchbook Private Capital Index is a capital-weighted, aggregate quarterly returns index which captures private equity, venture capital, real estate, real assets, private 
debt, funds of funds, and secondaries funds.

S&P 500 Index is a capitalization-weighted index that includes a representative sample of 500 leading companies in leading industries of the US economy. Although 
the S&P 500 focuses on the large-cap segment of the market, with over 80% coverage of US equities, it is also an ideal proxy forthe total market.

S&P 500 150/50 Quality Index takes a leveraged long position in the quality index and a short position in the lowest quest quintile index.

S&P 500 Lowest Quintile Index tracks the lowest 100 companies in the S&P 500 based on return on equity, accrual ratios and financial leverage.

S&P 500 Quality Index tracks the top 100 companies in the S&P 500 based on return on equity, accrual ratios and financial leverage.

VIX, or the Chicago Board Options Exchange (CBOE) Volatility Index, is a real-time index representing the market’s expectation of 30-day forward-looking volatility, 
derived from the price inputs of the S&P 500 index options.

OTHER TERMINOLOGY
Aggregate Deal Value USD BN is the total value of deals that occurred in the specified time period, for the specified asset class.

Business Development Company, also known as a BDC, is a regulated investment company that raises capital from individual and institutional investors through the 
sale of shares in the stock market. BDCs provide financing to private companies, typically small- and mid-sized businesses. BDCs are required to distribute a significant 
portion of their taxable income to shareholders in the form of dividends.

Corporate Acquisition is defined as a corporate transaction where one company purchases a portion or all of another company's shares or assets. Acquisitions are 
typically made in order to take control of, and build on, the target company's strengths and capture synergies.

Correlation is a statistical measure of how two assets or asset classes move in relation to one another. Correlation is measured on a scale of 1 to -1. A correlation of 1 
implies perfect positive correlation, meaning that two assets or asset classes move in the same direction all of the time. A correlation of -1 implies perfect negative 
correlation, such that two assets or asset classes move in the opposite direction to each other all the time. A correlation of 0 implies zero correlation, such that there is 
no relationship between the movements in the two over time.

EV/Revenue Multiple is a ratio that compares the total valuation of a firm's operations (enterprise value) to the amount of sales generated in a specified period 
(revenue).

IPO or Initial Public Offering refers to the process of offering shares of a private corporation to the public in a new stock issuance for the first time. An IPO allows a 
company to raise equity capital from public investors.

Leveraged Buyout (LBO) is the acquisition of another company using a significant amount of borrowed money (bonds or loans) to meet the cost of acquisition. The 
assets of the company being acquired are often used as collateral for the loans, along with the assets of the acquiring company.

Net IRR, or internal rate of return, is a performance measurement equal to the internal rate of return after fees and carried interest are factored in. It is used in capital 
budgeting and portfolio management to calculate an investment's yield or overall financial quality by calculating an expected rate of return.

Public listing refers to a security which is publicly traded on an established stock exchange or national market system; and, with respect to an entity, that such entity is 
the issuer of a security that is publicly listed.

Refinancing refers to the process of revising and replacing the terms of an existing credit agreement, usually as it relates to a loan or mortgage.

Restructuring is a significant action undertaken by a company in order to modify its operations with the intention of reducing debt, increasing efficiency and improving 
the business going forward. A business restructure is most common in companies facing financial difficulties.

Secondary Buyout refers to a transaction involving the sale of a portfolio company by one financial sponsor or private equity firm to another.This kind of buyout 
indicates the end of the seller's control or involvement with the company.

Sponsor Acquisition refers to the acquisition directly or indirectly by a company (and/or its respective affiliates).

Strategic Return Estimates or SREs are based on Citi Private Bank’s forecast of returns for specific asset classes (to which the index belongs) over a 10-year time 
horizon. The forecast for each specific asset class is made using a proprietary methodology based on the assumption that equity valuations revert to their long-term 
trend over time.

Trade Sale is the disposal of a company's shares or assets, in whole or in part to another company, an M&A exit, in other words, in which the target company is acquired 
for cash or stock.

Vintage Year in the private equity and venture capital industries refers to the year in which a fund began making investments or, more specifically, the date in which 
capital was deployed to a particular company or project. Investors may cite the vintage year in order to gauge a potential return on investment (ROI).
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Disclosures

Notice pursuant to Rule 206 (4)-1 under the Investment Advisers Act of 19 40, as amended (the “Marketing Rule”)
This disclosure is provided as required under the Marketing Rule in connection with communications by Citibank, N.A. and certain of its branches and affiliates (collectively “Citi”) 
relating to investment opportunities on the Citi private equity and real estate private funds platform (the “Platform”).  

• Where permitted under applicable law and regulation, Citi receives cash compensation for soliciting clients of Citi (“Citi Clients”) as investors to invest (directly or indirectly) in 
investment products (each, a “Fund”) offered on the Platform.1

• Due to such compensation, Citi has an incentive to recommend investments in such products and make positive statements about such products and their investment advisers.

Citi is not, and is not expected to be, a client or investor of such products (or other investment vehicles managed by the applicable investment advisers), but certain personnel of Citi, in 
their personal capacities, may be investors in such products or other investment vehicles.
The compensation Citi receives for soliciting investors falls in the following categories and ranges:

• A one-time upfront fee in an amount typically ranging from 0.00% to 2.00% of the aggregate capital commitments of Citi Clients (directly or indirectly) to the relevant Fund (“Citi 
Commitments”); and

• An annual fee for investor relations services provided to the relevant Fund’s adviser equal to (A) during the relevant Fund’s investment period (the “Investment Period”), an 
amount typically ranging from 0.20% to 0.25% of the Citi Clients’ aggregate capital commitments to such Fund and (B) thereafter until the final dissolution and winding up of the 
affairs of such Fund, an amount typically ranging from 0.20% to 0.25% of the Citi Clients’ aggregate contributed capital to the Fund as determined by the relevant Fund adviser or 
general partner, as applicable.

In addition, Citi Clients will pay Citi or its affiliates cash compensation in connection with their investments in the Fund as follows:
• Citi Clients will pay Citi or its affiliates a one-time fee of between zero percent (0.00%) and two and three-quarters percent (2.75%) of such Citi Client’s direct or indirect 

commitments to the Fund; and

• Citi Clients investing in a Feeder Fund advised by Citi Global Alternatives, LLC (“CGA”) will bear a fee paid to CGA typically ranging between 0.00% and 0.75% per annum that will 
typically be based on such Citi Clients’ capital commitments during the investment period of the relevant master fund and thereafter will be calculated by reference to such Citi 
Clients’ contributed capital to the relevant Feeder Fund.

Where permitted under applicable law and regulation, Citi receives compensation with respect to certain investment products. As such, Citi has an incentive to endorse and make 
positive statements about the applicable investment advisers, their investment products, and their employees and affiliates. In addition, Citi has an incentive to make positive 
statements about the applicable investment advisers and investment products in order to maintain goodwill in connection with current and future relationships with such investment 
advisers, their investment products, and their employees and affiliates.

This disclosure is provided as required under the Marketing Rule in connection with communications by Citibank, N.A. and certain of its branches and affiliates (collectively “Citi”) 
relating to investment opportunities on the Citi hedge funds platform (the “Platform”).  

• Where permitted under applicable law and regulation, Citi receives cash compensation for soliciting clients of Citi (“Citi Clients”) as investors to invest (directly or indirectly) in 
investment products (each, a “Fund”) offered on the Platform.1

• Due to such compensation, Citi has an incentive to recommend investments in such products and make positive statements about such products and their investment advisers.

Citi is not, and is not expected to be, a client or investor of such products (or other investment vehicles managed by the applicable investment advisers), but certain personnel of Citi, in 
their personal capacities, may be investors in such products or other investment vehicles.
The compensation Citi receives for soliciting investors falls in the following categories and ranges:

• A one-time upfront fee in an amount typically ranging from 0.0% to 1.0% of the aggregate subscriptions of Citi Clients (directly or indirectly) to the relevant Fund; and
• An annual fee for investor relations services provided to the relevant Fund’s manager equal to an amount typically ranging from 0.25% to 1% of the net asset value of the Fund 

interests held by Citi Clients.

In addition, Citi Clients will pay Citi or its affiliates cash compensation in connection with their investments in the Fund as follows:
• Citi Clients will pay Citi or its affiliates a one-time fee of between zero percent (0.00%) and two percent (2.00%) of such Citi Client’s direct or indirect subscriptions to the Fund; 

and

• Citi Clients subscribing to a Fund advised by Citi Global Alternatives, LLC (“CGA”) (a “Feeder Fund”) will bear a fee paid to CGA typically ranging between 0.00% and 1.0% per 
annum that will typically be based on the net asset value of the Citi Clients’ investment in the Feeder Fund. 

Where permitted under applicable law and regulation, Citi receives compensation with respect to certain investment products. As such, Citi has an incentive to endorse and make 
positive statements about the applicable investment advisers, their investment products, and their employees and affiliates. In addition, Citi has an incentive to make positive 
statements about the applicable investment advisers and investment products in order to maintain goodwill in connection with current and future relationships with such investment 
advisers, their investment products, and their employees and affiliates.

1 Citi Distributors providing services to Citi Clients that are subject to the United Kingdom’s Retail Distribution Review (“RDR”) will not receive compensation for services to such clients 
where such compensation would be prohibited under RDR rules and guidance and references to compensation shall not include any compensation prohibited under RDR.
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Disclosures

In any instance where distribution of this communication (“Communication”) is subject to the rules of the US Commodity Futures Trading Commission (“CFTC”), this 
communication constitutes an invitation to consider entering into a derivatives transaction under US CFTC Regulations §§ 1.71 and 23.6 05, where applicable, but is not 
a binding offer to buy/sell any financial instrument.
This Communication is prepared by Citi Global Wealth Investments (“CGWI”) which is comprised of the Investments and Capital Markets capabilities of Citi Private Bank, Citi 
Global Wealth at Work, Citi Personal Wealth Management and International Personal Bank U.S.  

Citi Private Bank, Citi Global Wealth at Work, Citi Personal Wealth Management are businesses of Citigroup Inc. (“Citigroup”), which provide clients access to a broad array of 
products and services available through bank and non-bank affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations. In the 
U.S., investment products and services are provided by Citigroup Global Markets Inc. (“CGMI”), member FINRA and SIPC, Citi Private Advisory, LLC (“CPA”), member FINRA and 
SIPC, and Citi Global Alternatives, LLC (“CGA”). CPA acts as distributor of certain alternative investment products to certain eligible clients segments. CGMI accounts are carried 
by Pershing LLC, member FINRA, NYSE, SIPC. Investment management services (including portfolio management) are available through CGMI, CGA, Citibank, N.A. and other 
affiliated advisory businesses. Insurance is offered by Citi Personal Wealth Management through Citigroup Life Agency LLC (“CLA”). In California, CLA does business as Citigroup 
Life Insurance Agency, LLC (license number 0G56746). CGMI, CPA, CGA, CLA and Citibank, N.A. are affiliated companies under the common control of Citigroup. 

Outside the U.S., investment products and services are provided by other Citigroup affiliates. Investment Management services (including portfolio management) are available 
through CGMI, CGA, Citibank, N.A. and other affiliated advisory businesses. These Citigroup affiliates, including CGA, will be compensated for the respective investment 
management, advisory, administrative, distribution and placement services they may provide.  

International Personal Bank U.S. (“IPB U.S.”), is a business of Citigroup which provides its clients access to a broad array of products and services available through Citigroup, its 
bank and non-bank affiliates worldwide (collectively, “Citi”). Through IPB U.S. prospects and clients have access to the Citigold® Private Client International, Citigold® 
International, International Personal, Citi Global Executive Preferred, and Citi Global Executive Account Packages. Investment products and services are made available through 
Citi Personal Investments International (“CPII”), a business of Citigroup which offers securities through CGMI, member FINRA and SIPC, an investment advisor and broker–dealer 
registered with the Securities and Exchange Commission CGMI and investment accounts are carried by Pershing LLC, member FINRA, NYSE, and SIPC. Insurance is offered by 
CPII through CLA. In California, CLA does business as Citigroup Life Insurance Agency, LLC (license number 0G56746). Citibank, N.A., CGMI and CLA are affiliated companies 
under common control of Citigroup Inc.
CGWI personnel are not research analysts, and the information in this Communication is not intended to constitute “research”, as that term is defined by applicable regulations. 
Unless otherwise indicated, any reference to a research report or research recommendation is not intended to represent the whole report and is not in itself considered a 
recommendation or research report.

This Communication is provided for information and discussion purposes only, at the recipient’s request. The recipient should notify CGWI immediately should it at any 
time wish to cease being provided with such information. Unless otherwise indicated, (i) it does not constitute an offer or recommendation to purchase or sell any security, 
financial instrument or other product or service, or to attract any funding or deposits, and (ii) it does not constitute a solicitation if it is not subject to the rules of the CFTC (but see 
discussion above regarding communication subject to CFTC rules) and (iii) it is not intended as an official confirmation of any transaction.
Unless otherwise expressly indicated, this Communication does not take into account the investment objectives, risk profile or financial situation of any particular person and as 
such, investments mentioned in this document may not be suitable for all investors. Citi is not acting as an investment or other advisor, fiduciary or agent. The information 
contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Recipients of this Communication should 
obtain advice based on their own individual circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction before making an 
investment decision, and only make such decisions on the basis of their own objectives, experience, risk profile and resources.

The information contained in this Communication is based on generally available information and, although obtained from sources believed by Citi to be reliable, its accuracy and 
completeness cannot be assured, and such information may be incomplete or condensed. Any assumptions or information contained in this Communication constitute a 
judgment only as of the date of this document or on any specified dates and is subject to change without notice. Insofar as this Communication may contain historical and 
forward looking information, past performance is neither a guarantee nor an indication of future results, and future results may not meet expectations due to a variety of 
economic, market and other factors. Further, any projections of potential risk or return are illustrative and should not be taken as limitations of the maximum possible loss or gain. 
Any prices, values or estimates provided in this Communication (other than those that are identified as being historical) are indicative only, may change without notice and do not 
represent firm quotes as to either price or size, nor reflect the value Citi may assign a security in its inventory. Forward looking information does not indicate a level at which Citi is 
prepared to do a trade and may not account for all relevant assumptions and future conditions. Actual conditions may vary substantially from estimates which could have a 
negative impact on the value of an instrument.
Views, opinions and estimates expressed herein may differ from the opinions expressed by other Citi businesses or affiliates, and are not intended to be a forecast of future 
events, a guarantee of future results, or investment advice, and are subject to change without notice based on market and other conditions. Citi is under no duty to update this 
document and accepts no liability for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained in or derived from this 
Communication.

RISKS
Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. Financial instruments or other products 
denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the price or value of an investment in such products. This 
Communication does not purport to identify all risks or material considerations which may be associated with entering into any transaction.

Structured products can be highly illiquid and are not suitable for all investors. Additional information can be found in the disclosure documents of the issuer for each respective 
structured product described herein. Investing in structured products is intended only for experienced and sophisticated investors who are willing and able to bear the high 
economic risks of such an investment. Investors should carefully review and consider potential risks before investing.
OTC derivative transactions involve risk and are not suitable for all investors. Investment products are not insured, carry no bank or government guarantee and may lose value. 
Before entering into these transactions, you should: (i) ensure that you have obtained and considered relevant information from independent reliable sources concerning the 
financial, economic and political conditions of the relevant markets; (ii) determine that you have the necessary knowledge, sophistication and experience in financial, business 
and investment matters to be able to evaluate the risks involved, and that you are financially able to bear such risks; and (iii) determine, having considered the foregoing points, 
that capital markets transactions are suitable and appropriate for your financial, tax, business and investment objectives.

This material may mention options regulated by the US Securities and Exchange Commission. Before buying or selling options you should obtain and review the current version of 
the Options Clearing Corporation booklet, Characteristics and Risks of Standardized Options. A copy of the booklet can be obtained upon request from Citigroup Global Markets 
Inc., 390 Greenwich Street, 3rd Floor, New York, NY 10013.
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If you buy options, the maximum loss is the premium. If you sell put options, the risk is the entire notional below the strike. If you sell call options, the risk is unlimited. The actual profit or loss 
from any trade will depend on the price at which the trades are executed. The prices used herein are historical and may not be available when you order is entered. Commissions and other 
transaction costs are not considered in these examples. Option trades in general and these trades in particular may not be appropriate for every investor. Unless noted otherwise, the source of 
all graphs and tables in this report is Citi. Because of the importance of tax considerations to all option transactions, theinvestor considering options should consult with his/her tax advisor as 
to how their tax situation is affected by the outcome of contemplated options transactions.
None of the financial instruments or other products mentioned in this Communication (unless expressly stated otherwise) is (i ) insured by the Federal Deposit Insurance Corporation or any 
other governmental authority, or (ii) deposits or other obligations of, or guaranteed by, Citi or any other insured depository institution.

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial instruments and other products, and can be 
expected to perform or seek to perform investment banking and other services for the issuer of such financial instruments or other products. The author of this Communication may have 
discussed the information contained therein with others within or outside Citi, and the author and/or such other Citi personnel may have already acted on the basis of this information 
(including by trading for Citi's proprietary accounts or communicating the information contained herein to other customers of Citi). Citi, Citi's personnel (including those with whom the author 
may have consulted in the preparation of this communication), and other customers of Citi may be long or short the financial instruments or other products referred to in this Communication, 
may have acquired such positions at prices and market conditions that are no longer available, and may have interests different from or adverse to your interests.
IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside Citi. Any statement in this 
Communication regarding tax matters is not intended or written to be used, and cannot be used or relied upon, by any taxpayer for the purpose of avoiding tax penalties. Any such taxpayer 
should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.

Neither Citi nor any of its affiliates can accept responsibility for the tax treatment of any investment product, whether or not the investment is purchased by a trust or company administered by 
an affiliate of Citi. Citi assumes that, before making any commitment to invest, the investor and (where applicable, its beneficial owners) have taken whatever tax, legal or other advice the 
investor/beneficial owners consider necessary and have arranged to account for any tax lawfully due on the income or gains arising from any investment product provided by Citi.
This Communication is for the sole and exclusive use of the intended recipients, and may contain information proprietary to Citi which may not be reproduced or circulated in whole or in part 
without Citi’s prior consent. The manner of circulation and distribution may be restricted by law or regulation in certain countries. Persons who come into possession of this document are 
required to inform themselves of, and to observe such restrictions. Citi accepts no liability whatsoever for the actions of third parties in this respect. Any unauthorized use, duplication, or 
disclosure of this document is prohibited by law and may result in prosecution.

Other businesses within Citigroup Inc. and affiliates of Citigroup Inc. may give advice, make recommendations, and take action in the interest of their clients, or for their own accounts, that 
may differ from the views expressed in this document. All expressions of opinion are current as of the date of this document and are subject to change without notice. Citigroup Inc. is not 
obligated to provide updates or changes to the information contained in this document.
The expressions of opinion are not intended to be a forecast of future events or a guarantee of future results. Past performance is not a guarantee of future results. Real results may vary.

Although information in this document has been obtained from sources believed to be reliable, Citigroup Inc. and its affiliates do not guarantee its accuracy or completeness and accept no 
liability for any direct or consequential losses arising from its use. Throughout this publication where charts indicate that a third party (parties) is the source, please note that the attributed 
may refer to the raw data received from such parties. No part of this document may be copied, photocopied or duplicated in any form or by any means, or distributed to any person that is not an 
employee, officer, director, or authorized agent of the recipient without Citigroup Inc.’s prior written consent.
Citigroup Inc. may act as principal for its own account or as agent for another person in connection with transactions placed by Citigroup Inc. for its clients involving securities that are the 
subject of this document or future editions of the document.

Bonds are affected by a number of risks, 
including fluctuations in interest rates, 
credit risk and prepayment risk. In 
general, as prevailing interest rates rise, 
fixed income securities prices will fall. 
Bonds face credit risk if a decline in an 
issuer’s credit rating, or 
creditworthiness, causes a bond’s price 
to decline. High yield bonds are subject 
to additional risks such as increased risk 
of default and greater volatility because 
of the lower credit quality of the issues. 
Finally, bonds can be subject to 
prepayment risk. When interest rates 
fall, an issuer may choose to borrow 
money at a lower interest rate, while 
paying off its previously issued bonds. 
As a consequence, underlying bonds 
will lose the interest payments from the 
investment and will be forced to reinvest 
in a market where prevailing interest 
rates are lower than when the initial 
investment was made.

Disclosures

(MLP’s) - Energy Related MLPs May Exhibit High Volatility. While not historically very volatile, in certain market environments Energy Related MLPS may exhibit high volatility.
Changes in Regulatory or Tax Treatment of Energy Related MLPs. If the IRS changes the current tax treatment of the master limited partnerships included in the Basket of Energy Related 
MLPs thereby subjecting them to higher rates of taxation, or if other regulatory authorities enact regulations which negatively affect the ability of the master limited partnerships to generate 
income or distribute dividends to holders of common units, the return on the Notes, if any, could be dramatically reduced. Investment in a basket of Energy Related MLPs may expose the 
investor to concentration risk due to industry, geographical, political, and regulatory concentration.

Mortgage-backed securities ("MBS"), which include collateralized mortgage obligations ("CMOs"), also referred to as real estate mortgage investment conduits ("REMICs"), may not be 
suitable for all investors. There is the possibility of early return of principal due to mortgage prepayments, which can reduce expected yield and result in reinvestment risk. Conversely, return of 
principal may be slower than initial prepayment speed assumptions, extending the average life of the security up to its listed maturity date (also referred to as extension risk).
Additionally, the underlying collateral supporting non-Agency MBS may default on principal and interest payments. In certain cases, this could cause the income stream of the security to 
decline and result in loss of principal. Further, an insufficient level of credit support may result in a downgrade of a mortgage bond's credit rating and lead to a higher probability of principal loss 
and increased price volatility. Investments in subordinated MBS involve greater credit risk of default than the senior classes of the same issue. Default risk may be pronounced in cases where 
the MBS security is secured by, or evidencing an interest in, a relatively small or less diverse pool of underlying mortgage loans.
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MBS are also sensitive to interest rate changes which can negatively impact the market value of the security. During times of heightened volatility, MBS can experience greater 
levels of illiquidity and larger price movements. Price volatility may also occur from other factors including, but not limited to, prepayments, future prepayment expectations, credit 
concerns, underlying collateral performance and technical changes in the market.
Sustainable / Sustainability: In environmental science, the quality of not being harmful to the environment or depleting natural resources, and thereby supporting long-term 
ecological balance. Sustainability presumes that resources are finite and should be used conservatively and wisely with a view to long-term priorities and consequences of the 
ways in which resources are used. Within context of sustainable development, operating practices that meet the needs of present users without compromising the ability of 
future generations to meet their own needs, particularly with regard to use and waste of natural resources. UNESCO assigns four dimensions to sustainable development -
society, environment, culture and economy. 

Sustainability Risk: Risk of an environmental, social or governance event or condition that, if it occurs, could cause an actual or a potential material negative impact on the value of 
an investment. The financial position of the investments in the portfolios managed by a portfolio manager may deteriorate due to the environmental, or social, or governance risks 
these investments are exposed to, which in turn may impact the market value of investments.
ESG (“Environmental, Social and Governance”) within an investment context, is an umbrella term for investment approaches that seek to incorporate environmental, social and 
governance considerations in security selection and investment management, with the aim of achieving a more sustainable, responsible and/or ethical investment outcome.

Alternative investments referenced in this report are speculative and entail significant risks that can include losses due to leveraging or other speculative investment practices, 
lack of liquidity, volatility of returns, restrictions on transferring interests in the fund, potential lack of diversification, absence of information regarding valuations and pricing, 
complex tax structures and delays in tax reporting, less regulation and higher fees than mutual funds and advisor risk.
An investment in alternative investments can be highly illiquid, is speculative and not suitable for all investors. Investing in alternative investments is for experienced 
and sophisticated investors who are willing to bear the high economic risks associated with such an investment. Investors should carefully review and consider 
potential risks before investing. Certain of these risks may include:

• loss of all or a substantial portion of the investment due to leveraging, short-selling, or other speculative practices;
• lack of liquidity in that there may be no secondary market for the fund and none is expected to develop;
• volatility of returns;
• restrictions on transferring interests in the fund;
• potential lack of diversification and resulting higher risk due to concentration of trading authority when a single advisor is utilized;
• absence of information regarding valuations and pricing;
• complex tax structures and delays in tax reporting;
• less regulation and higher fees than mutual funds; and
• manager risk.
Individual funds will have specific risks related to their investment programs that will vary from fund to fund.

Asset allocation does not assure a profit or protect against a loss in declining financial markets.
The indexes are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any specific 
investment. Index returns do not include any expenses, fees or sales charges, which would lower performance. Past performance is no guarantee of future results.

International investing entails greater risk, as well as greater potential rewards compared to US investing. These risks includepolitical and economic uncertainties of foreign 
countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging markets, since these countries may have relatively unstable 
governments and less established markets and economics.
Investing in smaller companies involves greater risks not associated with investing in more established companies, such as business risk, significant stock price fluctuations and 
illiquidity. 

Factors affecting commodities generally, index components composed of futures contracts on nickel or copper, which are industrial metals, may be subject to a number of 
additional factors specific to industrial metals that might cause price volatility. These include changes in the level of industrial activity using industrial metals (including the 
availability of substitutes such as manmade or synthetic substitutes); disruptions in the supply chain, from mining to storage to smelting or refining; adjustments to inventory; 
variations in production costs, including storage, labor and energy costs; costs associated with regulatory compliance, including environmental regulations; and changes in 
industrial, government and consumer demand, both in individual consuming nations and internationally. Index components concentrated in futures contracts on agricultural 
products, including grains, may be subject to a number of additional factors specific to agricultural products that might cause price volatility. These include weather conditions, 
including floods, drought and freezing conditions; changes in government policies; planting decisions; and changes in demand for agricultural products, both with end users and 
as inputs into various industries.
The information contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Readers interested in the 
strategies or concepts should consult their tax, legal, or other advisors, as appropriate.

Diversification does not guarantee a profit or protect against loss. Different asset classes present different risks.
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