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During 2023, direct lending witnessed lower
deployment levels relative to previous years. The
high interest rate environment challenged valuations,
which in turn limited private equity activity.

Because private lenders provide a material amount of loans for M&A, decreased
activity in the private equity market translated into lower origination volume

in the private debt market. However, when overall activity is muted, investors
have tools to mitigate deployment shortfalls by leveraging the three different
deployment channels available in direct lending: primaries, co-investments

and secondaries.
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How much did deployment slow
down in 20237

Deployment volumes in direct lending experienced a notable
slowdown at the start of 2023 with a 43% decrease in activity
when comparing 1H23 to 1H22. The low volumes experienced
in early 2023 are reminiscent of those seen during the
beginning of the Covid-19 pandemic in 1H20. However, toward
the year's end, direct lending volume rebounded: 2H23 levels
were 50% higher than H1 marks. If the recent uptick in LBO
volume is any indication, 2024 might see more deployment
opportunities for direct lenders.

FIGURE 1: US DIRECT LENDING NEW MONEY
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Deployment was subdued due
to the high interest rates and
uncertain macroeconomic
environment, but recent data
suggests that activity might
Improve in 2024.
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Why did deployment slow down
in 20237

Private equity firms faced limited options for exiting their
investments due to an uncertain macroeconomic environment
and higher interest rates impacting the valuations of their
portfolio companies. Buyers and sellers were unable to agree
on prices, which led to a significant reduction in M&A activity
compared with 2021, as private equity owners were unwilling to
accept discounts that would affect their returns. With the IPO
market relatively inactive for much of the year, many firms found
it difficult to exit their investments and return capital to their LPs.

FIGURE 2: PRIVATE EQUITY EXITS
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What to do when primary
deployment slows down?

A decline in activity does not necessarily prevent investors from
deploying capital efficiently. For larger investors, the ability

to invest through SMAs instead of commingled funds can
provide flexibility to redirect capital to better deploying GPs,
market segments or sectors. Moreover, higher deployment
efficiency can also be achieved by tapping into secondaries
and co-investment opportunities. As the primary market saw
a decrease in activity in 2023, secondaries experienced robust
flows providing attractive deployment avenues. Secondaries
and co-investments also enable investors to cultivate
relationships with a broader set of GPs. These relationships
may help investors solve their deployment needs.



SECONDARIES

The private debt secondary market involves selling an
existing LP stake in a private debt fund or portfolio to a
third party. This provides LPs with an option to increase
their private debt exposure and deploy capital swiftly.
Secondaries provide several benefits: instant deployment
and diversification benefits, return enhancement due to the
potential discount at which the portfolio is being acquired
and mitigation of blind pool risk (i.e., the buyer knows which
loans are being purchased). The direct lending secondary
market is growing fast and is expected to grow further. The
increasing number of participants in this market translates
into higher deal flow, enhanced price efficiency and more
certainty of deal execution.

CO-INVESTMENT

Co-investments are loans that an originating GP offers to its
LPs or other market participants to invest in, often on a no-
fee basis. This sourcing channel complements the primary
channel, allowing investors to collaborate with a wider group
of GPs to gain exposure to a greater number of deals while
avoiding the need to commit and lock up capital.

For instance, an investor that is only invested in a single or a
few GP primary funds or SMAs may be dependent on their
deal flow. But, if the investor complements their portfolio by
engaging in co-investment relationships with a wider group of
GPs, they can deploy additional capital without worrying about
the status of any single GP's deal flow.

What is the expectation for
deployment going forward?

Because of the slump in activity, private equity firms
accumulated unprecedented levels of dry powder and sought

Multi-channel sourcing
can facilitate efficient
deployment, even when
market activity is low.

innovative ways to return capital to their LPs, such as through
NAV loans or continuation funds. However, as LPs clamor

for distributions and the deployment of dry powder, private
equity firms are under growing pressure to find deployment
opportunities. The consensus view that interest rates will fall
suggests this slump might not last much longer if deal flow
picks up. Nonetheless, LPs should diversify their deployment
channels by exploring opportunities in co-investments and
secondaries to deploy capital efficiently and stay on schedule.

FIGURE 3: PRIVATE EQUITY AND PRIVATE DEBT DRY
POWDER
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This document is for informational purposes and is meant only to provide a broad overview for discussion purposes. This document does not constitute
an offer to sell, a solicitation to buy, or a recommendation for any security, or as an offer to provide advisory or other services by StepStone Group

LP, StepStone Group Real Assets LP, StepStone Group Real Estate LP, StepStone Group Private Wealth LLC, Swiss Capital Alternative Investments

AG, StepStone Group Europe Alternative Investments Limited and StepStone Group Private Debt LLC, their subsidiaries or affiliates (collectively,
“StepStone”) in any jurisdiction in which such offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. The
presentation is being made based on the understanding that each recipient has sufficient knowledge and experience to evaluate the merits and risks of
investing in private market products. Information contained in this document should not be construed as financial or investment advice on any subject
matter. StepStone expressly disclaims all liability in respect to actions taken based on any or all of the information in this document. This document is
confidential and solely for the use of StepStone and the existing and potential investors or clients of StepStone to whom it has been delivered, where
permitted. By accepting delivery of this presentation, each recipient undertakes not to reproduce or distribute this presentation in whole or in part, nor
to disclose any of its contents (except to its professional advisors), without the prior written consent of StepStone.

Expressions of opinion are intended solely as general market commentary and do not constitute investment advice or a guarantee of returns. All
expressions of opinion are as of the date of this document, are subject to change without notice and may differ from views held by other businesses
of StepStone.

Some information used in the presentation has been obtained from third parties through various published and unpublished sources considered to be
reliable. StepStone does not guarantee its accuracy or completeness and accepts no liability for any direct or consequential losses arising from its use.
Thus, all such information is subject to independent verification by prospective investors.

All information provided herein is subject to change.

All valuations are based on current values calculated in accordance with StepStone's Valuation Policies and may include both realized and unrealized
investments. Due to the inherent uncertainty of valuation, the stated value may differ materially from the value that would have been used had a ready
market existed for the portfolio investments or a different methodology had been used. The long-term value of these investments may be lesser or
greater than the valuations provided.

StepStone Group LP, its affiliates and employees are not in the business of providing tax, legal or accounting advice. Any tax-related statements
contained in these materials are provided for illustration purposes only and cannot be relied upon for the purpose of avoiding tax penalties. Any
taxpayer should seek advice based on the taxpayer's particular circumstances from an independent tax advisor.

Prospective investors should inform themselves and take appropriate advice as to any applicable legal requirements and any applicable taxation and
exchange control regulations in the countries of their citizenship, residence or domicile which might be relevant to the subscription, purchase, holding,
exchange, redemption or disposal of any investments. Each prospective investor is urged to discuss any prospective investment with its legal, tax and
regulatory advisors in order to make an independent determination of the suitability and consequences of such an investment.

An investment involves a number of risks and there are conflicts of interest. Please refer to the risks and conflicts disclosed herein or in relevant
disclosure documents associated with potential investments.

Each of StepStone Group LP, StepStone Group Real Assets LP, StepStone Group Real Estate LP, StepStone Group Private Wealth LLC and StepStone
Group Private Debt LLC is an investment adviser registered with the Securities and Exchange Commission (“SEC"). StepStone Group Europe LLP is
authorized and regulated by the Financial Conduct Authority, firm reference number 551580. StepStone Group Europe Alternative Investments Limited
("SGEAIL") is an investment adviser registered with the SEC and an Alternative Investment Fund Manager authorized by the Central Bank of Ireland
and Swiss Capital Alternative Investments AG (“SCAI") is an SEC Exempt Reporting Adviser and is licensed in Switzerland as an Asset Manager for
Collective Investment Schemes by the Swiss Financial Markets Authority FINMA. Such registrations do not imply a certain level of skill or training and
no inference to the contrary should be made.

In relation to Switzerland only, this document may qualify as “advertising” in terms of Art. 68 of the Swiss Financial Services Act (FinSA). To the extent
that financial instruments mentioned herein are offered to investors by SCAI, the prospectus/offering document and key information document (if
applicable) of such financial instrument(s) can be obtained free of charge from SCAI or from the GP or investment manager of the relevant collective
investment scheme(s). Further information about SCAI is available in the SCAI Information Booklet which is available from SCAI free of charge.

All data is as of May 2024 unless otherwise noted.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. ACTUAL PERFORMANCE MAY VARY.
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We are global private markets specialists
delivering tallored investment solutions,
advisory services, and Impactful, data-
driven insights to the world's investors.

L everaging the power of our platform and
our peerless intelligence across sectors,
strategles, and geographies, we help
identity the advantages and the answers

our clients need to succeed.

For more information regarding @ STEPSTONE

StepStone's research, please contact us
at research@stepstonegroup.com. stepstonegroup.com
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