Corpay

Institutional

Macro trends in alternative funds
and institutional investment

By Andrew Shortreid,
Global Head of Corpay Institutional

About Forward Points: Ideas from Corpay Institutional

Forward Points is an editorial series created by Corpay Institutional. It explores
the practical challenges that alternative fund managers, investors, and service
providers face as a result of their cross border investment activities, providing
readers with novel insights and actionable strategies to address these challenges
and enhance the way they think about their international activities.
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The Alternative Funds and Institutional Investment
industry covers a spectrum of disciplines and evolves
over time as opportunities arise or market dislocations
occur. In the current climate of higher interest rates and
tighter monetary policy (and more conservative credit
parameters from banking partners), many mid-market
managers are expanding into international markets, both
for capital raising and investment activities.

Several trends are driving this shift: or, rather, this shift is
bringing some trends to the surface.

In a recent conversation, Andrew Shortreid, who leads
Corpay Cross-Border’s Funds and Institutional practice,
provided insight and context to what’s happening in
this area.

Diversification

The recent prolonged period of low interest rates created
tremendous liquidity and left investors and funds with
excess capital to deploy. Investments in private assets
with longer durations and less liquidity became popular
for their higher returns and low correlation to other
assets. The groundswell of growth in this asset class has
delivered us a ‘generation’ of fund managers who have
become seasoned in these new approaches and strategies.

While this has been a slow build, it is a ‘gradually then
suddenly’ scenario;' there is an unprecedented amount
of private capital in the market and allocations to these
strategies continue to accelerate.

International diversification broadens the range of
investment opportunities available to managers and with
it, the potential for outperformance. At the same time, it
involves new potential risks, with foreign exchange risk at
the top of the list.

Growth in alternative funds

Macroeconomic factors and regulatory changes have
impacted risk appetites at many financial institutions,
and private investors have stepped in to bridge that gap
and meet market demand for capital.

Banks’ current stance of tighter credit standards and
conservative business policy has in many ways opened
the door to more mid-market investors with relevant
domain expertise. Specialized funds have arisen to
serve almost every area of the financial markets and are
capturing market share based on their flexibility, speed
and ability to get deals done.

"h/t to Ernest Hemingway
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Private capital / private debt

As banks and other institutions reposition themselves

to reflect a more conservative risk appetite, credit lines
tighten and traditional funding available to the mid-market
shrinks. Private capital is filling that void, and providing
debt and other financial solutions to a greater share of
small— and mid-cap companies. We note that even pension
funds and other large institutional investors who have been
quite vocal in recent years about hedge fund fees, continue
to increase their allocations to private debt strategies.

While much of the focus relates to activities in North
America, the surge of interest is happening globally,
across every tier of investor from individual retail
investors all the way up to the largest institutional funds.

Longer holds

Another trend that has been well documented is how
elevated valuations and a cool IPO market has suppressed
exit activity and led to many private equity investments
being held longer. The committed capital available to

PE funds is finite, but many portfolio companies require
ongoing investment for growth initiatives and other
corporate activities. This has created a significant

need in the market for additional sources of funding.

This is manifesting in two different ways: NAV? lending,
where funds obtain specialized credit facilities that

are secured by their underlying portfolio investments,
and secondary transactions, where a PE fund that is
constrained by either time or liquidity sells a portfolio
asset to another PE fund or specialty investment vehicle.
While these two approaches are slightly different, both
have been growing at a very rapid pace and have given
rise to scores of new providers in each area.

Cleantech/impact investment

In response to growing institutional interest in promoting
sustainability and responsible investment, there are
more funds being raised in this area. However it is still

a relatively small investment sector within the context

of the broader market. Outside of a few specific areas
like power infrastructure, the investments we are seeing
are generally being made into smaller targets. It is still a
young industry that will continue to grow over time.

2 NAV: Net Asset Valuation

Smaller funds, startup funds and first-time fund managers,
have had a more difficult time raising significant amounts
of capital, especially over the last 12 or 18 months. When
you think about how these funds are looking to compete
in the marketplace they are not going to be looking at

the same opportunities as a $10 billion fund, they are
going to be focused on specialized strategies in relatively
niche areas.

Cleantech and impact investment strategies fit well
within this vertical. They are specialized and benefit from
a secular tailwind, but the market is not yet big enough to
attract the mega funds that populate the modern buyout
landscape. It would be very difficult to deploy a $10 billion
fund into an authentic cleantech or impact strategy today.
And while there are smaller managers with the track record
and market pedigree to be successful in raising new funds
under such a mandate, the numbers don’t yet make a
dent in the overall industry figures.

The times are changing, and, in many cases, global funds
and institutional professionals are at the forefront of
change in the financial markets.
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set a meeting with Andrew and his
global team, please connect with us
for a call-back.



mailto:Andrew.Shortreid%40corpay.com?subject=Working%20with%20Corpay%20Institutional
https://fx-in-focus.simplecast.com/episodes/forward-points-episode-1-introducing-corpay-cross-border
https://www.corpay.com/industries/institutional

Corpay Cross-Border’s Institutional team supports practitioners
across the spectrum of the international funds and institutional
sector, providing a portfolio of foreign exchange, global payments and
currency risk management solutions tailored to their unique needs.

The team operates from institutional FX desks based in London,
Toronto, and Sydney, with local professionals working with institutional
customers from branches in Jersey, Madrid, Dublin, Rome, Los Angeles,
New York, Singapore, and other key financial hubs around the world.

Corpay, Inc. (NYSE: CPAY) is a global S&P500 corporate payments
company that helps businesses and consumers pay expenses in a
simple, controlled manner. Corpay’s suite of modern payment solutions
help its customers better manage vehicle-related expenses (such as
fueling and parking), travel expenses (e.g. hotel bookings) and payables
(e.g. paying vendors). This results in our customers saving time and
ultimately spending less.

Corpay Cross-Border refers to a group of legal entities owned and
operated by Corpay, Inc. Global businesses and institutions trust
Corpay Cross-Border Solutions to power their international payments,
execute plans to manage their currency risk and support their growth
around the world. We aim to deliver unmatched service and expertise
with respect to moving money globally.

Opinions expressed in this editorial are those of the author. Please consider
Or a contacting an independent advisor of your choosing — an advisor completely
independent of Corpay — to help you ensure that solutions discussed here are
right for your business’s needs. Please be aware that hedging products, options
and futures contracts are an investment option and carry a high degree of risk
and are not suitable for everyone. You should be sure that you fully understand
the product and the risks in order to determine if it is right for you. Please seek
independent advice if you’re unsure about the product and the possible outcomes.

“Cambridge Global Payments” and “AFEX” are trading names that may be
used for the international payment solutions and risk management solutions
provided by certain affiliated entities using the brand “Corpay”. International
payment solutions are provided in Australia through Cambridge Mercantile
(Australia) Pty. Ltd.; in Canada through Cambridge Mercantile Corp.; in the
United Kingdom through Cambridge Mercantile Corp. (UK) Ltd.; in Ireland and
the European Economic Area through Associated Foreign Exchange Ireland
Ltd.; in Jersey through AFEX Offshore Ltd.; in New Zealand through Corpay
(N2) Limited; in Singapore through Associated Foreign Exchange (Singapore)
Pte. Ltd. and in the United States through Cambridge Mercantile Corp. (U.S.A).
Risk management solutions are provided in Australia through Cambridge
Mercantile (Australia) Pty. Ltd.; in Canada through Cambridge Mercantile Corp.;
in the United Kingdom through Cambridge Mercantile Risk Management (UK)
Ltd.; in Ireland and the European Economic Area through AFEX Markets Europe
Ltd.; in Jersey through AFEX Offshore Ltd.; in New Zealand through Corpay
(N2) Limited; in Singapore through Associated Foreign Exchange (Singapore)
Pte. Ltd. and in the United States through Cambridge Mercantile Corp. (U.S.A).
Please refer to http://cross-border.corpay.com/disclaimers for important terms
and information regarding this brochure.
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