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The Paper in a Nutshell
• Liquid Assets:

1 = Et [Mt+1 · Rt+1] ⇒ αt = Et [Mt+1 · Rt+1]− 1

• Private Equity:

Pt = Vt ≡
H∑

h=0
Et [Mt→t+h · CFt+h] ⇒ αt = Vt − Pt

• GPME: Mt = exp{a− b′ft} where ft are public market factors

• This Paper:

◦ CME: Credit Market Equivalent

◦ ft that prices loans/bonds issued by firms held by PE funds
(trading on secondary markets)
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1) Segmentation vs Weak Factors

• A lot of effort on ruling out market segmentation:

◦ Core results start on Section 4 (Table 11)

◦ I would keep one table about market segmentation

◦ Maybe a table analogous to Table 16 (enter to exit returns)

◦ Other market segmentation results can go to the appendix

• The more important issue is weak factors

◦ Giglio, Xiu, and Zhang (2021)

◦ Some PE factors will not be priced within loan returns
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2) Addressing Weak Factors
• Current Private Equity Analysis

◦ Identify risk factors from loans

◦ Estimate risk prices from loans

◦ SDF is applied to price price private equities

• Current Public Equity Analysis (the “validation”)
◦ Identify risk factors from loans

◦ Add loan risk factors to FF5 factors

◦ Estimate risk prices from public equities

◦ SDF is applied to price price public equities

• Addressing weak factors: match validation to actual analysis
◦ Public Equity Analysis with loan risk factors only or

◦ Private Equity Analysis with loan + equity risk factors
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3) Estimating Risk Prices
• Current estimation of risk prices:

◦ Select risk factors and estimate risk prices from loans (linear)

◦ Specify Mt = exp{a − b′ ft}

◦ Calibrate b based on a linear approximation

◦ Estimate a to match investment on risk-free asset

• Korteweg and Nagel (2016):
◦ Specify Mt = exp{a − b′ ft}

◦ Estimate a + b to match investments on rf and risk factors

• I suggest you follow Korteweg and Nagel (2016) more closely:
◦ Select risk factors from loans (+ potential equity factors)

◦ Specify Mt = exp{a − b′ ft}

◦ Estimate a + b to match investments on rf and risk factors
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◦ Specify Mt = exp{a − b′ ft}

◦ Calibrate b based on a linear approximation
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• Korteweg and Nagel (2016):
◦ Specify Mt = exp{a − b′ ft}

◦ Estimate a + b to match investments on rf and risk factors

• I suggest you follow Korteweg and Nagel (2016) more closely:
◦ Select risk factors from loans (+ potential equity factors)

◦ Specify Mt = exp{a − b′ ft}

◦ Estimate a + b to match investments on rf and risk factors



11/12

The Paper My Comments Final Remarks

Other Comments

1. Clean up and condense the presentation of summary statistics
(currently, four tables on that)

2. Consider how to address the selection issue (i.e., the credit
factors are based on a very special group of private firms)

3. Add multiple factors in Mt = exp{a − b′ft} to test whether
credit factors subsume “public factors”

4. Consider Mt = exp{at−1 − b′
t−1ft} for robustness
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Final Remarks
• Very interesting and relevant paper:

◦ It constructs an SDF from risk factors affecting
loans of private firms to price the equity of private firms

◦ Logic: debt and equity are different claims on the same assets

◦ Empirical Result: PEs have no alpha (on average)

• It would be useful to:

◦ Reduce the segmentation discussion

◦ Have a discussion about weak factors

◦ Add public equity factors when pricing PEs
(it partially addresses the weak factors issue)

◦ Adjust the estimation of risk prices

• Good luck!
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