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—ducation unlocks potential

The most successful route to the democratisation of private markets is through

transparency, education and access to high-quality investments, say iCapital’s
s gh-q Yy , Say

Lawrence Calcano and Marco Bizzozero

How has demand for

private equity exposure
from private wealth clients
changed? What have been the
primary drivers of this trend?
Lawrence Calcano: We have seen a
significant increase in appetite for al-
ternative assets, but, until relatively
recently, a lack of access and education
has impeded advisers’ ability to incor-
porate these assets into their clients’
portfolios. The infrastructure has now
evolved so that private wealth investors
are able to access institutional-quality
products in $100,000 lot sizes, rather
than having to commit $5 million-$10
million or more.

Equally importantly, the experience
is now highly automated, allowing ad-
visers that may not have large opera-
tional teams to manage all the different
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aspects of investment into alternative
asset classes. Private wealth investors
have realised that they can access the
same high-quality products that in-
stitutions can, which has helped drive
demand.

Do you think this
trajectory will continue
in light of the current volatile
economic environment?
LC: Allocations did slow during the
second half of 2022, but advisers are
telling us that, in this kind of econom-
ic environment, a 60/40 portfolio will
struggle to meet investors’ objectives.
It is these kinds of market dislocations

February 2023 e

that demonstrate just how important
an appropriate allocation to alterna-
tives can be, particularly when it comes
to diversification.

In challenging markets, people
are always more conservative and less
willing to make investments, particu-
larly those that are less liquid. Right
now, capital flows may be lower, but
the longer-term secular trend involves
alternatives playing a more important
role in clients’ portfolios to achieve
their objectives.

Marco Bizzozero: The growing im-
portance of private equity versus pub-
lic equity is making private markets a
long-term, strategic priority for wealth
managers. Companies are staying pri-
vate for longer, and most of the value
creation is taking place while businesses
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are still in private hands. That’s driving
the urgency around facilitating private
wealth access to private markets.

Additionally, the recent valuation
reset offers investors the opportunity
to build a long-term private equity al-
location, which benefits from healthier
entry points. After all, history tells us
that investing in private equity follow-
ing declines in public markets can po-
tentally improve risk-adjusted returns.
Meanwhile, infrastructure, for exam-
ple, offers decorrelation from GDP
and a natural inflation hedge.

To what extent have

regulators been keeping
pace in facilitating this
democratisation process?
LC: A few years ago, regulators broad-
ened their definition of an accredited
investor. It used to be exclusively a
wealth test, but that has now been ex-
panded to incorporate an individual’s
knowledge, experience and capabilities.
This has expanded the pool of people
able to incorporate alternative assets in
their portfolios.

As demand for these assets increases,
regulators remain focused on ensuring
that individuals understand what they
are buying. I think this will continue to
be an area of focus, and it is something
we completely support. It is important
to ensure that advisers and their cli-
ents who are investing in alternatives
understand how these products differ
from more traditional investments, es-
pecially in areas such as illiquidity and
fees. Regulators will ensure that there
is complete transparency in these areas.

Which sub-asset classes

within private markets are
most relevant to private wealth
investors?
MB: What is most important from a
wealth management perspective is a di-
versified portfolio. That means diversi-
fication by strategy — be it private equity,
private debt, real estate or infrastructure
—as well as diversification across geog-
raphies, managers and vintages. Where

investors?

investment trusts.

on the supply side.

In addition to smaller bite sizes, how else have products
evolved to meet the requirements of private wealth

Lawrence Calcano: What we are seeing is advisers wanting to ensure
they have access to products that are relevant to all of their clients, not
just the wealthiest ones. Their qualified purchaser clients were the first to
get access, followed by accredited investors. Today, even sub-accredited
investors are able to access these asset classes through some of the more
recent innovations such as business development companies and real estate

The alternative asset management community has come together to
create structures that allow advisers to offer products across their client
base where appropriate, and I think that has been an important evolution

“To successfully add

alternative products
to client portfolios,

education is key”

LAWRENCE CALCANO
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we add value is in helping our clients
build those diversified portfolios in or-
der to potentially improve the quality of
risk-adjusted returns. So I don’t think
there is one particular asset class that
stands out — the key is to achieve that
all-important diversification.

What role does

technology play in
democratising private markets?
LC: The technology component is
hugely important when you consider
the fact that, untl recently, institutional
investors have been almost exclusive-
ly the buyers of these products. These
buyers have teams of people getting
access to information, completing sub-
scription documentation, and so on.
Meanwhile, the sell-side had a small
number of institutional investors to
manage, making it relatively easy to
handle capital calls, distributions, etc.

Technology has allowed the buy-

ing experience to be streamlined and
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simplified, and has allowed the sell-side
to scale the number of investors they’re
working with without a huge increase
in headcount. This is very much our
objective as a firm. We want to make
investing in and owning these assets as
easy as owning a mutual fund.

What reputational risks

could democratisation
present for private equity?
LC: This is a critical point. We work
exclusively with advisers who help their
clients make decisions about how best
to build and invest in portfolios. That’s
important, because we strongly believe
that the growth of this asset class in the
high-net-worth space is predicated on
those private wealth investors having
successful investment outcomes.

"To successfully add alternative prod-
ucts to client portfolios, education is
key. This is true on several levels, in-
cluding ensuring clients understand
how these products work in an absolute
sense, as well as how they work rela-
tive to the investments they are used to
making. Everyone has a role to play in
terms of that education process — the
most important thing is making sure
products are structured clearly and
transparently in a fashion that is rele-
vant for this audience.

There are clearly consumers that
are highly financially literate and are
well suited to making these decisions,
but equally, there are those that re-
quire more support. As an industry, we
all need to understand that, and lean
into education being a central part of
our approach. That, of course, might
mean that the most successful path to
the democratisation of private markets
is not the fastest one.

Getting lots of people to buy prod-
ucts before they understand them is
not good for investors, nor for asset
managers. What is good for everyone
is for people to make investments that
they understand, to have positive out-
comes, and then to increase their use
of the assets. That type of rollout will
prove a win-win.

“What is most
important from a
wealth management
perspective is a

diversified portfolio”

MARCO BIZZOZERO

“As an industry, we
all need to... lean

into education being
a central part of our

approach”

LAWRENCE CALCANO

How far do you think the
democratisation process
will go?
LC: In many respects the term ‘alter-
natives’ is actually rather unfortunate,
because it sounds like something that
an investor can take or leave.

Over time, I believe investors will
come to see these assets not as alter-
native, but as a core part of their allo-
cation. I think a portfolio will come to
be comprised of publicly traded stocks,
ETFs and private company shares,
while a credit or fixed income portfolio
will be comprised of corporate bonds,
municipal bonds, sovereign or treasury
bonds, private credit, structured credit
and direct lending. Real estate, mean-
while, will be a mix of publicly traded
stocks and private REI'Ts.

Ultimately, therefore, the term ‘al-
ternatives’ may cease to exist, instead
becoming part of one overall alloca-
tion. I believe that is the way the indus-
try will evolve, and it will be important
for firms such as ours to build the tools
required for advisers to create those
types of portfolios.

MB: From the perspective of the asset
manager, or the GP, taking advantage
of technology like ours in order to
access this investor group effectively
means diversifying the fundraising pro-
cess while dramatically reducing dis-
tribution costs. For the past 20 years,
more than 90 percent of fundraising
has come from institutions, but manag-
ers can now diversify into the pool of
wealth management money, which is
rapidly growing.

We facilitate access to this vast pool
of capital by making it easy. We aggre-
gate all those individual investors from
wealth management organisations so
that they behave just like a single, large
institution would. From the point of
view of the asset manager, therefore,
the potential for democratisation is
enormous. m

Lawrence Calcano is the chairman and chief
executive officer of iCapital, Marco Bizzozero
is its head of international.
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The material herein has been provided to you for informational purposes only by Institutional Capital Network, Inc. (“iCapital”). This material is the
property of iCapital and may not be shared without the written permission of iCapital. No part of this material may be reproduced in any form, or
referred to in any other publication, without express written permission of iCapital. This material is provided for informational purposes only and is not
intended as, and may not be relied on in any manner as legal, tax or investment advice, a recommendation, or as an offer to sell, a solicitation of an
offer to purchase or a recommendation of any interest in any fund or security offered by iCapital. You should consult your personal accounting, tax and
legal advisors to understand the implications of any investment specific to your personal financial situation. This material does not intend to address
the financial objectives, situation or specific needs of any individual investor. Alternative investments are complex, speculative investment vehicles and
are not suitable for all investors.

This material may contain forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections,
opinions, models and hypothetical performance analysis. Forward looking statements involve significant elements of subjective judgments and
analyses and changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Due to
various risks and uncertainties, actual results may vary materially from the results contained herein. The information contained herein is an opinion
only, as of the date indicated, and should not be relied upon as the only important information available. Any prediction, projection or forecast on
the economy, stock market, bond market or the economic trends of the markets is not necessarily indicative of the future or likely performance. The
information contained herein is subject to change, incomplete, and may include information and/or data obtained from third party sources that
iCapital believes, but does not guarantee, to be accurate. iCapital considers this third-party data reliable, but does not represent that it is accurate,
complete and/or up to date, and it should not be relied on as such. iCapital makes no representation as to the accuracy or completeness of this
material and accepts no liability for losses arising from the use of the material presented. No representation or warranty is made by iCapital as to the
reasonableness or completeness of such forward looking statements or to any other financial information contained herein.

The manner of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the U.S. This
document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, including the U.S., where such distribution, publication, availability or use would be contrary to law or regulation

or which would subject iCapital to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons
into whose possession this document may come are required to inform themselves of, and to observe, such restrictions. It is the responsibility of the
recipient of this document to comply with all relevant laws and regulations.

Alternative investment products and services may be offered through iCapital Securities, LLC. Structured investment products and services may

be offered through Axio Financial LLC and/or SIMON Markets LLC. iCapital Securities LLC, Axio Financial LLC, and SIMON Markets LLC are each

a registered broker/dealer, member FINRA and SIPC, and an affiliate of Institutional Capital Network, Inc. (“iCapital”). These registrations and
memberships in no way imply that the SEC, FINRA or SIPC have endorsed the entities, products or services discussed herein. iCapital and iCapital
Network are registered trademarks of Institutional Capital Network, Inc. Additional information is available upon request.

© 2023 Institutional Capital Network, Inc. All Rights Reserved.
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