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1. Beyond the Status Quo: A Critical Assessment of
Lifecycle Investment Advice

Key Takeaways

e A fixed all-equity lifetime allocation into 33% domestic and 67% international stocks
significantly outperforms traditional age-based stock-bond strategies in building wealth,
supporting retirement consumption, preserving capital, and generating bequests.

o To match the retirement utility of the all-equity strategy, target-date fund investors must
save 61% more pre-retirement, and traditional 60/40 stock-bond investors, 100% more.

¢  While target-date funds offer lower average retirement drawdowns, they perform poorly in
high-inflation tail scenarios that erode real bond values, making the all-equity strategy a
more resilient alternative.

The full paper is available here.

Summary

Motivation: Mainstream investment advice and regulatory frameworks for defined contribution
(DC) pension plans favour target-date and balanced (60/40) funds, which follow conventional
lifecycle investing principles: 1) diversify between stocks and bonds, and 2) reduce equity
exposure with age. The authors challenge this status quo by modelling a broader investment
opportunity set, including international equities and long-horizon asset payoffs, to empirically show
that a globally diversified all-equity strategy yields superior retirement outcomes.

Methodology: The authors use a block bootstrap method to simulate long-run asset returns,
drawing from 2,600 combined years of monthly data across 39 developed countries from the
GFDatabase. They model the base case of a U.S. couple optimizing a fixed-weight portfolio
across domestic and international stocks, government bonds, and government bills, subject to
realistic non-leverage constraints. Monte Carlo simulation is used to solve for an optimal policy
that maximizes utility over four retirement goals: 1) wealth at retirement, 2) retirement income, 3)
capital preservation, 4) bequest. The result is then compared to four benchmark strategies: 1) all-
domestic equity, 2) all-bills, 3) balanced 60/40 portfolio, 4) target-date fund. The target-date fund’s
glidepath shifts from 90% stocks and 10% bonds at inception to 20% stocks, 70% bonds, and
10% bills by lifecycle-end.
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Findings:

e The all-equity strategy exhibits strong performance in both long-term capital appreciation
and capital preservation. It delivers higher wealth at retirement (50% more than the
balanced strategy and 39% more than the target-date fund), and, under the common 4%
annual withdrawal rule, exhibits a lower chance of running out of funds (7%, compared to
the balanced strategy at 16.9% and the target-date fund at 19.7%).

e Bonds are unattractive for long-term investors, who are better off diversifying their
domestic equity exposure with international equities. At the 30-year horizon, the 10-year
government bonds used in the analysis exhibit low returns, high long-term variance, high
long-term correlation with domestic stocks, and high exposure to inflationary periods.
Conversely, international equities have a lower long-term variance due to their long-
horizon return characteristics, as well as lower inflation correlation.

¢ Investor aversion to bonds holds across extensive sensitivity tests. The preference for an
all-equity strategy is consistent across different sample periods, bootstrap designs, risk
preferences, household structures, withdrawal rules, retirement ages, and income profiles.
Introducing income-stock return correlations causes rebalancing between domestic and
international equities, but not into bonds. Only in the most overvalued domestic equity
conditions, which researchers modelled as a top quintile price-dividend ratio, does the
model allocate modestly to bonds.

¢ In atime-varying extension of the model, all-equity remains the optimal strategy. Investors
still prefer to hold 100% equities across life stages, with only a brief exception at retirement
(ages 65-70) where a modest allocation to bonds occurs before investors again prefer
stocks from age 70 onwards.

e The time-varying strategy delivers only a small utility gain relative to the optimal fixed-
weight strategy of 33% domestic and 67% international stocks. Investors would likely
benefit from adopting a “set it and forget it” approach.
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2. Limited Partner Investments in Private Funds:
Committee Decision-Making and Realized
Performance

Key Takeaways

¢ Informational challenges are key drivers in the investment selection process of private
funds, with institutional investors allocating more time and effort at investment committees
to funds with greater perceived informational complexity.

o Competition between limited partners (LPs) affects investment committee deliberations,
with more attention devoted to the investment decisions and performance of competing
LPs than to the performance of private funds relative to public benchmarks.

e Due to their limited access to top-performing funds, non-US-based LPs should expect
lower returns in private funds compared to estimates reported in US-based literature.
Preqin data on private fund performance may be overly optimistic due to the more frequent
omission of poorly performing funds.

The full paper is available here.

Summary

Motivation: Institutional investors around the world have significantly increased their allocations
to private investment funds over the past several years. However, it is still unclear how institutional
investors make private fund investment decisions, and performance data for non-US-based
investors in private funds is scarce, especially for funds covering asset classes other than private
equity and venture capital. This paper aims to shed light on the investment decision-making
processes and realized returns of limited partners in private investment funds, such as private
equity, real estate, and infrastructure funds, using a sample of Israeli pension providers.

Methodology: The authors focus their analysis on the eight largest institutional investors in Israel,
which together manage 77% of the country's long-term savings and hold US$21 billion in private
fund investments as of 2019. Investment committee meeting minutes from 2020 to 2022 and
detailed cash flow data from 2000 to 2019 are obtained from the Ministry of Finance for these
firms' investments into over 400 private funds. The authors analyze the meeting transcripts
through their own reading as well as through the use of BERTopic, an automated topic modeling
algorithm. Cash flow data is compared with fund performance metrics from Preqin, a large
alternative dataset. The authors then calculate the aggregate performance of private fund
investments using the public market equivalent (PME) approach. They also conduct regression
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analyses to examine how investment committee discussions and LP performance vary with
private fund characteristics, such as general partner (GP) experience and geographic location.

Findings:

The investment committee deliberations of Israeli LPs are detailed and sophisticated,
reflecting the skills and qualifications of committee members.

Investment committees are aware of the constraints in accessing top performing, mostly
US-based funds, and attempt to overcome these challenges through fund-of-fund
investing and co-investment opportunities.

Time spent on discussion topics at committee meetings varies directly with private fund
characteristics and information availability. For example, more attention is given to the
GP’s credentials for first-time funds compared to seasoned funds, and funds with more
detailed cash flow information, such as infrastructure and debt funds, typically elicit longer
discussions than those with less available information, such as private equity and venture
capital funds.

Relative fund performance measures are infrequently discussed at investment
committees. However, comparisons with other competing asset managers are very
common, consistent with a “tournament-like” environment in which LPs benchmark
themselves primarily to other institutional investors rather than to public markets.

Due to the informational complexities and finite lives of private funds, pension funds that
invest even a relatively small percentage of assets in private investments will likely need
to devote significant resources to selecting private funds and GPs. Investment committees
spend more time and resources on the selection of private fund managers than on the
selection of asset managers in public markets.

Realized performance of Israeli LPs, measured using the public market equivalent
approach, is lower than existing literature estimates, which have primarily focused on US
funds and LPs.

Investments in local Israeli private funds outperform foreign, often US-based funds, due to
better availability of information on local funds and Israeli LPs' limited access to top
performing foreign funds. Valuable soft information, such as an LP’s subjective
assessment of GP quality through direct interactions, is more accessible for local funds
than for foreign funds.

The magnitude of local fund outperformance is economically large; local private funds
have yielded PMEs that are approximately 0.2 higher than foreign funds.

The average return on private funds based on Preqin data may be higher than the
expected return of non-US, or smaller US-based, LPs. The cash flows of poorly performing
funds tend to be more frequently omitted from the Preqin data set.
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3. Shifting From Active to Passive: How Retirement Plans
Impact Equity Prices

Key Takeaways

e The reallocation of 401(k) equity portfolios from active to passive strategies leads to
aggregate price changes of ~30% due to stock demand dynamics.

o Stocks with high exposure to passive inflows can appreciate by 21%—-35%, while those
previously overweighted by active funds experiencing withdrawals and price depreciations
of 10%—20%.

e The shift from active to passive funds has heterogenous price response among stocks
based on their types. Large-cap and value stocks experience more pronounced price
increases from passive inflows, while mid-cap and growth stocks experience lesser or
negative price impacts due to differences in net effective flows (NEF).

o A stock’s 401(k) ownership share is shown to influence institutional behaviour, as a one
standard deviation increase drives a 54% rise in active mutual fund demand.

e Increased passive fund activity is shown to weaken price informativeness (measured by
links to price and firm fundamentals) indicating concerns about market pricing efficiency
with lower long-term retirement investment in active funds.

The full paper is available here.

Summary

Motivation: The recent shift from active to passive investment funds in retirement strategies,
particularly in 401(k) plans, has transformed capital flows through equity markets. As investors
have shifted to low-cost, diversified passive funds, the stock market has seen both positive and
negative demand-based price shocks. This study examines how the reallocation of retirement
investments from active to passive strategies affects equity prices and identifies a new channel
that retirement plan structure influences individual stock valuations.

Methodology: The authors use a demand-based asset pricing model using novel BrightScope
plan-level 401(k) data, mutual fund holdings from Morningstar, and institutional ownership from
13F filings. They simulate counterfactual scenarios in which retirement assets are reallocated
toward passive funds, allowing them to measure stock-level price responses. The model captures
how shifts in investor demand (driven by fund flows and 401 (k) ownership preferences) influences
price movement, while controlling for firm characteristics such as market capitalization and price-
earnings ratios.
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Findings:

o The authors find that the aggregate shift among 401(k) plan portfolios from active to
passive strategies results in average demand-caused stock price shifts of 30%.

e This price movement reflects both a direct and an indirect flow effect. The direct effect
arises as passive funds buy index-listed stocks, pushing prices up. The indirect effect
stems from rising 401(k) ownership: as a stock’s retirement plan exposure increases, it
becomes more attractive to other institutional investors, amplifying the total price
response.

o Authors find these effects have a price-flow multiplier of 12 to 14, higher than previous
academic conclusions, indicating that U.S. equity markets are more price inelastic than
previously understood.

o Stocks experiencing passive inflows see price increases of 21% (direct flow effects) to
35% (indirect flow effects). Conversely, stocks losing demand due to active withdrawals
have price declines of 10% (direct) to 20% (indirect), demonstrating an asymmetric
response to price-demand responses.

o The authors identify that a stock’s increased 401 (k) ownership share is a driver of investor
demand. A one standard deviation increase in 401(k) ownership increases active mutual
fund demand by 54% (e.g., increasing portfolio position size from 3% to 4.6%).

e The study finds that mid-cap stocks face notable depreciation when investors exhibit
preferences for stock-level 401(k) ownership. In contrast, large-cap stocks appreciate
more, due to positive net expected flows (NEF)—with NEF values of +0.13% for large caps
and —-0.63% for small caps.

e Under the reallocation scenario, value stocks experience positive returns while growth
stocks depreciate. This pattern is likely a response to the observed decline in the value
premium as active funds are tilted toward growth stocks.

o Aone standard deviation increase in stock-level 401(k) ownership corresponds to a 9.7%
increase in a firm’s market-to-book equity ratio, indicating that retirement-portfolio
ownership positively influences equity valuations.
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4. The Geography of Savings Opportunities in
Retirement Plans

Key Takeaways

o There are significant geographic inequalities in 401(k) plan fees and investment
opportunities. Rural, lower-income, and less-educated areas are facing higher fees,
resulting in reduced retirement wealth accumulation over decades. While average plan
fees have decreased over time, these disparities across geographic regions have
remained substantial.

e The primary source of inequality is the design of plan menus, which offer lower-quality and
higher-cost investment options in underserved areas, rather than differences in participant
investment choices.

o Differences in participants’ asset allocations amplify retirement wealth gaps. Those in less
affluent and less educated regions are less likely to invest in equities, which offer higher
expected returns.

o Employers offering lower-quality retirement plans may lack the sophistication or incentives
to improve, as plan quality is often not a factor in workers’ employment decisions,
perpetuating inequalities.

The full paper is available here.

Summary

Motivation: Defined contribution (DC) retirement plans have played an important role in the
democratization of finance by enabling households to participate in financial markets through
employees’ retirement savings. However, there are concerns about whether these plans provide
equal opportunities for wealth accumulation across geographic and demographic groups. Such
disparities are particularly concerning given growing public anxiety around retirement security. To
address this issue, the authors investigate the role of plan design, fees, and participant choices
across different regions and socio-economic backgrounds to determine whether participants have
access to equitable savings opportunities in their DC plans.

Methodology: The authors obtain information from Brightscope on US 401(k) plans from 2010 to
2021, which includes the full menu of investment options available to plan participants in plans
with at least 100 employees. The information is then matched to the CRSP Survivor Bias-Free US
Mutual Fund database to obtain information on the mutual funds included in DC plans. From there,
fund-level characteristics are calculated by combining information on the fund’s share classes into
fund-level variables, such as returns, expense ratios, mutual fund classifications, target dates,

9


https://drive.google.com/file/d/1cAIiQvw-B8fYIxe4FfmpkgSSaCm49TeJ/view?usp=drive_link

ic p m Contents

and index fund categories. Most of the analyses are performed at the plan level, collapsing fund
fees and returns within each plan into plan averages. The authors then link these plan features to
geographic and demographic data from the American Community survey, analyzing for disparities
in DC savings opportunities.

Findings:

o Despite regulatory scrutiny and declining fees across the industry, geographic disparities
in plan fees remain large. In 2021, the difference in fees between plans at the 10" and 90™
percentiles was still nearly 60 bps, with high fee plans disproportionately located in less
populated, lower income, and less educated areas.

o While there has been an increase in ERISA-based lawsuits and heightened regulatory
attention to high 401(k) fees, these efforts have mainly benefited larger, urban, or more
sophisticated plans. Smaller and rural plans have seen relatively little improvement,
resulting in the disparities worsening over time, particularly after 2016.

e The same mutual fund can have different fees across different plans in the same year by
offering different share classes, resulting in some participants paying higher fees for
identical investment products. Analysis shows that the differences in the fees charged vary
significantly with the demographic characteristics of the area and are higher in rural areas,
consistent with the baseline analysis.

e Plans in areas with larger Hispanic populations and older residents tend to have higher
fees. Conversely, areas with higher income and education levels tend to have lower fees.

e The main driver of fee inequality is the design of the plan menu itself. While participants
do generally prefer cheaper funds when available, menus with fewer low-cost options are
more common in rural and lower-income areas, putting participants at a disadvantage
regardless of their personal investment decisions.

e Asset allocation decisions contribute to the inequality. Participants in wealthier and more
educated areas allocate more of their retirement savings to equities, which tend to offer
higher expected returns, while those in lower-income areas allocate less to equities.

e The gap in opportunities occurs even for standardized, commoditized investments such
as S&P 500 index funds. The study finds that firms located in less affluent, less educated,
and rural areas tend to offer S&P 500 index funds from more expensive providers. The fee
patterns of these largely homogenous products are very similar to the fee patterns of the
entire sample of menu funds.

e Higher cost plans do not offer superior investment performance, indicating that these
participants pay more for objectively worse investment opportunities.
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