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Private Markets Spotlight:
Rate Cuts Boost Outlook for Private Markets

Key Takeaways

»  Aswidely expected, the Federal Reserve (Fed) announced a 25bps rate cut at its
September 17,2025 meeting and its projections anticipate another two 25bps cuts this
year, for a total of 75bps by year-end

» Theanticipated series of rate cuts boosts our outlook for private markets as we see three
ways in which rate cuts positively impact our asset classes

1. Rate cuts should lower the cost of financing allowing for greater use of leverage
2. Boost valuations of assets given the lower discount rate

3. Make new transaction economics more attractive, helping boost overall
investment activity

»  Private Equity should see a step-up in transaction and exit activity, as a result of rate cuts

» Private Credit likely to benefit from lower interest expenses, higher debt service coverage
ratios, and improvement in M&A activity

»  Private Infrastructure poised for an upside to valuations as well as potential inflation-linked
upside to cash flows

» Real Estate valuations, which lagged while other classes rebounded, could be further
supported as yields and cap rates fall

» Royalties as a broad asset class should benefit from the cheaper cost of leverage

The benefits of the upcoming rate cuts are visible and tangible across a variety of private
market asset classes.
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Overview

As widely expected, the Federal Reserve announced a 25bps rate cut at its meeting this week. During the press
conference Fed Chair Powell also pointed out that the aggregate path of rate cuts, anticipated by the markets and its
own committee projections which sees two more rate cuts this year, may provide additional support to the weakening
labor market. The total of 75bps cuts is designed to serve as a “risk management” tool since the balance of risks has
shifted.

The read-throughs from this resumption of the Fed’s rate cutting cycle are clearly positive for public markets —
although the S&P 500 was lower on the day of the Federal Open Market Committee (FOMC) announcement and
bond yields rose, the S&P 500 is hovering near all-time-highs and the Treasury yields fell across the curve over the
last few weeks. But what do these rate cuts mean for private markets? The anticipated series of rate cuts boosts our
outlook for private markets as we see three ways in which rate cuts positively impact our asset classes.

Chart 1: Yields fell across the curve as markets priced in rate cuts this year
U.S. Treasury yield to maturity (YTM) by tenor
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The labor market weakness prompted a September rate cut and we expect a few more

As noted by Fed Chair Powell, the U.S. jobs growth has slowed markedly in recent months, especially after accounting
for the significant downward revisions. The signs of weakening are more and more apparent—the three-month
average nonfarm payrolls growth is now running at just 29,000 per month, the number of job openings is below the
number of unemployed people and is now below 1x for the first time since April 2021, and very few industries outside
of healthcare are hiring at all. Powell also noted that alow hiring environment risks higher unemployment rate if layoffs
begintorise.

Of course, this slowdown makes sense—if companies’ margins are under pressure due to tariffs as they have been
for most of the year, they are likely to cut costs elsewhere and as a result, pause hiring. Indeed, one of the reasons
why tariff passthroughs to consumer prices haven’t been as significant as most economists expected is because
companies have been absorbing much of the tariff increase.
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Chart 2: Not all businesses plan to pass through tariff costs fully to consumers
Share of manufacturing businesses by percentage of tariffs cost they plan to pass through
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Source: Partners Group, Federal Reserve of New York (2025). Surveys were conducted in May 2025. Since then, uncertainty around tariffs has moderated (e.g.,
transactions between the U.S.and Japan / Europe) which may result in firms seeing benefit in further margin squeeze to protect volumes rather than price on
much of the import cost. For illustrative purposes only.

We expect the Fed to continue to support the U.S. labor market in the coming months because tariff-induced
inflation is seen as a “one-off” and manageable, but labor weakness can develop and spread quickly. Additionally,
what is inflationary now could quickly turn deflationary if the consumer pushes back when faced with labor market
uncertainty.

The Fed is seemingly on track for two more rate cuts this year. Including this week’s rate cut, the ~ 75bps of easing
could help cushion the labor market and the economy this year and into next. We think it is critical to do so at this
juncture—as growth is slowing down due to tariffs but the tax cuts from One Big Beautiful Bill Act (OBBBA) have not
yet kicked in.

Our outlook for the economy into 2026 is constructive, contingent on the Fed delivering these rate cuts. Assuming
the Fed delivers, this is clearly a positive development—for the U.S. and global economy, for the stock market, and
for our outlook for private markets.

We expect the positive impact of rate cuts to be threefold — 1) it lowers the cost of financing allowing for greater use
of leverage, 2) it boosts valuations of assets given the lower discount rate, and 3) it makes new investment economics
more attractive, helping boost transaction activity. These benefits should accrue to a variety of asset classes—
private equity, private credit, infrastructure, real estate, and royalties. Here are the specific implications for each of
these.

Private Equity

Should see a further step-up in transaction and exit activity, as a result of rate cuts

As interest rates fall across the curve, the cost of financing a buyout transaction declines, which in turn improves
the acquired company financials, allows for greater use of leverage, and improves the probability of success and
potential return oninvestment.

Lower cost of borrowing for private equity-backed companies using floating rate debt instruments also improves
cash flows, which can then be used toinvestin growth or returned to investors. It can also make additional financings
cheaper, supporting the financing of capex projects and/or add-on acquisitions.

An increase in a company’s expected bottom line due to lower interest costs can also support higher valuations,
especially as these greater cash flows are also discounted at a lower rate. Note that in addition to front-end yields,
we have also seen yields decline in the belly of the curve—the 5-year and 7-year U.S. Treasury yields—which is
important for transactions done with that holding time horizon in mind.
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Finally, the indirect positive impact stems from the fact that lower base rates can also support the overall economic
activity, including consumer spend and corporate expenditures, which in turn could lead to growth in revenues and
EBITDA' for portfolio companies.

Together, all of these developments should increase the overall transaction activity in the private equity industry—as
sellers are more comfortable with selling at a higher valuation while buyers are more comfortable with transaction
fundamentals and can take advantage of lower cost of financing acquisitions. Indeed, we have seen U.S. buyout
volumes rise +17% YoY in H1 20252, and we would expect these to rebound further.

Chart 3: U.S. activity is on pace for a strong rebound from 2024 levels
Private equity buyout transaction volumes for the U.S.
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Source: PitchBook (June 2025). Red box denotes projected H2 2025 U.S. buyout activity assuming the same volume as in H12025.

Exit activity should also benefit, as a result of rate cuts. So far this year global M&A volumes are up +25% YoY? and
global IPOs are up +27% YoYZ. The valuation support from the upcoming rate cuts (which similarly accrue to public
markets) combined with greater clarity on trade, and the strong Initial Public Offering (IPO) performance year-to-
date (YTD) should continue to drive robust IPO activity over the course of the rest of the year. Assuming the robust
Q3 25 pace carries over into Q4 25, we could be on track for the best year of IPO volumes since 2021 and closer to
pre-COVID levels. Notably, public listings represent an increasingly important venue for private equity exits this year
—the highest percentage since 2021.

Chart 4: IPOs have been a major source of private equity exits in 2025
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Private Credit

Likely to benefit from lower interest expenses, higher debt service coverage ratios, and improvement in M&A

Given the floating rate nature of the loans (most typically tied to a 3-month term Secured Overnight Financing Rate
Data (SOFRY)), rate cuts would have an immediate positive impact on borrowers’ debt servicing costs. This impact
hasn't yet been felt but could quickly take effect after the cuts materialize. This could alleviate the financial burden
on the borrowers and put them in stronger liquidity positions, while also helping alleviate investors’ concerns about
default risk. Additionally, while there has been an increase in payment-in-kind (PIK) interest in the market in recent
quarters, lower rates/higher borrower liquidity could help to reverse that trend.

Finally, if a company spends less on interest expenses, it can free up cash flow to use it for other needs —offsetting
the cost of tariffs or investing in capex or payroll expenses, and thereby, improving growth prospects.

Chart 5: The interest coverage ratios have troughed and are gradually improving
Average interest coverage ratios
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Source: Houlihan Lokey (Aug 2025). Interest coverage ratio is defined as adjusted EBITDA divided by total interest expense using the Houlihan Lokey Private
Performing Credit Index (PPCI). There is no guarantee that targets will be met, and actual results may differ materially.

Private credit can further benefit from the expected increase in M&A activity and direct lending transaction volumes.
As detailed previously, lower cost of debt would likely lead to a pick-up in M&A activity, increasing the supply of direct
lending transactions in the market.

Further, U.S. leverage ratios declined as rates rose, but this trend could also reverse with the share of leverage
used in transactions reverting to higher levels increasing the opportunities for private credit lenders. We could
see potentially modest upward momentum in spreads—since the increase in transaction supply could encourage
modest spread widening. This move could partially offset the decrease in base rates, helping to keep all-in private
credit yields attractive.

Private Infrastructure
Is poised to see an upside to valuations as well as potential inflation-linked upside to cash flows

Like private equity, infrastructure assets should benefit from lower financing costs and higher discounted cash flow
(DCF) valuation, as a result of lower rates, but with one important caveat—long-term rates tend to be more impactful
for infrastructure asset valuation than short term rates. Importantly, we did see the 10-year U.S. Treasury vyields
decline in recent weeks —partially due to lower growth and greater rate cut expectations and partially because of
the reduced concern about the U.S. budget deficits (as a result of tariff revenue) and Fed independence.

Another aspect to consider for infrastructure investors is the potential change in inflation as a result of these rate
cuts. Most infrastructure assets have an implicit or explicit link to inflation through regulatory tariffs or contractual
structures (or at least the ability to pass through inflation) and, as such, provide investors protection in an inflationary
environment.
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While it is not certain if rate cuts will lead to higher inflation, there is that risk—since rate cuts could support stronger
growth, asset inflation, provide stimulus for consumers as credit costs fall, spur weaker dollar and therefore,
potentially higherimport costs. As aresult, infrastructure should continue to be top of mind for investors —as ahedge
against firmer-than-expected inflation and as a continued beneficiary of secular growth in power generation and
digitization, as well as the cycle of upgrades required for aging assets.

Real Estate
Valuations which lagged, could be supported as yields and cap rates fall

Much like other asset classes, real estate stands to benefit from the lower cost of financing and with it, likely higher
transaction volumes. However, unlike other asset classes, real estate valuations are yet to materially recover. For
example, cap rates have stagnated at around 6.5%* and property prices are still -12.2% below their Q2 22 peak*.

As U.S. Treasury yields decline across the curve with rate cuts, we would also expect to see the cap rates to come in
as most real estate sector fundamentals are healthy (outside of office). This should support the price recovery of real
estate. There is one caveat to note—the Fed’s success in propping up the labor markets will be key to ensuring that
the rent growth prospects do not weaken.

Chart 6: Property prices have stabilized, though are still well off the peak
Green Street U.S. commercial property price index
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Source: Green Street (June 2025).

Royalties
Should benefit from the cheaper cost of leverage

Royalties is a sizable and growing asset class, providing investors resilient and uncorrelated yield, where as a royalty
investor, you hold the right to receive a share of the revenue generated from the assets that you own, which could
come, for example, from the sale of a pharmaceutical drug, gold extracted from a mine, or the ongoing use of a
musician’s song catalog. This asset class should also see a positive impact from rate cuts. Leverage used in royalties’
investments includes senior bank loans based on term SOFR rates + 200-300bps spread, and much like for private
credit, these loans should see immediate declines in interest costs as rate cuts materialize. Longer-term, cheaper
leverage may also lead to an increase in royalty valuations.

In conclusion, the recent and anticipated further Fed actions clearly boost our outlook for private
markets. The benefits of the upcoming rate cuts are visible and tangible across a variety of private
market asset classes and across our platform.
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Footnotes

" Earnings Before Interest, Taxes, Depreciation, and Amortization
2 Source: PitchBook as of June 2025

3Source: Dealogic as of September 2025

4Source: MSCI Real Capital Analytics as of June 2025

Important Disclosure Information

This presentation is for educational and discussion purposes only and should not be treated as research. This presentation may not be distributed,
transmitted or otherwise communicated to others, in whole or in part, without the express written consent of Partners Group (together with its
subsidiaries, "Partners Group"). The views and opinions expressed in this presentation are the views and opinions of the authors of the content. They do
not necessarily reflect the views and opinions of Partners Group and are subject to change at any time without notice. Further, Partners Group and its
affiliates may have positions (long or short) or engage in securities transactions that are not consistent with the information and views expressed in this
presentation. There can be no assurance that aninvestment strategy will be successful. Historic market trends are not reliable indicators of actual future
market behavior or future performance of any particular investment which may differ complete, not be relied upon as such.

This presentation does not constitute an offer of any service or product of Partners Group. It is not an invitation by or on behalf of Partners Group to any
person to buy or sell any security or to adopt any investment strategy, and shall not form the basis of, nor may it accompany nor form part of, any right
or contract to buy or sell any security or to adopt any investment strategy. Nothing herein should be taken as investment advice or a recommendation
to enter into any transaction. Hyperlinks to third-party websites in this presentation are provided for reader convenience only. Unless otherwise noted,
information included herein is presented as of the dates indicated. This is not complete, and the information contained herein may change at any time
without notice. Partners Group does not have any responsibility to update the presentation to account for such changes.

Partners Group has not made any representation or warranty, expressed or implied, with respect to fairness, correctness, accuracy, reasonableness,
or completeness of any of the information contained herein (including but not limited to information obtained from third parties unrelated to Partners
Group), and expressly disclaims any responsibility or liability, therefore. The information contained herein is not intended to provide, and should not be
relied upon for, accounting, legal or tax advice or investment recommendations. Investors should make an independent investigation of the information
contained herein, including consulting their tax, legal, accounting or other advisors about such information. Partners Group does not act for you and is
not responsible for providing you with the protections afforded to its clients.

Certain information contained herein may be "forward looking" in nature. Due to various risks and uncertainties, actual events or results may differ
materially from those reflected or contemplated in such forward- looking information. As such, undue reliance should not be placed on such information.
Forward-looking statements may be identified by the use of terminology including, but not limited to, "may”, "will", "should", "expect", "anticipate”, "target”,

"project”, "estimate”, "intend", "continue" or "believe" or the negatives thereof or other variations thereon or comparable terminology.

Index performance and yield data are shown for illustrative purposes only and have limitations when used for comparison or for other purposes due to,
among other matters, volatility, credit or other factors (such as number of investments, recycling or reinvestment of distributions, and types of assets). It
may not be possible to directly invest in one or more of these indices and the holdings of any strategy may differ markedly from the holdings of any such
index in terms of levels of diversification, types of securities or assets represented and other significant factors. Indices are unmanaged, do not charge
any fees or expenses, assume reinvestment of income and do not employ special investment techniques such as leveraging or short selling. No such
index is indicative of the future results of any strategy or fund. Additional information may be available upon request. Past performance is not indicative
of future results.

Investing in private markets involves risk; principal loss is possible. Certain significant risks include, but are not limited to: lack of operating history;
economic, political and legal risks; currency risk; leverage risk of borrowing by a fund; auditing and financial reporting; possible lack of diversification;
control issues; financial market fluctuations; illiquid investments; mezzanine investments; real estate; hedging risk.

About Partners Group

Partners Group is one of the largest firms in the global private markets industry, with around 2,000 professionals and over USD 174 billion
inassets under management, inclusive of all Partners Group affiliates. The firm has investment programs and custom mandates spanning
private equity, private credit, infrastructure, real estate, and royalties. With its heritage in Switzerland and its primary presence in the
Americas in Colorado, Partners Group is built differently from the rest of the industry. The firm leverages its differentiated culture and its
operationally oriented approach to identify attractive investment themes and to build businesses and assets into market leaders.

For more information, please visit www.partnersgroup.com or follow us on LinkedIn.
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