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Do Public Equities Span Private Equity Returns?
Eric Ghysels,  Oleg Gredil,  and Mirco Rubin

Investor framing

What is private equity buying you?

Two answers (not mutually 
exclusive):
• Alpha  — better-than-fair risk-
adjusted returns
• Diversification  — lower overall 
portfolio risk

Portfolio
benefit

What this paper does?

Why hard in PE:

• No continuous prices
• NAV smoothing and 
 reporting lags
• Cash flows arrive irregularly

Bring PE into a mature 
“spanning” framework by 
nowcasting weekly 
“unsmoothed” returns,  then 
splitting what is common with 
publics versus PE-specific.



Method and evidence
What is spanned,  and what is truly distinct

How the engine works

1.  Data
MSCI-Burgiss cash flows + NAVs
Matched traded comparables

2.  Nowcast returns
State-space model filters smoothing
Weekly “unsmoothed” PE returns

3.  Spanning split
Common factors vs PE-specific factors
(what publics cannot replicate)

Decomposition of PE return

• Four common factors explain ~90+% of PE 
variation.

• PE-specific factors add ~2.5% explanatory 
power.

• PE-specific factors earn ~2–4% per year 
historically and improve Sharpe via both 
higher expected return and diversification.

• “Small residual” is still ~3.3%/year of 
distinct volatility.

Interpretation:  PE is mostly public-equity-like 
exposure,  plus a small but valuable distinct 
factor space.



Portfolio implications
What changes for an IC decision?

Optimal PE allocation

Liquidity-unconstrained investors:
Optimal PE weight is 11%–24% of the risky portfolio  
(95% confidence).

0% 30%11%–24%

Sensitivity:  if illiquidity costs are ~3%/year,  
confidence intervals often include a zero PE 

allocation.

Translation:
• “PE beta” ≈ public equities.
• The decision is the PE-specific slice.
• That slice must clear fees,  liquidity drag,  and 
implementation constraints.

Takeaways

1.  PE is not just levered public 
equity.

2.  Diversification is real,  even if 
modest.

3.  Alpha dominates historically:  PE-
specific factors earn 2–4%/year in-
sample.

4.  Netting costs matters:  a ~3%/year 
liquidity drag can erase the optimal 
allocation.

Bottom line:  PE can expand the efficient 
frontier,  but only net of liquidity and 
implementation costs.



Discussion by Lisa Kramer
With thanks to Scott Cederburg



Why This Paper Matters for CIOs

 Lifecycle investing assumptions are widely used across 
TDFs and DC plans:
 Investors should diversify across stocks & bonds.
 The young should hold more stocks than the old.

The paper finds that approach is suboptimal.
 Considers domestic stocks, international stocks (~40 countries), 

gov’t securities, monthly data over 1890-2023
 Uses data only for periods after which a country became 

developed.

 International diversification and all-equity allocations can 
materially improve outcomes, arguably without downside.



Potential Strategies



 Internationally diversified stock portfolios do well in accumulating wealth.

Median Wealth at Various Points 
Across Strategies



 Wealth accumulation benefits grow with horizon.

Median Wealth at Various Points 
Across Strategies



Worst-Case Wealth at Various Points 
Across Strategies

 An all-equity, internationally diversified stock portfolio does the best at 
preserving wealth, even with a relatively short 10-year horizon.



Worst-Case Wealth at Various Points 
Across Strategies

 Over 30 years, the all-equity strategy dominates other strategies.



Prob. of Losing to Inflation at Various 
Points Across Strategies

 The all-equity, internationally diversified stock portfolio proves the safest even 
with a horizon of only 10 years.



Prob. of Losing to Inflation at Various 
Points Across Strategies

 The all-equity, internationally diversified stock portfolio is the 
safest haven for long-term investors.



Optimal Age-Based Investing

Rigid withdrawals: withdraw 4% of wealth at retirement date.
 The optimal age-based strategy is nearly all equity, except for a brief allocation 
to bills at retirement due to “sequence of returns risk” using the 4% rule for 
withdrawals.



Optimal Age-Based Investing

Fluid withdrawals: household withdraws 4% of current retirement wealth rather 
than 4% of wealth at retirement date.
 The optimal age-based strategy is all equity, even in retirement, if the investor 
withdraws a fixed percentage of plan assets.



Optimal Allocation Structure



Implications for CIOs
– Bonds have undesirable long-term return 

properties and do not offer enough wealth 
accumulation potential.

– Long-term investors likely benefit from very heavy 
equity allocations, arguably all-equity.

– International equity exposure is essential to 
manage risk of an all-equity portfolio



KKCFR / CAIA Conference
“Financial Presentation of Alzheimer 

Disease and Related Dementias”
By Lauren Hersch Nicholas, Kenneth Langa, Julie Bynum and 

Joanne Hsu

Presented by Kathleen McGarry
UCLA and NBER
February 4, 2026



Motivation
• “Academic papers practitioners should know about”
• Importance on a personal level 

– Decision-making can be hampered by cognitive issues
– When do you turn over management to a child, spouse, 

or financial planner? 

• Importance of defined benefit pension plans
– Making investment decisions during work life
– Making distribution decisions during retirement
– Avoiding mistakes and fraud



Cognitive Decline
• Growing literature on effect of cognitive 

decline on financial outcomes
• Focus on the one paper but show some other 

results



“Financial Presentation of ADRD”
• Use Medicare records and Federal Reserve Bank /  

Equifax Consumer Credit Panel
– Administrative data, survey data or individual reports

• Medicare data
– 20% sample
– Select down to 5.8 million unmarried elderly 

individuals
• Credit data:

– 5% sample of credit reports 
• Matched sample:

• 81,300 people, 5+ million quarterly observations



Results
• Medicare beneficiaries who eventually were 

diagnosed with ADRD:
– Had significantly more missed payments as early as 6 

years prior to diagnosis. 
– Were significantly more likely to have a subprime 

credit score as early as 2.5 years prior to diagnosis
– Earlier for those in lower education group
– Later for those in higher education group 





Results
• Is it just illness in general? 

– Repeated the study for other conditions:
• Arthritis
• Glaucoma
• Heart attacks
• Hip fractures

– Result did not hold





Other Studies
• Those who are likely to have dementia based on 

cognitive questions

Li et al., JAMA 2023





Li et al., NBER working paper 34659, 2025



Li, et al., NBER working paper 34659, 2025



Awareness
• Read 10 words, repeat immediately and with a 

delay of a few minutes
– Repeated every two years

• Respondents asked if their memory was better, 
worse, or about the same as prior interview

• 77% with a decIine in memory score of 20% or 
more reported memory was the same or better

• When looking at declines in wealth, those who 
were unaware had significantly larger declines



Mazzonna and Peracchi, JPE, 2024.



Thank You



Research panel:  Is sustainability a cost or a benefit?  Why it matters what 
you measure; Steve Sexauer (SDCERA), chair

Real Effects of Environmental Activist Investing, Lakshmi Naaraayanan 
(London Business School)

Designing ESG Benchmarks, Natalia Kovrijnykh (Arizona State U.)

ESG and the Conditional Price of Risk, Seth Pruitt (Arizona State U.)





















Data and Measures 
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