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If we are right about the macroeconomic backdrop that
we laid out in our 2017 Outlook: Paradigm Shift, then
Ultra High Net Worth investors, particularly those with
large sums of patient capital, are in an excellent position.
The investing world is becoming more, not less, complex,
and we believe that they will be able to leverage their skill
sets to seek out differentiated opportunities across both
public and private markets. However, such investors could
face increasing return and volatility headwinds; we also
see potential shortcomings in processes around hedging
strategies and concentration risks. Maybe more important,
though, is that the CIOs who run these programs likely
need more flexibility than in the past to adjust their asset
allocation game plans as well as additional time to allow
their convictions to play out, even if it may be potentially
at odds with certain ideas or preferences of the individuals
they serve.
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“
‘Where should I go?’ -Alice. ‘That
depends on where you want to end up.’ The Cheshire Cat.
”
LEWIS CARROLL
ALICE’S ADVENTURES IN WONDERLAND & THROUGH THE LOOKING-GLASS

From our perch at KKR, we definitely have seen a major upward step
function in demand for our asset allocation offering of late. It really
started with the shift by global central banks towards negative interest rates, but it accelerated through Brexit into the election of Donald
J. Trump in the United States. “Do I have enough cash? Are bonds
mispriced at current levels? What is the right amount of equities at
this point in the cycle? How should I think about my portfolio in an
increasingly protectionist world?”
Importantly, when we originally began to disseminate our “target
asset allocation” views via our Insights notes to clients and prospects
back in 2012, we utilized a benchmark that we built during an earlier
period in our career when we actively managed large swaths of
money for a handful of sophisticated U.S. pension clients.
Our hope at the time – and it remains our primary goal today – was
to find an efficient vehicle for synthesizing our core global macro
beliefs into an easy to understand, top-down asset allocation framework that could serve as a guide for investors to generate solid riskadjusted returns on their own portfolios.
To help measure our conviction levels about different asset classes,
we consistently use quantifiable overweight and underweight positions relative to the aforementioned diversified, global, multi-asset
class benchmark. Our suggested weightings, we believe, allow us
to articulate effectively where we see both opportunities and risks
across the global capital markets at any point in the cycle.
However, as our readership has grown and our client base has
diversified, we are not only engaging more with allocators who serve
as fiduciaries for large pensions but also with sophisticated individual investors, many of whom have or run large family offices. Not
surprisingly, the investment objectives of KKR’s average Ultra High
Net Worth investor can be quite different from the objectives of the
traditional pension, endowment, or foundation.
So, in an effort to better understand the changing dynamics of the
Ultra High Net Worth market, we recently worked with our Individual
Investor team, led by Jim Burns, to compare asset allocation preferences within this unique subset of individual investor clients that KKR
now serves on a global basis. As part of the exercise, Jim and his
team surveyed over 50 of our Ultra High Net Worth clients, including
several family offices. We define Ultra High Net Worth as an investor
with $30 million or more in investable assets, compared to $10-$30
million for the typical HNW investor. In addition to the formal survey,
we followed up with a series of customized interviews to delve
deeper into key opportunities and challenges that the high net worth
market now faces. What we uncovered during the process were the
following facts/trends:
• The average KKR Ultra HNW investor that we surveyed has a
much different profile than the typical High Net Worth investor represented by traditional private wealth managers and
independent advisers. Indeed, according to our proprietary
survey, most Ultra High Net Worth investors operate in a formalized family office format, with an average net worth well north
of one billion dollars, a sum that is – as we detail below – many
multiples of what most consider when they think of an average
high net worth account. Both segments of the market (Ultra High

Net Worth and High Net Worth) are extremely attractive parts of
the markets, we believe, but they do operate with a much greater
degree of differentiation than one might think.
• Consistent with Ultra HNW accounts of such size – not surprisingly – comes a sophisticated approach to global asset
allocation that tends to include a diversified, multi-asset class
portfolio, with a heavy weighting to Alternatives. Many have
broad sourcing networks and are comfortable embracing illiquidity. All told, our survey work shows that the average KKR Ultra
HNW investor has 46% of his or her assets in Alternatives. This
total compares to 24% for the typical global pension plan and a
suggested 22% for the typical HNW account at a private wealth
management firm. One can see the overall allocations in Exhibit 1,
which compares KKR’s average Ultra HNW client to the average
private wealth management firm’s target allocation as well as to a
traditional pension allocation.
EXHIBIT 1

The Ultra High Net Worth Investors We Surveyed Often
Have Dramatically Different Asset Allocation Profiles
Asset Allocation, % of Total
3%

2%

24%

22%

28%

33%

10%

Alternatives

46%

15%
9%

Cash

Fixed Income
International Equities

26%

20%

20%

Ultra High
Net Worth

Pensions

15%

Domestic Equities

28%
HNW

Note: For Ultra High Net Worth, Private Credit is included in the Fixed
Income allocation. Data as at March 2017. Source: KKR Global Macro &
Asset Allocation analysis, Willis Towers Watson Global Pension Assets
Study 2017, publicly available private wealth manager data.

“
We think that the current Ultra
HNW asset allocation positioning
appears to make more sense for
the environment we just left — and
not necessarily the one to which
we could be headed.
“
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EXHIBIT 2

The Overall High Net Worth Market Is Large and
Growing
Asset Comparison, US$ Trillions

Global Pension Assets 5-Year
CAGR stands at 5.8% vs. 7.4%
for the Global HNW market

$60.0

$36.4

Global Pension Assets

Global HNW Assets

Data as at 2017. Source: Willis Towers Watson Global Pension Assets
Study 2017.

• In recent years, Ultra HNW investors, including family offices,
in our survey have been earning strong returns, harnessing
three structural themes to their benefit. First, Ultra HNW clients
were often early to embrace capital markets dislocation, more
aggressively deploying capital than many folks during periodic
shocks like the Chinese currency devaluation, the threat of a Greek
default, and the U.S. debt downgrade. Second, the CIOs for our
Ultra HNW clients we interviewed were early to take advantage of
a shifting landscape in the banking system, deploying billions of
dollars into areas such as Private Credit and Asset-Based Lending
when traditional financial intermediaries backed away. Finally,
given the long duration of their liabilities and minimal payout commitments, they have taken advantage of the illiquidity premium
in areas like Private Credit and Private Equity to earn strong absolute returns in recent years.

“
If we are right about the
macroeconomic backdrop
that we laid out in our Outlook
for 2017: Paradigm Shift, then
Ultra High Net Worth individuals,
particularly those with large
sums of patient capital, are in
an excellent position.
“

However, not all the news is good news in terms of what we learned
from our survey work. In fact, as we discuss below in more detail,
there are some potential asset allocation “storm clouds” ahead that
may warrant investor attention in this segment of the market. We
note the following:
• We think that the current Ultra HNW asset allocation positioning appears to make more sense for the environment we just
left — and not necessarily the one to which we could be headed. Key to our thinking is that our future expected return forecasts for many asset classes suggest lower returns across the
board, including many of the asset classes where our Ultra HNW
investors have particularly large concentrations (Exhibits 3 and
4). If we are right, then we estimate that the return for Ultra HNW
portfolios could fall to 5.3% from 9.3% unless portfolios are repositioned for the environment we think that we are entering. As such,
we think that Ultra HNW investors must find new opportunities to
harness complexity and dislocation to their benefit, allowing them
to earn better returns than what typical indexes may deliver during the next five years. At the same time, they must also be able
to select managers with products that can truly deliver top-tier
performance (Exhibit 27).
• Beyond potentially lower absolute returns, our work also shows
that the Sharpe ratio, or return per unit of risk, could be poised
to fall. This insight should not come as a major surprise, as
Sharpe ratios across almost all asset allocation accounts we see
from our seat are currently well above trend line. We link the recent boost in return per unit of risk to the notable acceleration in
coordinated global quantitative easing (QE) that started with the
Federal Reserve and accelerated following the European Central
Bank’s commitment to do “whatever it takes” in 2012. However,
in the coming years, as part of our Paradigm Shift thesis, we expect less monetary boost, partially offset by more periodic – and
potentially more volatile – fiscal stimulus.1
• Finally, our survey suggests that many Ultra High Net Worth
investors appear over-indexed to their local markets, the U.S.
in particular. All told, a full 20% of those we surveyed owned
distinct operating businesses in their local markets, a consideration that may not be fully reflected in the way many Ultra HNW
investors think about their global asset allocation targets. Also,
too few of our Ultra HNW survey respondents hedge currency
and concentration risks, in our view.

1 Data as at January 2017. Source: Outlook for 2017: Paradigm Shift.
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EXHIBIT 3

EXHIBIT 4

Our Survey Results Show That Ultra HNW Allocations
Have Had a Productive Investment Mix…
Historical Returns vs. Risk, %
Using Current Asset Allocations

13
12
11
10

Endowments

Ultra High
Net Worth

9

Foundations

Pension
Funds

8
7

Expected Returns vs. Risk, %
Using Current Allocations

11

5.5

6.0

6.5

7.0

7.5

Expected Returns, %

Historical Annualized Returns, %

14

…However, If Our Future Return Assumptions Are Correct,
Then Many Ultra HNW Portfolios May Need to Be
Repositioned to Further Harness Volatility and Dislocation
to Their Advantage

10
9
8
7

Ultra High
Net Worth

6
5

8.0

8.5

9.0

Historical Annualized Volatility, %

Note: From 1Q86 to 3Q16 where data is available, deemphasizing 2008
and 2009 returns at one-third the weight due to the extreme volatility
and wide range of performance, which skewed results. Using MSCI AC
World Gross USD for Listed Equities; Barclays GlobalAgg Total Return
Index Unhedged USD for Fixed Income; Cambridge Associates Global
Private Equity for Private Equity; HFRI Fund Weighted Composite Index
for Hedge Funds; Cambridge Associates Global Mezzanine for Other; and
Barclays GlobalAgg Total Return Index Unhedged USD for Cash. Pension
fund allocation as per Willis Towers Watson; Endowment and Foundation
allocations as per Commonfund. Source: Bloomberg, Cambridge
Associates, KKR Global Macro & Asset Allocation analysis, Global Pension
Assets Study 2017, 2015 NACUBO-Commonfund Study of Endowments.

“
Key to our thinking is that both
the private and public markets are
increasingly rewarding allocators
that have dynamic capital, can
move fast, and are willing to try
new things. Ultra HNW investors
clearly fit this billing, and they
are increasingly eager to use nontraditional strategies to try to earn
outsized, idiosyncratic returns.
“

Endowments

Pension
Funds

4

Foundations

3
5.5

6.0

6.5

7.0

7.5

8.0

8.5

9.0

Historical Annualized Volatility, %

Pension fund allocation as at 2017 as per Willis Towers Watson Global
Pension Asset Study 2017 dated January 30, 2017, Endowment and
Foundation allocations as per 2015 NACUBO-Commonfund Study of
Endowments. Source: Global Pension Assets Study 2017, 2015 NACUBO
Commonfund Study of Endowments, KKR Insights 2017 Outlook: Paradigm
Shift, KKR Global Macro & Asset Allocation analysis.

Despite these potential cyclical repositioning headwinds, our overall
view is that the Ultra HNW market has some embedded competitive
advantages that may serve its investors well in the macroeconomic
and geopolitical environment that we envision. In particular, a high
degree of flexibility relative to more traditional asset allocators should
accrue to their benefit. Key to our thinking is that both the private and
public markets are increasingly rewarding allocators that have dynamic capital, can move fast, and are willing to try new things. Ultra
HNW investors clearly fit this billing, and they are increasingly eager
to use non-traditional strategies, including direct private investments,
to try to earn outsized, idiosyncratic returns. Consistent with this
view, they generally do not have large fixed payout liabilities (which
we see more often in the traditional parts of the market), which
allows them to embrace volatility and complexity to their advantage
during periods of stress.
In addition, the entire high net worth market remains a structural
growth market. All told, according to the 2016 World Wealth Report,
this $60 trillion market has grown nearly four-fold over the last 20
years and a full 60% from 2006-2015 (despite the 2008 financial
crisis). By 2025, it could be more than $100 trillion. Moreover, the
number of individuals with US$30 million or more in net assets,
defined as Ultra HNW individuals in the report, rose by 6,340 in 2016,
boosting the total ultra-wealthy population to 193,490, according to
data prepared for The Wealth Report 2017 by Knight Frank. The same
report indicates that some 60 people saw their wealth move past the
US$1 billion mark, taking the total number of billionaires to 2,024, up
3.1% year-over-year and 45% during the last decade.
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Our bottom line: the Ultra High Net Worth investors, including family offices, that we surveyed for this report are representative of a
sizeable and growing market, one that is now larger than many parts
of the traditional investment management market and with a faster
growth rate. Without question, the fundamentals are compelling.
However, from an asset allocation standpoint, what has worked in
the past may be changing, and as such, our strong belief is that a
‘refresh’ on the asset allocation front is likely required. Maybe more
important, though, is that the Ultra High Net Worth market is now
“coming of age” as its processes become more formalized. If we
are right, then the CIOs who run these programs may need to be
awarded more autonomy to implement their asset allocation game
plans, even if – at times – it may be potentially at odds with certain
ideas or preferences of the families they serve.
Section I: Defining the Ultra High Net Worth Universe and Its
Investment Philosophy
While my colleague Jim Burns and his team have been fully up to
speed on the intricacies of the HNW world, the KKR Global Macro
& Asset Allocation team had to do a little more homework on what
defines Ultra High Net Worth. What we found was that term has
about as many meanings as a cat has lives, if the old saying is to be
believed. Said, differently, the term Ultra High Net Worth means different things to different people, and as such, we wanted to be clear
at the outset about what it means to us for purposes of this specific
research analysis.
Digging into the details, the clients who talked with us about their asset allocations have an average net worth of $1.5 billion, with a median net worth of $800 million. Within the survey, the U.S. was the
most heavily represented, followed by Europe, then Latin America/
Other. Account size within the survey ranged from just under $100
million at the low end to north of $20 billion at the high end.

EXHIBIT 5

The Ultra High Net Worth Business Is Global

GDP, US$
BN

ULTRA
HNWS PER
10,000
PEOPLE

NUMBER
OF ULTRA
HNWS
(+$30MM)

0.04

6

321

1,210

6

293

4.52

2,500

321

17,947

2.15

68,990

U.A.E.

9

37

1.65

1,510

U.K.

65

2,849

1.45

9,470

RUSSIA

144

1,326

0.19

2,750

KENYA

46

63

0.03

120

CHINA

1,371

10,866

0.1

14,310

BRAZIL

208

1,775

0.1

2,060

INDIA

1,311

2,074

0.05

6,740

MONACO
SINGAPORE
U.S.

TOTAL
POPULATION, MM

Data as at 2017. Source: Knight Frank 2017 The Wealth Report, New World
Wealth, World Bank.

EXHIBIT 6

Harnessing Market Volatility Has Created Opportunity for
Ultra HNW Investors in Recent Years
% of Trading Days When VIX Was Up 50% or More, Y/y
8.4%

4.9%

“
A significant and growing number
of HNW families are focused on
social change, using their assets
to promote education equity,
environmental progress, disease
cures, and medical research,
alongside other public objectives.
“
6
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April 2003-September 2007

April 2009-Current

Data as at April 30, 2017. Source: CBOE, Bloomberg, KKR Global Macro
& Asset Allocation analysis.

EXHIBIT 7

We See Capital Markets Return Assumptions Headed
Lower. If We Are Right, Both Asset Allocation and
Manager Selection Will Become More Important
CAGR Past 5 Years: 2010-2015, %
CAGR Next 5 Years: 2015-2020, %
12.6

12.2

11.1
10.2

6.4
4.5

4.6
1.3
U.S. 10 Year
Treasury
Bond

4.4
2.3

S&P 500 Private EquityHedge Funds Real Estate
(unlevered)

Data as at December 31, 2016. Source: Bloomberg, Cambridge
Associates, NCREIF, HFRI Fund Weighted Composite Index (HFRIFWI
Index), KKR Global Macro & Asset Allocation.

This range in net worth amongst the participants in our survey is noteworthy, particularly when compared to the typical HNW investor represented in the Capgemini 2016 Wealth Report. According to this wellregarded survey of 5,400 High Net Worth individuals, only about 10%
of those interviewed have assets north of $30 million. We make this
point to underscore that investors with a $20 million net worth invest
quite differently than those with something closer to one billion dollars
of net worth, and our aim in this report is purely to identify and explain
important trends in the super wealthy category, which often gets much
less research coverage than the traditional High Net Worth market.
We also want to be clear that the average client in our survey – despite the sheer heft in account size – has investment characteristics
and processes that differ greatly from a traditional large pension plan.
For example, unlike the Ultra High Net Worth investors we surveyed
for this report, traditional pension funds often operate with more
fixed liability payouts each year, as they serve as fiduciaries for
retired teachers, firefighters, the police, etc. As a result, liquidity and
preservation of capital are often of paramount importance.
We also think that pension managers may spend more time thinking
through different investment environments on a relative basis (i.e.,
are we in a high or low growth environment, are we in a high or low
inflation environment, and what does it mean for asset allocation?).
They typically adhere more to an established target allocation, which
often drives compensation for those CIOs versus Ultra HNW CIOs,
who may have more flexibility, invest alongside the principal, and
participate in the profits of the portfolio. Finally, pension funds often
have governance and tracking error frameworks that may be more
detailed and/or constrained than what one would find in the Ultra
HNW community, and as such, procedures, processes, and risk tolerance may all be quite different.

Looking at the big picture, we left this assignment with the view that
the high end of the High Net Worth market is extremely complex. For
example, the investment objectives of first and second-generation
families may be wildly different than those of fourth and fifth generation. Some HNW individuals and families pride themselves on owning
their businesses; on the other hand, some want nothing to do with
the industry or companies that helped them to accumulate wealth.
Not surprisingly, a significant and growing number of our Ultra HNW
families and their offices are focused on social change, using their
assets to promote education equity, environmental progress, disease
cures, and medical research, alongside other public objectives. Interactions with these families typically consist of discussing strategies
and assessing tactics including how to influence public policy and
how impact investments can help achieve key goals. Said differently,
each family with whom we interacted approaches their investment
strategy through a unique set of eyes, and accordingly, we do not
want to over-emphasize any one trend or insight as a truism. Like
any business endeavor, success can come in many forms.
That said, in aggregate there are some substantial and consistent differences in asset allocation targets and business objectives between
the Ultra HNW investor identified in this survey and the more traditional asset allocation schemes that we are used to seeing. To this
end, we note the following:
There Is a Greater Commitment by the Ultra HNW Community to Alternatives As shown in Exhibit 1, our clients have a full 46% of their
assets in Alternatives, essentially double what a pension might have
allocated to this asset class and certainly well beyond what most
traditional wealth manager allocations target. Within the Alternatives
bucket, our work shows that about 52% of their assets are in Private
Equity, 25% in Hedge Funds, and 23% in Real Assets (with a notable
skew towards Real Estate versus more Energy-related Real Assets).
Interestingly, our survey respondents included Private Credit in Fixed
Income, so the total actual commitment towards Alternatives is even
higher if one adjusts for this technicality.
Consistent with a strong commitment to Alternatives, essentially all
the Ultra HNW individuals and family offices with whom spoke are
fully committed to leveraging their flexible mandates, strong liquidity
positions, and minimal fixed payouts to pursue investment strategies that may be outside of the mainstream. For example, many were
willing to try first-time funds if they believed that the opportunity set
was real, particularly as it relates to disintermediation of traditional
financial intermediaries following the financial crisis.
Without question, some folks could argue that our Ultra HNW sample
set is biased, because we interviewed high net worth principals and
allocators who do business with KKR – and as such, likely have a
notable predisposition towards alternatives. While amongst some
participants this bias is potentially true, it is worth noting that more
than a third of those surveyed had 15% or less allocated to Private
Equity. Anecdotally, our HNW team does not believe that the results
and insights would change if we included an equal number of similarsized HNW investors whom Jim Burns and his team covers from a
relationship standpoint but have not invested at KKR.

KKR
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EXHIBIT 8

According to Our Survey, Ultra HNW Investors Have
Heavy Alternative Allocations...
Alternatives as a % of Total Asset Allocation
46%

24%

Ultra High Net Worth

Pensions

22%

HNW

Data as at March 2017. Source: Willis Towers Watson Global Pension
Assets Study 2017, publicly available private wealth manager data. KKR
2017 HNW Survey.

EXHIBIT 9

…And Most of This Is in Private Equity and Hedge Funds
Alternative Asset Allocation: Asset Class as
a % of Total Alternatives Allocation
Other

Hedge Funds

Private Equity

23%

Real Assets

23%

Ultra HNW Allocations Towards Public Equities Tend to Be Much Smaller
As many of our readers may know, the current KKR GMAA Target
Asset Allocation benchmark, which we developed from our prior
work as fiduciaries to large pension clients at Morgan Stanley Investment Management, has a large weighting – north of 50% to be specific – towards Public Equities. By comparison, those clients included
in our proprietary survey of KKR Ultra High Net Worth investors only
keep about 29% of their portfolio in Public Equities.
Our follow-up interviews from our survey work uncovered two
important points to consider. First, many KKR Ultra HNW individuals own operating businesses, and in each case there was clear and
intentional reduction in Public Equities to compensate for heavy
exposure to equity via ownership of an operating business. Second,
many Ultra HNW clients of KKR believe strongly in the advantages of
illiquid assets, Private Equity in particular, and as such, they are willing to run with smaller public equity balances.
Of those that distinguished between domestic versus international,
overall weightings were generally two to one in favor of Domestic
(U.S.) Equities over International Equities. This weighting is significantly less diversified than the MSCI AC World Index, an index that
is closer to a one to one ratio of domestic relative to international
equities. This increased weighting makes sense to us, as these accounts were generally associated with more formal, diversified asset
allocation strategies. We did not ask specifically about passive versus
active, but some offered up that passive was a growing percentage
of their liquid books (e.g., 50-70%). Finally, we also discovered that
Ultra HNW families tend to skew their Public Equity portfolios away
from the sector in which the operating business is involved.
EXHIBIT 10

Ultra HNW Investors Tend to Have Smaller Public Equity
Allocations…
Listed Equities as a % of Total Asset Allocation

51%
35%

46%

52%

43%

28%
34%
25%

17%

Ultra High Net Worth

4%
Pensions

29%

8%
HNW

Data as at March 2017. Source: Willis Towers Watson Global Pension
Assets Study 2017, publicly available private wealth manager data. KKR
2017 HNW Survey.
Ultra High Net Worth

Pensions

HNW

Data as at March 2017. Source: Willis Towers Watson Global Pension
Assets Study 2017, publicly available private wealth manager data. KKR
2017 HNW Survey.

8

KKR

INSIGHTS: GLOBAL MACRO TRENDS

EXHIBIT 11

...Which Are Domestically Focused
Public Equities Breakdown as a %
of Total Listed Equities
Domestic (U.S.)

31%

69%

International (Non-U.S.)

Another point of feedback we heard was simply that Private Equity
has outperformed Public Equities over a long period time, particularly
when public market conditions get more challenging. One can see
that in Exhibits 12 and 13. However, as we show in Exhibit 13, Private
Equity has not maintained the same premium so far this cycle, so we
would expect some greater scrutiny if the premium for illiquid investments does not reassert itself in the coming quarters.
EXHIBIT 12

46%

Private Equity Typically Outperforms in Lower Return
Environments…
U.S. Private Equity Average Relative Returns in
Various Market Environments, %

54%
10.2

Ultra High Net Worth

11.6
7.1

MSCI AC World

Data as at March 2017. Source: MSCI, Factset, KKR 2017 HNW Survey.

Ultra HNW Investors in Our Survey Tend to Have a Large Allocation to
Private Equity According to our survey, our Ultra HNW investors, including family offices, have a full 24.4% of their portfolios in Private
Equity (PE). Our public pension target asset allocation for Private
Equity is at five percent, though our current tactical target includes
a three percent overweight to the asset class (i.e., we are suggesting an eight percent allocation). Our conversations with Ultra HNW
investors suggest a very rational approach to holding such a large
allocation to PE. For starters, Ultra HNW investors typically have
both a lower need for current income as well as a penchant to hold
more cash on hand, which serves as an important buffer to fund PE
fund commitments. Second, we know that a high proportion of the
Ultra HNW investor base created wealth through founding, running,
and selling businesses, which creates comfort with and a mindset of
growing book value and compounding capital over a long period of
time via investments in PE – both direct investments and funds. In
many instances, HNW investors are often active in their local communities sourcing deals that are often private equity-like in structure
and duration. Consistent with this view, many high net worth families
have a mentality that makes the governance/control associated with
direct deals appealing versus being subject to the daily whims of the
public equity markets.

< 0%

0-10%

10-20%

-7.5
> 20%

S&P 500 Total Return

U.S. Private Equity returns as per Cambridge Associates. Data based
on a three-year rolling comparison of annual returns from 1989-2015.
Source: Cambridge Associates, Bloomberg, KKR Global Macro & Asset
Allocation analysis.

“
Many KKR Ultra HNW individuals
own operating businesses, and
in each case there was clear and
intentional reduction in Public
Equities to compensate for heavy
exposure to equity via ownership
of an operating business.
“
KKR
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EXHIBIT 13

…To Date, Though, the Strength of the Public Equity
Market This Cycle Has Made Differentiation Harder for
the Average Private Equity Manager
Three-Year Rolling Annualized Excess Total Return:
U.S. Private Equity Relative to S&P 500
20%

actually create alpha opportunities. In our humble opinion, today’s
environment feels a lot like 1998/1999, a time when investors aggressively shunned active management right before one of the most
significant alpha opportunities during the post 2000 period.
EXHIBIT 14

Hedge Funds Typically Outperform During Periods of
Stress

0%
-5%
-10%

Avg.
3.8%
-1 StDev
-2.8%

Sep-16
-0.4%

Observation Period = 1Q86-3Q16. Data as at March 28, 2017. Source:
Cambridge Associates, S&P, KKR Global Macro & Asset Allocation
analysis.

Ultra HNW Portfolios Have Sizeable Weightings to Hedge Funds All
told, allocations to Hedge Funds account for 8.9% of the Ultra HNW
portfolios that we surveyed. Though we have trafficked in and out
of Hedge Funds in recent years, our current weighting in the KKR
GMAA target allocation is zero. To be sure, we do not think that the
Ultra High Net Worth market needs to go to a zero allocation, but we
do think that nine percent is likely too high, particularly for an asset
class that we think faces some structural headwinds, as market
dynamics and flows change.
Overall, though, some of our longer-term conservatism is tempered
by the fact that our work actually shows that hedge fund performance on a relative and absolute basis could improve in the coming
quarters. We see several factors at work. First, we do expect some
mean reversion, as we show in Exhibit 14. Second, as we show in
Exhibit 15, hedge funds often perform better in rising rate environments. Third, we think that the trend towards passive investing may

“
Ultra HNW investors typically
have both a lower need for current
income as well as a penchant to
hold more cash on hand, which
serves as an important buffer to
fund PE fund commitments.
“
10
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Three-Year Rolling Return Difference
Between the HFRI HF Index and the S&P 500
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60%
40%
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20%
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5%

+1 StDev
10.5%
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2001
2003
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-20%
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Equities
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run
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Data as at March 31, 2017. Source: Bloomberg.

EXHIBIT 15

Hedge Funds Often Outperform in Rising Rate
Environments
CHG IN
UST

PERFORMANCE

ANNUALIZED
PERFORMANCE

START

END

# OF
DAYS

10YR
(BPS)

HFRI
FOF

US
AGG

HFRI
FOF

US
AGG

SEP-93

NOV-94

426

260

4%

-4%

4%

-3%

DEC-95

JUN-96

182

120

8%

-1%

17%

-2%

SEP-98 JAN-00

488

185

30%

-1%

22%

-1%

JUN-03 MAY-06

1066

178

28%

6%

9%

2%

DEC-08

APR-10

485

143

14%

9%

10%

7%

OCT-10

FEB-11

120

104

3%

-1%

10%

-4%

JUL-12

DEC-13

518

137

12%

-2%

8%

-1%

JUL-16

MAR-17

243

98

4%

-2%

6%

-4%

AVG

153

13%

1%

11%

-1%

MEDIAN

140

10%

-1%

9%

-2%

Data as at March 31, 2017. Source: Bloomberg, Haver Analytics.

Interestingly, during our follow-up conversations, we learned of several examples where HNW CIOs are either shuttering and/or revamping their hedge fund programs. Returns have generally been disappointing, particularly in the long/short space, and several CIOs feel
that there is a better risk-adjusted return elsewhere in the markets
these days. Said differently, we think that the traditional hedge fund
model is going to change, favoring a barbell of more quantitative as
well as more niche, idiosyncratic strategies.
Ultra HNW Investors Have Small Fixed Income Allocations, but Large
Private Credit Allocations With rates at such low levels, the Ultra HNW
clients, including family offices, that we interviewed are running with
small allocations to Fixed Income. Specifically, our survey results
suggest that our Ultra HNW clients have just 15% of their entire portfolio in Fixed Income, compared to a 33% target within the traditional
private wealth management community and 28% for a pension.
This more guarded viewpoint from our survey respondents makes
sense to us, given our forecast that the 10-year Treasury will return
1.3% (Exhibit 7), compared to 4.6% during the past five years. Also,
given high cash balances in the Ultra HNW community, we conclude
that many survey respondents are using cash – not sovereign debt
– as the shock absorber in the portfolio compared to many of the
traditional pension firms with whom we speak.
EXHIBIT 16

KKR Ultra HNW Investors Have Smaller Fixed
Income Allocations…
Traditional Fixed Income as a % of
Total Asset Allocation

33%

28%

EXHIBIT 17

…Which Makes Sense, Given the Zero Bound on Rates
and Falling Fixed Income Returns
Barclays GlobalAgg Annual Total Return Index Value
Unhedged USD
20%
15%
10%
5%
0%
-5%

02 03 04 05 06 07 08 09 10 11 12 13 14 15 16

Data as at December 31, 2016. Source: Barclays, Bloomberg.

Interestingly, while our Ultra HNW investors have fewer investments
across Fixed Income, they are actually large buyers of one segment
of the fixed income market: Private Credit. On average, Private Credit
accounted for six percentage points of the 15% allocation to overall
Fixed Income. Without question, many of our Ultra HNW investors have the ability – and maybe more importantly, the desire, we
believe – to trade near-term liquidity to capture incremental absolute returns. They also like the high current coupon associated with
Private Credit, particularly those with high annual spending needs.
Many of our Ultra HNW clients are also opportunistic, and given their
high cash balances and flexible mandates, they were early to take advantage of macro trends towards bank deleveraging/reregulation post
the Great Financial Crisis, including opportunity sets in both Europe
and the United States.
EXHIBIT 18

15%

Ultra High Net Worth Individuals Believe That There Is
Value in the Illiquidity Premium….
Ultra High Net Worth

Pensions

Weighted Average Yield of Originated Senior Term Debt
12-Month Average Yield of Traded Loans

HNW

Data as at March 2017. Source: Willis Towers Watson Global Pension
Assets Study 2017, publicly available private wealth manager data. KKR
2017 HNW Survey.

11.2%

12.0% 11.4%
11.3%
10.8%
10.7%
9.7% 9.6%

“
Interestingly, while our Ultra HNW
investors have fewer investments
across Fixed Income, they are
actually large buyers of one
segment of the fixed income
market: Private Credit.
“

8.3%

7.8%
5.8% 5.8% 6.0%

2007 2008 2009 2010 2011

8.6%
8.2% 8.5%

5.1% 4.9%

5.5%

5.9%

2012 2013 2014 2015 2016

Data as at December 31, 2016. Source: Bloomberg, Ares company filings,
KKR Credit analysis.
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EXHIBIT 19

…Across a Variety of Private Credit Markets
Weighted Average Yield of Originated Senior Subordianted Term Debt
12-Month Average Yield of US Traded High Yield
14.9%
13.2%

11.9%

8.5%

EXHIBIT 20

14.5%

13.7% 13.6%
13.3% 13.5%

8.6%

8.1%

that 56% of Ultra HNW clients surveyed have 10% or more of assets
in Cash, and 20% have 20% or more in Cash. By comparison, pension funds hold around three percent in Cash while traditional wealth
managers suggest their clients should have around two percent
allocated to Cash.

11.6%

7.5%

11.2%

11.7% 12.0%

6.5% 6.2%

KKR Ultra HNW Portfolios Have Larger Allocations to
Illiquid Asset Classes…
Asset Allocation as a % of Total

7.3% 7.6%

Liquid

Illiquid

24%

22%

76%

78%

Pensions

HNW

46%

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Data as at December 31, 2016. Source: Bloomberg, Ares company filings,
KKR Credit analysis.

Our bigger picture conclusion on Fixed Income allocations amongst
our Ultra HNW and family office client base is that they generally do
not incorporate regime change investing into their allocation decisions. Specifically, there appears to be little appetite for solving for a
low growth, low inflation environment that would favor long duration fixed income securities. Rather, they appear just much more
focused on absolute return performance. This viewpoint does not
come as a total surprise, but we do think it represents a notable point
of differentiation relative to the more traditional pension managers
with whom we interact, many of whom are apt to allocate significant
capital towards long duration fixed income assets during potential
periods of low growth and low inflation.
Ultra HNW Investors Hold Much More in Cash As we show in Exhibit
21, cash balances, which average 10%, tend to run high within KKR’s
Ultra HNW investor community. Maybe more interesting, though, is

“
From an asset allocation
perspective, the high cash
balances of Ultra HNW investors
lowers the risk involved in
alternative asset classes,
which in itself is an interesting
and progressive strategy in
today’s environment.
“
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54%

Ultra High Net Worth

Data as at March 2017. Source: Willis Towers Watson Global Pension
Assets Study 2017, publicly available private wealth manager data. KKR
2017 HNW Survey.
EXHIBIT 21

…However, They Offset the Illiquidity With Bigger Cash
Allocations
Cash as a % of Total Asset Allocation
10%

3%
2%

Ultra High Net
Worth

Pensions

HNW

Data as at March 2017. Source: Willis Towers Watson Global Pension
Assets Study 2017, publicly available private wealth manager data. KKR
2017 HNW Survey.

EXHIBIT 22

EXHIBIT 23

KKR Ultra HNW Clients Have a Large Portion of Their
Assets in Cash
Cash Allocation as a % of Total Assets, Ultra HNW
Client Survey Participants
31%

56% have 10% or more of
assets in Cash

Ultra HNW Investors Have Less Exposure to Traditional
Asset Classes; However, Exposure to Listed Equities and
Liquid Fixed Income Could Be a Drag on Future Returns
Ultra HNW Expected Returns Based on Current
Allocation and Historical vs. Expected Return, %
9.3%

22%

Listed Equity

2.6%
14%

Fixed Income

14%

1.0%

12%
8%

5.3%

Private Equity

1.3%

3.2%

0.2%

Hedge Funds
Real Assets

2.5%

0.9%
0%

5%

10%

15%

20%

>20%

Source: 2017 KKR 2017 HNW Survey.

To be sure, some of the cash was linked to large asset sales or
sizeable annual dividends from operating companies. However, we
spoke with some individuals who just want more liquidity, while
other survey respondents just want to protect what they have during
today’s uncertain times. Also, consistent with being opportunistic,
some do not see great value in the market today, and hence, want to
wait for a better entry point. Regardless of the reason, from an asset
allocation perspective, the high cash balance lowers the risk involved
in the alternative asset classes, which in itself is an interesting and
progressive strategy in today’s environment.
Section II: Where Are We Headed and What Does It Mean for the
High-End of the Ultra High Net Worth Market?
As we peer around the corner today to see what tomorrow might
look like for the Ultra HNW and family office market that KKR serves,
we wanted to offer up some conclusions from our top-down framework. They are as follows:
Similar to Our Pension Forecast, Expect Lower Returns Ahead in the
Ultra HNW Market; As Such, Further Differentiation Is Required Similar
to the call we are making for pension returns, we too believe that
managers of Ultra HNW portfolios need to appreciate that the outlook
for forward-looking returns is likely to come down notably. Specifically, as we show in Exhibit 23, we are forecasting around 5.3% for
a generic Ultra HNW portfolio, compared to 9.3% during the past five
years, a decline of 400 basis points.
One of the key factors potentially putting downward pressure on
portfolio returns in the Ultra High Net worth market is its 29%
weighting to Listed Public Equities. Indeed, given our view that the
S&P 500 will deliver just north of four percent per year during next
five years, compared to 12.6% in the past five years, the Listed Equities contribution to the total return falls to 1.3% from 2.5%, despite
no absolute allocation change to the asset class in our analysis.

Cash

1.2%
0.4%

0.4%
0.8%

Historical

Expected

0.1%

Using current asset allocation per KKR HNW Survey; Historical =
estimated return using historic benchmark returns and the current asset
allocation; Expected = estimated return using KKR expected returns and
current asset allocation. Source: KKR 2017 HNW Survey, Outlook for 2017:
Paradigm Shift, Global Macro & Asset Allocation analysis.

EXHIBIT 24

Our Work Shows That Pensions Face Potential Downward
Pressure on Future Returns
Pension Expected Returns Based on Current
Allocation and Historical vs. Expected Returns, %
8.5%
Listed Equity
46%

4.0%

Private Equity

4.2%
1.9%

1.2%

Hedge Funds

2.0%

0.9%
0.4%

0.4%
0.7%
0.1%

Historical

Fixed Income

Real Assets
Cash
0.2%

0.8%
Expected

Using current asset allocation per KKR HNW Survey; Historical =
estimated return using historic benchmark returns and the current asset
allocation; Expected = estimated return using KKR expected returns and
current asset allocation. Source: KKR 2017 HNW Survey, Outlook for 2017:
Paradigm Shift, Global Macro & Asset Allocation analysis.
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While that sort of absolute decline in returns may feel monumental
to some in the Ultra HNW market, it is actually less than what we are
forecasting for the pension community. Specifically, as we show in
Exhibit 24, pension returns could potentially fall by 430 basis points
to 4.2%, a 51% decline. Driving this substantial decline is the 450
and 510 basis points drop in expected returns versus 5-year prior
returns for Listed Equities and Fixed Income, respectively.

EXHIBIT 25

Returns for Financial Assets Have Been Falling Since
1995, But…
Trailing 5-Year Average Returns by Main Asset Class

25.0

If we are correct in our forecast, then all allocators of capital need
to consider either lowering their liability payout amounts and/or shifting their allocations towards higher returning products. Against this
backdrop, however, we do not expect allocators of capital to sit idle.
Rather, we expect them to seek out pockets of alpha, align with the
best managers, and cultivate relationships that allow them to drive
better investment processes.
Consistent with this need to differentiate amidst tougher capital
markets return assumptions, we see at least four major macro
themes that we believe that asset allocators, including both pensions
and high net worth investors, can leverage to earn above average
returns in the coming years. First, we continue to want to harness
the market’s periodic volatility to lean in. Right now areas like Healthcare in the U.S., Asset-Based Lending in Europe, and forced sales in
Infrastructure appear attractive to us. Second, we think that investors
should continue to embrace the notion that an unlevered and more
highly regulated global financial services system is unable to provide
the credit required to fund new businesses and asset purchases
around the world. Real estate credit in the U.S., bank disposition
sales in Europe, and lending to performing private credit across the
various continents where we do business all look interesting to us at
the moment. Third, we expect consumers to continue to shift towards
more experiences and away from more goods. This viewpoint supports investments in areas such as travel, recreation, and wellness
– often at the expense of more traditional consumer products and retail. Finally, we are structurally bullish on de-conglomerization. In our
humble opinion, corporations used low cost funding to over-expand
in recent years, and with global trade now slowing at the same time
domestic agendas are taking precedent, we expect more firms to hive
off unprofitable subsidiaries and non-core businesses. This trend has
fully gained momentum in Japan, Europe, and India, and we expect
other business communities to move this way in the coming months
and quarters.
Ultra HNW Allocations May No Longer Enjoy the Same Sharpe Ratios
Maybe more important than the reality that forward returns may
decline for the Ultra HNW community is our belief that the return per
unit of risk will also be coming down. Consider the following: If there
is no change in volatility, just based on our returns outlook, return
per unit of risk would fall by fully 43%. Unfortunately, this viewpoint may actually be too optimistic, because while there have been
sharp periodic spikes in volatility (Exhibit 28), quantitative easing has
caused overall annual volatility across many asset classes to fall to
decade lows. As such, if annualized volatility were to rise another
25% from current levels (which would still be below average), then
return-to-risk ratios would fall yet another 20%.
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Treasury Returns
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Data as at December 31, 2016. Source: Bloomberg, Cambridge
Associates.

EXHIBIT 26

…The Excess Return of Risk Assets vs. Treasuries Has Been
Stable for Ten Years
Trailing 5-Year Average Excess Returns vs. Treasuries
by Main Asset Class

8.0
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5.9
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2.0
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Data as at December 31, 2016. Source: Bloomberg, Cambridge
Associates.

“
We continue to want to harness
the market’s periodic volatility to
lean in.
“

EXHIBIT 27

Manager Selection Matters, Particularly in Alternative Asset Classes
Performance Spread and Median: Net IRR, Inception to Date,%
Vintage Years 2000-2010
25%

25th to 75th Percentile Range

Median

20%
15%
10%
5%
0%
-5%

U.S. Fixed
Income

All Global
Equities

U.S. Large
Cap Equities

U.S. Small
Cap Equities

Venture
Capital

Growth Equity Real Estate

Traditional Asset Classes

Natural
Resources

Distress
Securities

Buyout

Alternative Asset Classes

Data as at 3Q2016. Data for alternative investments based on the average Since-Inception-IRR for vintage years 2000-2010 from Cambridge Associates.
Data for traditional asset classes based on average CAGR for time periods 2000-3Q16, 2001-3Q16, etc. through 2010-3Q16 from eVestment Alliance
database to match the alternative asset class time frame. Source: Cambridge Associates, eVestment.

EXHIBIT 28

EXHIBIT 29

Historical Asset Class Returns Suggest a Higher
Allocation to Alternatives Make Sense…

…However, Future Returns Will Be Far Different From
Historical Returns

Historical Annualized Returns vs. Risk, %
14

Expected Returns vs. Risk, %
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Historical Annualized Volatility, %

Source: From 1Q86 to 3Q16 where data is available, and de-emphasizing
2008 & 2009 returns at one third the weight, due to the extreme volatility
and wide range of performance which skewed results. Using MSCI AC
World Gross USD for Listed Equities; Barclays GlobalAgg Total Return
Index Unhedged USD for Fixed Income; Cambridge Associates Global
Private Equity for Private Equity; HFRI Fund Weighted Composite Index
for Hedge Funds; Cambridge Associates Global Mezzanine for Other; and
Barclays GlobalAgg Total Return Index Unhedged USD for Cash.
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Data as at 4Q16. Source: KKR Outlook for 2017: Paradigm Shift, KKR
Global Macro & Asset Allocation analysis.
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EXHIBIT 30

We Are Exiting a Period of Extremely Strong Returns per
Unit of Risk Across Almost All Asset Classes
HISTORICAL
ANNUALIZED
RETURNS

NEXT 5 YEAR
EXPECTED
RETURNS

HISTORICAL
RETURN /
RISK RATIO

LISTED EQUITIES

9.0

4.5

0.6

FIXED INCOME

6.4

1.3

1.1

PRIVATE EQUITY

13.4

10.2

1.6

HEDGE FUNDS

10.0

4.4

1.3

REAL ASSETS

9.5

6.4

1.4

OTHER

9.1

8.0

1.5

CASH

3.6

0.8

2.7

ASSET CLASS

Source: Historical data from 1Q86 to 3Q16 where data is available, and
de-emphasizing 2008 & 2009 returns at one third the weight, due to the
extreme volatility and wide range of performance which skewed results.
Using MSCI AC World Gross USD for Listed Equities; Barclays GlobalAgg
Total Return Index Unhedged USD for Fixed Income; Cambridge Associates
Global Private Equity for Private Equity; HFRI Fund Weighted Composite
Index for Hedge Funds; Cambridge Associates Global Mezzanine for Other;
and Barclays GlobalAgg Total Return Index Unhedged USD for Cash.
Expected returns as outlined in the KKR Outlook for 2017: Paradigm Shift.

EXHIBIT 31

Getting the Right Mix of Assets Is Critical
Historical Efficient Frontier: 1990 –2016

Historical Returns, %
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Source: Historical data from 1Q86 to 3Q16 where data is available, and
de-emphasizing 2008 & 2009 returns at one third the weight, due to the
extreme volatility and wide range of performance which skewed results.
Using MSCI AC World Gross USD for Listed Equities; Barclays GlobalAgg
Total Return Index Unhedged USD for Fixed Income; Cambridge Associates
Global Private Equity for Private Equity; HFRI Fund Weighted Composite
Index for Hedge Funds; Cambridge Associates Global Mezzanine for Other;
and Barclays GlobalAgg Total Return Index Unhedged USD for Cash.
Expected returns as outlined in the KKR Outlook for 2017: Paradigm Shift.
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Our other big take-away is that more hedging is likely required, especially for larger U.S.-based Ultra HNW investors. Without question,
many Ultra HNW investors, particularly those with established family
offices, are increasingly becoming more global in nature, but most do
not think of hedging currencies or using options to lock in long-term
gains. The former issue is likely more immediate than the latter, in
our view, but our overall view is that more needs to be done in both
areas.
More Commitment to an Asset Allocation Game Plan We wanted to
make one more subtle but important point about the environment
that we think we are entering for the high end of the HNW and family
office market. With growth in assets under management expected
to continue, there is a mounting need for this segment of the market
to continue to evolve. Specifically, our view is that, as this market
size expands further, it will need to become more formalized. Said
differently, our view is that a dedicated staff is increasingly required,
a long-term game plan is needed, and more risk management/
downside scenario analyses must be incorporated into the day-today processes. In adopting this approach, principals must come to
terms with the fact that they are empowering and effectively ceding a meaningful measure of influence to their investment team in
hopes of avoiding the many common pitfalls of investing, such as 1)
over-concentration to a product, asset class, or geographic region;
2) emotion-led pacing of capital deployment; 3) over-reliance on
established investment strategies versus seeking new strategies or
employing new tactics.
Section III: Conclusion: Coming of Age

Cash
0

Many Ultra HNW Investors Are Too Levered to Their Home Markets, and
When They Do Go International, They Tend Not to Hedge As we mentioned earlier, about one in five of our HNW clients own an operating
business in their local market. Most do not include the business in
their asset allocations, which suggests to us that they are notably
overweight domestic assets. However, sector ownership can influence how wealthy folks think about their assets. For example, if their
operating business is real estate-related, there tends to be more
of an impulse to diversify away from it with their investment asset
allocation. That said, we actually found fewer examples of this type
of thinking across cyclical industries like energy and industrials.
Another key point is that many of the operating businesses actually
throw off a fair amount of cash each year. As such, certain Ultra
HNW CIOs actually have the exact opposite problem that a pension or
endowment may face with their cash flow streams (i.e., they have to
pay out a certain amount of money each year).

INSIGHTS: GLOBAL MACRO TRENDS

No doubt, the high end of the HNW market, including the family office market, has “come of age.” These investors are using increasingly sophisticated products, becoming more global, and learning to
leverage their competitive advantages in the market place. Coupled
with strong growth, this market should remain a dynamic one for the
coming years.
However, as we mentioned above, such investors also face return and volatility headwinds. They must also address hedging and
concentration risks. Maybe more important, though, is that wealthy
individuals and families need to stay more aligned with their CIOs by
either sticking to the originally agreed upon asset allocation game

plan or showing a willingness to diverge from the original plan as
market conditions evolve – even if it causes some degree of discomfort in the short term or represents a sea change from past practices.
Our research leads us to believe that – on occasion – a good asset
allocation game plan may be derailed by a personal interest in a noncore area or a desire to buy more of what has worked previously,
versus venturing into new areas, particularly non-correlated ones.
Overall, though, if we are right about the macroeconomic backdrop
that we laid out in our Outlook for 2017: Paradigm Shift, then Ultra
High Net Worth individuals and family offices, particularly those with
large sums of patient capital, are in an excellent position for the Paradigm Shift we are envisioning. Indeed, the world is becoming more,
not less, complex, and we believe that they will be able to leverage
their skill sets to seek out differentiated opportunities across both
public and private markets. In doing so, they will not only provide
ample income for their current constituents but set the stage for future generations to enjoy the benefits of the creative asset allocation
work that is being implemented today.
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Important Information
References to “we”, “us,” and “our” refer to Mr. McVey
and/or KKR’s Global Macro and Asset Allocation team, as
context requires, and not of KKR. The views expressed
reflect the current views of Mr. McVey as of the date
hereof and neither Mr. McVey nor KKR undertakes
to advise you of any changes in the views expressed
herein. Opinions or statements regarding financial
market trends are based on current market conditions
and are subject to change without notice. References to
a target portfolio and allocations of such a portfolio refer
to a hypothetical allocation of assets and not an actual
portfolio. The views expressed herein and discussion of
any target portfolio or allocations may not be reflected
in the strategies and products that KKR offers or invests,
including strategies and products to which Mr. McVey
provides investment advice to or on behalf of KKR. It
should not be assumed that Mr. McVey has made or will
make investment recommendations in the future that are
consistent with the views expressed herein, or use any
or all of the techniques or methods of analysis described
herein in managing client or proprietary accounts. Further, Mr. McVey may make investment recommendations
and KKR 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 document.
The views expressed in this publication are the personal
views of Henry McVey of Kohlberg Kravis Roberts & Co.
L.P. (together with its affiliates, “KKR”) and do not necessarily reflect the views of KKR itself or any investment
professional at KKR. This document is not research and
should not be treated as research. This document does
not represent valuation judgments with respect to any
financial instrument, issuer, security or sector that may
be described or referenced herein and does not repre-

sent a formal or official view of KKR. This document is
not intended to, and does not, relate specifically to any
investment strategy or product that KKR offers. It is being provided merely to provide a framework to assist in
the implementation of an investor’s own analysis and an
investor’s own views on the topic discussed herein.
This publication has been prepared solely for informational purposes. The information contained herein is
only as current as of the date indicated, and may be
superseded by subsequent market events or for other
reasons. Charts and graphs provided herein are for
illustrative purposes only. The information in this document has been developed internally and/or obtained
from sources believed to be reliable; however, neither
KKR nor Mr. McVey guarantees the accuracy, adequacy
or completeness of such information. Nothing contained
herein constitutes investment, legal, tax or other advice
nor is it to be relied on in making an investment or other
decision.
There can be no assurance that an investment 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
materially, and should not be relied upon as such. Target
allocations contained herein are subject to change.
There is no assurance that the target allocations will
be achieved, and actual allocations may be significantly
different than that shown here. This publication should
not be viewed as a current or past recommendation or a
solicitation of an offer to buy or sell any securities or to
adopt any investment strategy.
The information in this publication may contain projections or other forward‐looking statements regarding
future events, targets, forecasts or expectations regarding the strategies described herein, and is only current

as of the date indicated. There is no assurance that such
events or targets will be achieved, and may be significantly different from that shown here. The information in
this document, including statements concerning financial
market trends, is based on current market conditions,
which will fluctuate and may be superseded by subsequent market events or for other reasons. Performance
of all cited indices is calculated on a total return basis
with dividends reinvested. The indices do not include
any expenses, fees or charges and are unmanaged and
should not be considered investments.
The investment strategy and themes discussed herein
may be unsuitable for investors depending on their specific investment objectives and financial situation. Please
note that changes in the rate of exchange of a currency
may affect the value, price or income of an investment
adversely.
Neither KKR nor Mr. McVey assumes any duty to, nor
undertakes to update forward looking statements. No
representation or warranty, express or implied, is made
or given by or on behalf of KKR, Mr. McVey or any other
person as to the accuracy and completeness or fairness
of the information contained in this publication and
no responsibility or liability is accepted for any such
information. By accepting this document, the recipient
acknowledges its understanding and acceptance of the
foregoing statement.
The MSCI sourced information in this document is the
exclusive property of MSCI Inc. (MSCI). MSCI makes no
express or implied warranties or representations and
shall have no liability whatsoever with respect to any
MSCI data contained herein. The MSCI data may not be
further redistributed or used as a basis for other indices
or any securities or financial products. This report is not
approved, reviewed or produced by MSCI.
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