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Data collection on return expectations (Ret_Exp) and capital costs is 
still connected with high barriers and low transparency, especially 
in European private markets. This study suggests a questionnaire 
format to gather data from market participants derived from 
an approach seen in the USA by Slee and Paglia (2010, 2011). 
Moreover, it suggests that return expectations and cost of capital 
(CoC) should not be regarded as synonyms. A delta of 
approximately 1.2 percent can be observed when comparing mean 
values of both variables over various asset classes as real estate 
funds, venture capital, mezzanine investments, and direct 
investment from 213 data points collected in 2019/2020 primarily 
before the COVID-19 crisis as well as the Russia-Ukraine-conflict. 
This supports the general theory that return expectations 
incorporate the cost of capital structure, including a certain 
premium. In the second step, regressions are applied to identify 
influential factors on capital costs and return expectations in 
European private markets. The regressions suggest that 
the investment duration reduces these values. As a result, short-
termism will lead to higher return expectations and capital costs, 
according to the model. Considering further variables indicates that 
specialization effects combined with a long investment horizon 
reduce both metrics for investors. 
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1. INTRODUCTION 
 
The definition of cost of capital (CoC) includes 
the minimum expected return on one or more 
investment opportunities, which should compensate 
for all risks taken (Bruner et al., 1998; Vernimmen 
et al., 2022). The expected returns take into account 
numerous factors — such as geographies, 
sectors/industries, time horizon, risk appetite, and 
transaction costs — and can be regarded as 
opportunity costs (Brotherson et al., 2013; Lossen, 
2007; Slee & Paglia, 2011; Zarzecki, 2015). At 
the same time, both the CoC and expected returns 
differ significantly between the public capital market 
and the private market segment. Research and 
practice often describe this difference as 
the “illiquidity premium” (Lerner & Schoar, 2004). 

Due to the private market segment’s limited 
transparency and asymmetrical information, many 
market participants use valuation models built for 
the public market to determine their cost of capital 
or expected return. However, these are not suitable 
for this purpose. For example, models based on 
the capital asset pricing model (CAPM) (Sharpe, 
1964; Lintner, 1965; Mossin, 1966) or the five-factor 
model (Fama & French, 2015) are commonly applied, 
although data from the public markets is used for 
this purpose (Truong et al., 2008; Damodaran, 2012). 
Some market participants adjust the assumptions to 
their situation to still be able to perform calculations 
(Broughton & Lobo, 2014). However, all these routes 
may lead to incorrect results due to the different 
mechanics of the private and public markets. Market 
participants generally suffer as neither models nor 
suitable data are freely available. 

Obtaining stable data in the private market 
segment to determine financial metrics such as cost 
of capital or performance/return expectations 
(Ret_Exp) for different sectors/industries and asset 
types/categories is often done through portals with 
high paywalls such as Preqin or Thomson Reuters. 
An alternative approach for data collection is 
the distribution of surveys or the use of available 
information from firms/investment companies. 
However, primary data collection is rarely chosen by 
researchers because data collection is resource-
intensive. For example, Mason and Harrison (2002) 
pointed out that data for specific investment types, 
such as venture capital, is hardly available. 
Nevertheless, there are rare successful examples for 
specific other sectors, such as private equity 
(Lopez-de-Silanes et al., 2015). 

Slee and Paglia (2010, 2011) provide a rather 
general approach. They developed a model in 
the form of a survey to ask for the cost of capital 
and expected returns for the private market 
segment. This approach involves querying the cost 
of capital of numerous market participants 
(including private equity, real estate funds, 
mezzanine, and venture capital) in the USA market. 
The practical focus is that data is not primarily used 
for scientific studies but rather for benchmarking 
purposes of affected companies. 

This research project includes collecting 
primary data for the European market to define 
capital costs and return expectations for diverse 
investor groups and types of use derived from 

the Slee and Paglia (2010, 2011) approach. In 
the following, the sourced data will be analyzed with 
explanatory variables in several regressions to 
develop an understanding of the underlying drivers. 
The research gap is defined by the pairing of diverse 
types of use and investor groups; as such, a research 
paper is unique in the European context. In addition, 
a practical differentiation between the cost of capital 
and return expectations is applied. This is regarded 
as a necessity as, until today, many practitioners use 
both terms as synonyms although they describe 
different topics, as pointed out by Fama and 
French (1999). 

We contribute to the existing literature with 
a fresh view on calculating return expectations and 
cost of capital in the European private equity 
market. We also compare the approach by Slee and 
Paglia (2010, 2011) for the USA market with 
European estimations. Our results show that 
European private equity markets are still subject to 
a data-sourcing transparency problem and that 
market participants’ cost of capital and return 
expectations are not interchangeable. Finally, 
the investment duration and asset class focus 
deliver statistically significant contributions to 
return expectations and cost of capital. 

Our paper is structured as follows. Section 2 
gives an overview of the relevant literature and 
presents the derivation of the hypotheses for 
the empirical analysis. Section 3 presents 
the applied data set and the methodology. Section 4 
deals with the presentation of the results and 
discusses limitations. Section 5 presents 
the conclusion of the results. 
 

2. RELATED LITERATURE AND HYPOTHESES 
DEVELOPMENT 
 
In practice, many market participants 
interchangeably use the cost of capital and return 
expectations. For many practitioners, both metrics 
represent the minimum return of a specific 
investment. However, this view is not generally 
shared in research. Amongst others, Elton (1999), 
Easton and Monahan (2005), and Hughes et al. (2009) 
have shown that these terms should not be used 
equivalently as return expectations are often subject 
to measuring errors, e.g., due to idiosyncratic risk 
factors of investments that are not included 
adequately. 

Jacobs and Shivdasani (2012) generally show 
that the assumptions for calculating the cost of 
capital vary widely between market participants, 
often leading to imprecise results. The implied cost 
of capital is derived by various scholars, thereby 
using different approaches such as the processing of 
price-earnings ratio (Easton, 2004), forward-looking 
option contract data (Callen & Lyle, 2020), or 
the combination of CAPM principles with 
the implied cost of capital approach (Olson & 
Pagano, 2023). Easton and Monahan (2005) suggest 
that accounting-based proxies do not provide 
reliable information on return expectations. Xu 
(2020) describes that the cost of capital is partly 
regarded as unobservable, leading to a lack of 
empirical studies using this measure despite being 
a crucial factor for the investment decision. Other 
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research looked at the impact of individual variables 
on expected returns or private market premiums/
discounts. Abudy et al. (2016) cite the lack of 
diversification as the main reason for the cost of 
capital or “illiquidity premium”. In parallel, Lossen 
(2007) supports this statement and, in turn, 
identifies existing diversification as a driver of 
higher returns. The existing literature suggests 
various factors influencing the cost of capital and 
the return expectations for different types of 
investments. Bowden et al. (2016) show that sectoral 
and geographic diversification positively affects 
expected returns in the venture capital segment. 
Fuerst et al. (2021) proved that specialization in 
a country or a country-sector combination leads to 
outperformance in Europe’s private real estate fund 
segment. Salomon and Wu (2012) demonstrated that 
higher financing costs for investments outside 
the domestic market directly affect capital costs. 
This is described by increased coordination efforts 
or transaction costs, among other factors (Boeh & 
Beamish, 2015). Lossen (2007) shows that investing 
in the home country positively affects the internal 
rate of return (IRR) of private equity funds. Stotz 
(2011) demonstrates that returns are higher if 
the target and the investment company are from 
the same country in the context of private equity 
investments on already listed investment targets. 
Coelho and Madkur (2021) noted a negative 
relationship between private equity fund investment 
size and returns for the Brazilian market. According 
to Castellaneta and Gottschalg (2016) and Zellweger 
(2007), investment duration over time reduces 
the cost of capital and return expectations. 
Investment size seems to positively impact the cost 
of capital and return expectations (Gottschalg et al., 
2004; Arnold et al., 2019). Bajaj et al. (2001) 
analyzed to compare purchase prices for private and 
public transactions. They found a discount of up to 
20% for transactions in the private market segment — 
compared to the public capital market. Abudy et al. 
(2016) put the cost of capital premium for 
the private market at 4–33%, while Koeplin et al. (2000) 

calculated around 20%. Kooli et al. (2003) define 
a range of 20–34%, depending on the base size. 
Nielsen (2011) shows that Danish pension funds’ 
direct investments in private firms do not 
outperform the public market when benchmarking 
against market return at the domestic stock 
exchange. Data sets for these studies were mainly 
sourced via platforms with payment barriers, such 
as Amadeus (Mortal & Reisel, 2013), Burgiss (Harris 
& Marston, 2013; Harris et al., 2023), Cambridge 
Associates (Arnold et al., 2019), Preqin (Ewens et al., 
2013; Korteweg & Sorensen, 2017; Ang et al., 2018), 
Thomson Reuters (Kwon et al., 2020), or Thomson 
Venture Economics (Kaplan & Schoar, 2005; 
Phalippou & Gottschalg, 2009; Ewens et al., 2013). 
In addition, the data is often historical only, leading 
to a lack of information for return expectations. Still, 
all studies have in common that there is a need to 
put a different angle on the private markets to 
understand the mechanics fully. Lastly, previous 
studies are differently framed with the result that 
the combination of several factors focusing on 
the European market to describe differences in 
return expectations and cost of capital estimation 
has not been represented in the literature so far. 
Due to this gap, primary data collection is chosen to 
explain the underlying drivers of return expectations 
and cost of capital and demonstrate the factual 
difference between the terms cost of capital and 
return expectations. This argumentation is also 
based on Phalippou’s (2007) summary, which 
mentions various data collection approaches in 
comparable studies. However, the study does not 
mention a primary data collection approach using 
a survey. Due to this reason, this alternative 
approach shall be applied to demonstrate a new 
point of view. 

The literature review suggests various factors 
that impact the cost of capital and return 
expectations in the private market segment. 
A general overview of the relevant factors can be 
found in Table 1. 

 
Table 1. Overview of known determinants for cost of capital 

 
Author(s) Year Finding 

Bajaj et al. 2001 
Up to 20% discount for private market transactions, and consequently for the cost 
of capital, compared to public markets 

Koeplin et al. 2000 Estimated a cost of capital premium of around 20% for the private market 

Gottschalg et al. 2004 Larger investment sizes lead to higher cost of capital and return expectations  

Kooli et al. 2003 Cost of capital premium ranges from 20–34% for private markets 

Zellweger 2007 Increasing investment duration reduces the cost of capital 

Salomon and Wu 2012 
Higher financing costs for investments outside the domestic market increase 

capital costs 

Harford and Kolasinski 2014 Short-termism in investment duration impacts the cost of capital negatively 

Boeh and Beamish 2015 
Increased coordination efforts and transaction costs raise capital costs for 

international investments 

Haldane 2015 Short-termism in investment duration impacts the cost of capital negatively 

Abudy et al. 2016 Lack of diversification is a reason for the cost of capital premium 

Castellaneta and Gottschalg 2016 Investment duration reduces the cost of capital 

Arnold et al. 2019 Larger investment sizes lead to higher cost of capital 

Ljungqvist et al. 2020 Reduction in cost of capital over time 

 
An often-cited term is the so-called short-

termism (Harford & Kolasinski, 2014; Haldane, 2015) 
regarding the impact of investment duration. Khanin 
and Turel (2012) combine short-termism, and 
the counterpart called longtermism for venture 
capital investment decisions by demonstrating 

the impact on investment willingness. Still, 
the ultimate role of duration remains unclear and 
creates a challenge, especially for the private 
markets. However, connecting factors are available 
for other geographic markets, such as North 
America (Ljungqvist et al., 2020). In a multi-country 
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analysis with panel data for the period 1973–2008, 
the study of Castellaneta and Gottschalg (2016) 
showed a reduction in the cost of capital and return 
expectations over time. This finding is used for 
the formulation of the first hypothesis to be tested 
for the European market: 

H1: Investment duration has a negative impact 
on the cost of capital and return expectations. 

Knowledge of a specific market, e.g., the 
domestic market, is considered an important factor 
in the cost of capital. Due to the specialization 
effects stemming from the focus on a country, 
a reduction in interest rates on debt might be 
expected. This benefits the cost of capital in general, 
impacting the connected return expectations. Based 
on this argumentation, which is generally in line 
with Salomon and Wu (2012), the second hypothesis 
tackles the focus on a geographic market: 

H2: Focusing on a particular geographic market 
has a negative impact on the cost of capital and 
return expectations. 

Castellaneta and Gottschalg (2016) and 
Zellweger (2007) suggest decreasing the cost of 
capital and return expectations for the specialization 
of various investment types. However, this is not 
a systematic case, as Fleming (2004) shows that 
Australian venture capital investments have weak 
evidence regarding the effects of specialization on 
returns. Fuerst et al. (2021) demonstrate that every 
kind of specialization leads to higher returns in 
the non-listed real estate fund industry. This mainly 
does not count for pure sector or asset class 
specialists. However, when creating sector-
geography specializations, higher returns are 
suggested. Finally, Buchner et al. (2017) propose that 
diversification reduces risks in venture capital 
funds, thereby enabling risk-averse investors to 
decide on risky investments with the effect of higher 
expected returns. Those mixed results demonstrate 
that this field is still in the process of exploration. 
The specific impact per asset class shall be tested by 
including variables on the specific investment type 
chosen in the portfolio. A particular specialization 
effect is expected for experienced and professional 
market participants, thereby leading to the third 
hypothesis: 

H3: Focusing on a specific investment type has 
a negative impact on the cost of capital and return 
expectations. 

Delfim and Hoesli (2016) demonstrate that 
fund size positively affects the returns of 
non-listed/private real estate funds in Europe. Fuerst 
and Matysiak (2013) show comparable results from 
a dataset from INREV. Combined with the results of 
Gottschalg et al. (2004) and Arnold et al. (2019) for 
private equity investment, high-volume investments 
are expected to lead to higher expectations 

regarding the cost of capital and return expectation. 
Ljungqvist and Richardson (2003) describe a U-shaped 
relationship between returns and the size of 
investments. Humphery-Jenner (2012) also shows 
that significant private equity funds require 
significant investments to earn high returns. In 
contrast to other factors, current research suggests 
that size increases the return (expectations). Due to 
this reason, the fourth hypothesis is as follows: 

H4: Investment size has a positive impact on 
the cost of capital and return expectations. 
 

3. DATA AND METHODOLOGY 
 
The literature review outlines that relevant data is 
scarcely available for private markets. The usage of 
market intelligence platforms with data on return 
expectation is avoided due to 1) the payment barrier 
for obtaining these datasets (e.g., from Burgiss, 
Preqin, or Thomson Reuters), 2) the focus on 
the private markets thereby approaching multiple 
investors that are not covered in the datasets, and 
3) the availability of data as structured in 
the theoretical model as, e.g., information on cost of 
capital. For this purpose, a questionnaire consisting 
of 15 items was developed, which asked for 
variables such as the cost of capital (CoC), the return 
expectations (Ret_Exp) per country, and investment 
type. It is important to notice that the values 
describe future-oriented expectations. This is one of 
the major differentiators of this study when 
comparing similar analyses focusing on private 
markets. The values are driven by the experience 
and track record per investor by nature but express 
actuals, especially regarding the returns. In addition, 
data was obtained to distinguish between financial 
and strategic focus, the investor’s headquarters, 
the typical investment duration, and size. Thus, 
clusters per investment type can be formed to 
highlight the expected returns. Data collection 
occurred between May 2019 and May 2020 and 
focused on European companies active in private 
markets. Our data is merely affected by the COVID-19 
crisis, as most responses were collected before 
March 2020. Nearly 1,000 companies were contacted 
directly via email. Besides personal contacts, 
the member directories of the following industry 
associations were used to identify suitable 
participants: INREV (Europe/Real estate), BVAI 
(Germany), BVK (Germany), LAFV (Liechtenstein), 
LPEA (Luxembourg), AVCO (Austria). These 
associations were selected due to their high coverage 
of the relevant market participants. In Figure 1, 
the information about the distribution among 
investor types is presented. 
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Figure 1. Survey participants: Types of investors 
 

 
 

In total, 69 questionnaires were completed and 
included in the following statistical analyses. 
Looking closely at the statistics, more than half of 
the participants are either private equity investors or 
associated with an investment bank. Please note that 
the private equity investor group also includes real 
estate investors, as this is a joint clustering in 
the industry. Most groups were not separable, as 
the survey only allowed selecting a single investor 
type per participant. Data analysis has also revealed 

that most participants are in mainly German-
speaking countries (Germany, Austria, Switzerland, 
and Liechtenstein) with a share of approx. 73%. Most 
participants have investment portfolios with 
a certain degree of diversification due to various 
investment types. On average, slightly more than 
three different investment types are noted per 
participant. Figure 2 presents the national origin of 
the survey participants and the distribution. 

 
Figure 2. Survey participants: Origin of participants related to their nationalities 

 

 
 

In total, 224 data points for different 
investment types such as “Direct investment”, “Real 
estate funds”, “Mezzanine fund”, “Private equity”, 
and “Venture capital” are available for further 

processing1. The number of observations is relatively 
close to the Da Rin and Phalippou (2017) study, 
which focuses on limited partners in private equity 
deals. Lerner and Schoar (2005) and Bernile 
et al. (2007) observed even fewer companies in their 
models than in this data set. Summary statistics over 
the entire dataset are provided in Table B.2, 
Appendix B. For comparison, results have been 
clustered based on the suggestions of the 
Pepperdine capital surveys, thereby distinguishing 
between the investment/capital provision category 
and return expectations segmented in sizes. This 
segmentation enables identifying possible premia 
derived from the investment size. For comparability, 
mean value, median, first, and third quartile values 
are prepared for each CoC and return expectation. 
Data collection left various blank spots as 

 
1 The description of individual portfolio investments explains the transition 
from 69 survey participants to 224 and 213 data points. As suggested in 
the questionnaire, most survey participants are invested in various types of 
investments. On average, every survey participant is invested in 3.1 different 
types of investments. 

information is not available for all combinations of 
investment types and investment sizes. The data set 
is further reduced as clusters with less than 
10 entries are excluded from the analysis. This 
leaves out another 11 observations, making 213 data 
points available for further processing. Statistics 
show that Ret_Exp deliver higher numbers regarding 
the mean value, median, and first and third quartile 
than the CoC results. The difference in mean value is 
at 1.2%, suggesting that both terms indicate topics 
that need to be observed. Still, these results vary 
within the groups. This means that, for example, real 
estate funds up to EUR 10 million (mn) suggest a 
higher mean value for CoC than Ret_Exp. One 
possible explanation is outliers with relatively high 
values provided by few investors in this context. 
The differences in the return expectation median 
values paired with the investment type and size are 
the first indicator for the idiosyncratic risks 
associated with the specific investments. This 
enables a transition to the chosen data model, where 
the effects will be tested on various factors. Tables 2 
and 3 present descriptions of Ret_Exp and the CoC 
related to investment type and size. 

33%Other

Venture Capitalist
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Private Equity Investor
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38.10%
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13.09%



Risk Governance & Control: Financial Markets & Institutions / Volume 14, Issue 4, 2024 

 
115 

Table 2. Descriptives about return expectations related to investment type and investment size 
 

Investment type Investment size 1st quartile Median Mean 4th quartile Obs. 

Real estate funds up to EUR 50 mn 5.50% 6.00% 7.31% 7.50% 35 
Direct investment up to EUR 10 mn 8.00% 10.00% 13.38% 15.00% 25 

Private equity 
up to EUR 50 mn 17.00% 18.00% 18.63% 20.00% 24 

up to EUR 10 mn 8.50% 15.00% 12.55% 15.00% 22 

Real estate funds up to EUR 10 mn 7.63% 9.00% 13.59% 15.00% 20 

Venture capital up to EUR 50 mn 20.00% 20.00% 20.60% 20.00% 20 

Direct investment 
up to EUR 100 mn 8.50% 8.97% 9.00% 10.00% 19 

up to EUR 50 mn 6.00% 8.00% 10.65% 18.00% 17 

Venture capital up to EUR 10 mn 15.00% 20.00% 19.74% 25.00% 16 

Mezzanine fund up to EUR 10 mn 15.00% 17.50% 16.93% 20.00% 14 

Real estate funds up to EUR 100 mn 8.00% 15.00% 13.13% 20.00% 8 
Total  7.00% 13.00% 13.36% 20.00% 213 

 
Table 3. Descriptives about the cost of capital related to investment type and investment size 

 
Investment type Investment size 1st quartile Median Mean 4th quartile Obs. 

Real estate funds up to EUR 50 mn 5.00% 6.00% 9.56% 8.50% 35 
Direct investment up to EUR 10 mn 6.00% 8.00% 12.06% 10.00% 25 

Private equity 
up to EUR 50 mn 14.00% 18.00% 17.75% 20.00% 24 

up to EUR 10 mn 7.25% 10.00% 8.98% 10.00% 22 

Real estate funds up to EUR 10 mn 7.90% 10.00% 20.00% 20.00% 20 

Venture capital up to EUR 50 mn 20.00% 20.00% 20.60% 20.00% 20 

Direct investment 
up to EUR 100 mn 9.00% 12.00% 11.63% 12.00% 19 

up to EUR 50 mn 6.00% 6.00% 8.83% 15.00% 17 

Venture capital up to EUR 10 mn 10.00% 20.00% 16.74% 20.00% 16 

Mezzanine fund up to EUR 10 mn 10.00% 15.00% 12.29% 15.00% 14 
Real estate funds up to EUR 100 mn 7.60% 10.00% 16.99% 20.00% 8 

Total  6.00% 10.00% 12.16% 18.00% 213 

 
Following the assumption that the CoC and 

Ret_Exp are not interchangeable, various regressions 
are conducted to identify relevant drivers of both 
metrics. Available data is analyzed using ordinary 
least squares (OLS) regressions. The dependent 
variables, CoC and Ret_Exp, are determined at 
the portfolio level across all investments. 

Figure 3 shows the general model setup, 
including all independent variables. As this study 
focuses on investments rather than the market 
environment (Bernoth et al., 2010), only selected 
macroeconomic variables have been included. 
The models are built up as follows. 

 
Figure 3. General model setup for the regression analysis 

 

 
 
 

Variables from survey data Variables from external data 

exp. sign (+) 

exp. sign (-) 

exp. sign (-) 

in % 

in % 

in % 

in % 

in years 

in EUR 
mn 

binary/ 
dummy 

binary/ 
dummy 

binary/ 
dummy 

 

exp. sign (-) 

Return expectation (Models 1a–1c)/Cost of capital (Models 2a–2c) 

Asset class focus (part of 
portfolio) 

Country focus/geographic 
allocation 

Investment duration 

Investment size 

Real estate investment, private 
equity investment, mezzanine 
investment, direct investment 

German investment 

GDP growth per country 

Inflation rate per country 

Unemployment rate per country 
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Models 1a and 2a exclude the externally 
sourced macroeconomic factors (GDP growth, 
inflation rate, unemployment rate) and the 

classification of whether it is a German investment. 
The equation below presents the general form of 
regression models with the regressor CoC. 

 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑒𝑥𝑝𝑒𝑐𝑡𝑎𝑡𝑖𝑜𝑛𝑖 = 𝑎0 + 𝛽1 𝑎𝑠𝑠𝑒𝑡 𝑐𝑙𝑎𝑠𝑠 𝑓𝑜𝑐𝑢𝑠𝑖 + 𝛽2 𝑐𝑜𝑢𝑛𝑡𝑟𝑦 𝑓𝑜𝑐𝑢𝑠𝑖 +  𝛽3 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 𝑑𝑢𝑟𝑎𝑡𝑖𝑜𝑛𝑖 
+ 𝛽4 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 𝑠𝑖𝑧𝑒𝑖 +  𝛽5 𝑟𝑒𝑎𝑙 𝑒𝑠𝑡𝑎𝑡𝑒 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖 + 𝛽6 𝑝𝑟𝑖𝑣𝑎𝑡𝑒 𝑒𝑞𝑢𝑖𝑡𝑦 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖

+ 𝛽7 𝑚𝑒𝑧𝑧𝑎𝑛𝑖𝑛𝑒 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖 +  𝛽8 𝑑𝑖𝑟𝑒𝑐𝑡 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖 + 𝛽9 𝐺𝐷𝑃 𝑔𝑟𝑜𝑤𝑡ℎ𝑖

+  𝛽10 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 𝑟𝑎𝑡𝑒𝑖 + 𝛽11 𝑢𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 𝑟𝑎𝑡𝑒𝑖 + 𝛽12 𝐺𝑒𝑟𝑚𝑎𝑛 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖 +  𝜀 

(1) 

 

𝐶𝑜𝑠𝑡 𝑜𝑓 𝑐𝑎𝑝𝑖𝑡𝑎𝑙𝑖 = 𝑎0 + 𝛽1 𝑎𝑠𝑠𝑒𝑡 𝑐𝑙𝑎𝑠𝑠 𝑓𝑜𝑐𝑢𝑠𝑖 + 𝛽2 𝑐𝑜𝑢𝑛𝑡𝑟𝑦 𝑓𝑜𝑐𝑢𝑠𝑖 +  𝛽3 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 𝑑𝑢𝑟𝑎𝑡𝑖𝑜𝑛𝑖 
+ 𝛽4 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 𝑠𝑖𝑧𝑒𝑖 +  𝛽5 𝑟𝑒𝑎𝑙 𝑒𝑠𝑡𝑎𝑡𝑒 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖 + 𝛽6 𝑝𝑟𝑖𝑣𝑎𝑡𝑒 𝑒𝑞𝑢𝑖𝑡𝑦 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖

+ 𝛽7 𝑚𝑒𝑧𝑧𝑎𝑛𝑖𝑛𝑒 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖 +  𝛽8 𝑑𝑖𝑟𝑒𝑐𝑡 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖 + 𝛽9 𝐺𝐷𝑃 𝑔𝑟𝑜𝑤𝑡ℎ𝑖

+  𝛽10 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 𝑟𝑎𝑡𝑒𝑖 + 𝛽11 𝑢𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 𝑟𝑎𝑡𝑒𝑖 + 𝛽12 𝐺𝑒𝑟𝑚𝑎𝑛 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑖 +  𝜀 

(2) 

 
Models 1b and 2b include macroeconomic 

factors in the regression, and Models 1c and 2c are 
subject to the entire dataset, as shown in 
the equations above. Please note that German 
investments have been chosen as a separate variable 
due to the high share of German participants in 
the survey. 

The dataset composition suggests a potential 
risk for multicollinearity and heteroscedasticity. 

After regressing the models, several tests can be 
applied to rule out these risks. Standard tests are 
the variance inflation factor (VIF) and Breusch-
Pagan/Cook-Weisberg, as seen in Diller and Kaserer 
(2009). The VIF test for the dataset’s 
multicollinearity showed that the values are below 
10 and, respectively, 5 in each case. Based on 
the results, no multicollinearity was observed. 

 
Table 4. Variance inflation factors test results 

 
Variable VIF 1 / VIF 

Direct investment 2.52 0.396825 

German investment 2.06 0.485437 

Real estate investment 2.02 0.495050 

GDP growth 1.95 0.512821 

Private equity investment 1.81 0.552486 

Inflation rate 1.63 0.613497 

Country focus 1.62 0.617284 

Unemployment rate 1.61 0.621118 

Investment size 1.54 0.649351 

Mezzanine investment 1.33 0.751880 

Asset class focus 1.16 0.862069 

Investment duration 1.10 0.909091 

Mean VIF 1.70 0.588235 

 
Moreover, a Breusch-Pagan/Cook-Weisberg test 

for heteroskedasticity was performed on all models. 
Results show that the null hypothesis of 
the Breusch-Pagan test can be confirmed for all 
regressions on the CoC. However, the null 
hypothesis is rejected for all regressions on Ret_Exp, 
thereby indicating the heteroskedasticity of data. 

This leads to a necessity to perform the regressions 
by applying an extension to the model to capture 
these circumstances. Applying robust standard 
errors is a common possibility to overcome this 
issue. Hence, all regression models on the Ret_Exp 
are carried out using an vce (robust) test (Table 4). 

 
Table 5. Breusch-Pagan/Cook-Weisberg test results 

 

 Model 1a Model 1b Model 1c Model 2a Model 2b Model 2c 

Ret_Exp CoC 

Chi² 0.18 0.26 1.29 87.39 108.00 108.23 

(Prob > Chi2) 0.6715 0.6072 0.2569 0.0000 0.0000 0.0000 

 

4. RESULTS 
 
The first OLS regressions (Table 4) were conducted 
to identify relevant factors in determining Ret_Exp 
(Models 1a–1c). Results have shown that including 

the venture capital variable in the regressions carries 
an inherent risk of omitted variable bias. To avoid 
undesired coefficient changes, this variable has been 
removed going forward. 
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Table 6. Results of regression models 1a–1c 
 

Dependent variable: Ret_Exp Model 1a Model 1b Model 1c 

Asset class focus -0.0085 (0.0114) -0.0073 (0.0113) -0.0066 (0.0108) 

Country focus -0.0032 (0.0160) -0.0121 (0.0164) -0.0055 (0.0201) 

Investment duration -0.0058 (0.0014)*** -0.0058 (0.0014)*** -0.0057 (0.0013)*** 

Investment size -0.0006 (0.0002)*** -0.0006 (0.0002)*** -0.0006 (0.0002)*** 

Real estate investment -0.0905 (0.0144)*** -0.0901 (0.0145)*** -0.0906 (0.0140)*** 

Private equity investment -0.0389 (0.0078)*** -0.0388 (0.0079)*** -0.0383 (0.0078)*** 

Mezzanine investment -0.0327 (0.0089)*** -0.0328 (0.0090)*** -0.0325 (0.0090)** 

Direct investment -0.0661 (0.0140)*** -0.0660 (0.0141)*** -0.0651 (0.0144)*** 

GDP growth  -0.0077 (0.0058) -0.0122 (0.0082) 

Inflation rate  0.0029 (0.0056) 0.0033 (0.0057) 

Unemployment rate  -0.0007 (0.0011) -0.0013 (0.0012) 

German investment   -0.0158 (0.0166) 

_cons 0.2571 (0.0161) 0.2656 (0.0193) 0.2747 (0.0250) 

R-squared 0.3910 0.3960 0.4009 

The number of obs. 212 212 212 

F 48.83 35.58 34.89 

Prob > F 0.0000 0.0000 0.0000 

Robust standard errors Yes Yes Yes 

Note: This table presents the estimated coefficient parameters of Models 1a–1c, with the return expectation selected as the dependent 

variable. Robust standard errors are reported in brackets, and statistical significance at 5%, 1%, and 0.1% levels is denoted by *, **, and ***, 
respectively. 

 
All models are subjected to adj. R2-values in 

the range between 0.3910–0.4009, thereby proposing 
a relatively high explanatory power of the 
regressions. H1 regarding the negative impact of 
investment duration on return expectation is 
supported in all three models combined with 
statistical significance at a 0.1% level. This effect 
rules out short-termism and is in line with general 
market assumptions. H2 (market focus) cannot be 
supported due to the results. The focus on specific 
investment types is ambivalent in the regressions. 
While there is no statistical significance on the asset 
class focus in general, the picture changes when 
closely observing the selection of investment types 
in the dataset. This could indicate that selecting 
various investment types within the private market 
segment influences return expectations. However, 
H3 cannot be supported. The results also suggest 
that H4 needs to be rejected due to the opposite 
algebraic sign of the coefficient with a relatively high 
statistical significance of values. 

The analysis of the cost of capital regressions 
provides analogous insights compared to the previous 
models and is presented in Table 7. Models 2a–2c 
also show a high explanatory power with adj.  
R2-values in the range between 0.2895–0.3286. H1 
regarding the negative impact of investment 
duration on return expectation is supported in all 
three models combined with statistical significance 
as already seen for return expectations. H2 
(particular geographic market focus) cannot be 
supported due to the results. H3 on the asset class 
focus is not supported regarding the cost of capital. 
However, it is noted that the influence of specific 
investment types differs from the results seen for 
the return expectations. Hence, it is observable that 
the pure asset class focus determines the cost of 
capital, with lower values regarding the statistical 
significance per type. H4 is rejected for the same 
reasons as stated for the return expectations while 
indicating opposite algebraic signs. 

 

Table 7. Results of regression models 2a–2c 
 

Dependent variable: CoC Model 2a Model 2b Model 2c 

Asset class focus -0.0529 (0.0276) -0.0517 (0.0270) -0.0523 (0.0271) 

Country focus -0.0530 (0.079) -0.0292 (0.0312) -0.0357 (0.0339) 

Investment duration -0.0170 (0.0033)*** -0.0164 (0.0032)*** -0.0165 (0.0032)*** 

Investment size -0.0016 (0.0006)*** -0.0015 (0.0006)*** -0.0015 (0.0006)*** 

Real estate investment -0.0098 (0.0271) -0.0054 (0.0271) -0.0049 (0.0273) 

Private equity investment -0.0446 (0.0126)*** -0.0439 (0.0141)*** -0.0443 (0.0142)*** 

Mezzanine investment -0.0654 (0.0130)*** -0.0702 (0.0176)*** -0.0705 (0.0178)*** 

Direct investment 0.0572 (0.0382) 0.0538 (0.0375) 0.0530 (0.0373) 

GDP growth  0.0351 (0.0205) 0.0395 (0.0216) 

Inflation rate  -0.0479 (0.0209)** -0.0483 (0.0209)** 

Unemployment rate  -0.0047 (0.0032) -0.0040 (0.0035) 

German investment   0.0154 (0.0269) 

_cons 0.3827 (0.0390) 0.4284 (0.0505) 0.4195 (0.0525) 

R-squared 0.2895 0.3274 0.3286 

The number of obs. 212 212 212 

F 10.05 6.81 6.18 

Prob > F 0.0000 0.0000 0.0000 

Robust standard errors Yes Yes Yes 

Note: This table presents the estimated coefficient parameters of Models 2a–2c, with the return expectation selected as the dependent 

variable. Robust standard errors are reported in brackets, and statistical significance at 5%, 1%, and 0.1% levels is denoted by *, **, and ***, 
respectively. 

 
Another notable difference between both 

models is the role of macroeconomic factors in 
determining the cost of capital. While these variables 

do not have statistical significance for the return 
expectation, the situation changes for the cost of 
capital. In detail, the inflation rate demonstrates 
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statistical significance at the 1% level. This leaves 
room for interpretation of whether the cost of 
capital is closer to the actual market development, 
as it includes assumptions on factors such as 
changing interest rates. 

This study is confronted with various 
limitations, and as a consequence, results should be 
regarded with a certain degree of caution. The first 
point concerns the small data set with 69 companies 
that contributed 224 data points on diverse 
investment types and geographies. However, other 
studies with a comparable focus are even subject to 
smaller datasets. However, after clustering, the 
dataset is further reduced to 213 data points. 
Although this dataset is unique in the European 
context, it could be impacted by bias due to the high 
proportion of German survey participants (almost 
58%). Second, the selection does not fully represent 
the entire private market as several asset or 
investment types, such as angel investments, hedge 
funds, or secondary funds, are not part of this study 
due to missing data. Third, the study focuses on 
a single point in time, as data collection has only 
been conducted once. Moreover, influence factors 
stemming from the COVID-19 crisis are not 
measured for late responses recorded between 
March and May 2020. Fourth, the responses received 
might be subject to survivorship bias (Damodaran, 
2012). There is no possibility to control the validity 
of the data provided due to the anonymized data 
provision process. As a result, the data points only 
mirror successful investments from the past while 
excluding critical investments with high numbers for 
the cost of capital due to the risk/return profile. 

To overcome these barriers, another survey is 
foreseen to measure time effects and further 
influential factors. Collecting panel data will 
improve the quality of the suggestions made within 
this project. However, due to the anonymized data 
structure, a solution must be developed to track 
the responses. We recognize that a substantial part 
of relevant research was conducted before 2020 
indicating that no consensus has been reached until 
now while seeing a lack of alternatives in recent 
years. Various models defined by Easton (2004) or 
Gebhardt et al. (2001) were developed to identify 
implied rates of return or cost of capital. However, 
these models have in common that they really use 
publicly available data, which is not the case for our 
approach. Further studies following a comparable 
approach conducted regularly will shed light on 
the role of different factors regarding the cost of 
capital and return expectations for private markets 
with limited data availability but will also highlight 
that both terms should not be used interchangeably. 
 

5. CONCLUSION 
 
Our study aims to clarify multiple aspects of 
the private capital market segment. It is essential to 
understand that market dynamics between public 
and private markets differ significantly, leading to 
information provision gaps. This includes key 
factors for both markets, such as the definition of 
cost of capital or return expectations for specific 
investment types. The underlying data is often 
opaque for private markets compared to the 
relatively transparent information flow given for 
public markets. To overcome this problematic 

situation, using specialized data portals is an option, 
but it still does not guarantee receiving the desired 
information. Due to this reason, separate data 
collection efforts might be necessary to gather the 
required data. The approach taken by Slee and Paglia 
(2010, 2011) in North America is a promising project 
to tackle the problem, which has not yet been 
transferred to Europe. It enables the data processors 
to oversee relevant numbers of the private capital 
markets, divided by specific asset types such as real 
estate funds, venture capital, mezzanine, direct 
investments, or private equity. Using these numbers 
makes it possible to calculate a more accurate cost 
of capital value per segment and even per company 
if required. 

However, one should remember that this type 
of data collection comes with considerable effort, 
and there is no guarantee that a sufficient number 
of participants can be attracted. Hence, a broad 
program providing data points to contributors via 
surveys might incentivize participation while 
increasing the number of observations. It only 
creates a snapshot of the market situation based on 
the time lags between data provision and data 
processing. It also does not provide researchers to 
work with time effects which are at the core of 
comparable studies. Keeping all risks and downsides 
in mind, this approach still adequately helps to 
create clarity for private markets. Private markets 
will always be exposed to a lower level of 
transparency, thereby suggesting to focus on 
countries with a higher willingness to share and 
provide data. For this reason, this approach has 
been modified for the European market within this 
study. It also provides the possibility to gather data 
points that are not covered regularly by established 
market intelligence platforms. This mainly refers to 
the cost of capital, which is still one of the most 
opaque measures in the financial industry, especially 
for private market participants. The research 
initiatives around implementing transparency 
frameworks in the private equity industry (Monk et 
al., 2021) or other programs leading to facilitated 
data access should be observed going forward. 

Plus, defining terms also leads to 
misunderstandings for different private market 
participants. This mainly refers to the concepts 
above of cost of capital and return expectations, 
which should not be taken as synonyms. Survey 
results indicate differences on the quantitative but 
not necessarily on the qualitative level. Especially 
when looking at the underlying data of the survey 
results, it becomes clear that several participants 
provided the same value for the cost of capital and 
return expectations. 

When thinking one step further, another 
requirement evolves, as the connections between 
various factors determining the cost of capital and 
return expectations are still not sufficiently 
explored. Hence, the combination of several 
influential factors is, until today, a research field 
with unanswered questions. Derived from past 
research, factors such as investment size, 
investment duration, geographic focus, and asset 
focus have been determined as suitable measures. 
Results of the OLS regressions with robust standard 
errors on return expectations and cost of capital 
suggest that the investment duration is 
a statistically significant influential factor, thereby 
reducing the values. 



Risk Governance & Control: Financial Markets & Institutions / Volume 14, Issue 4, 2024 

 
119 

REFERENCES 
 
Abudy, M., Benninga, S., & Shust, E. (2016). The cost of equity for private firms. Journal of Corporate Finance, 37, 

431–443. https://doi.org/10.1016/j.jcorpfin.2016.01.014 
Ang, A., Chen, B., Goetzmann, W. N., & Phalippou, L. (2018). Estimating private equity returns from limited partner 

cash flows. The Journal of Finance, 73(4), 1751–1783. https://doi.org/10.1111/jofi.12688 
Arnold, T. R., Ling, D. C., & Naranjo, A. (2019). Private equity real estate funds: Returns, risk exposures, and persistence. 

The Journal of Portfolio Management, 45(7, special issue), 24–42. https://doi.org/10.3905/jpm.2019.1.103 
Bajaj, M., Denis, D. J., Ferris, S. P., & Sarin, A. (2001). Firm value and marketability discounts. 

https://doi.org/10.2139/ssrn.262198 
Bernile, G., Cumming, D., & Lyandres, E. (2007). The size of venture capital and private equity fund portfolios. 

Journal of Corporate Finance, 13(4), 564–590. https://doi.org/10.1016/j.jcorpfin.2007.04.004 
Bernoth, K., Colavecchio, R., & Sass, M. (2010). Drivers of private equity investment in CEE and Western European 

countries (DIW Berlin Discussion Paper No. 1002). German Institute for Economic Research. 
https://doi.org/10.2139/ssrn.1639446 

Boeh, K. K., & Beamish, P. W. (2015). The cost of distance on subsidiary performance. Asian Business & Management, 
14, 171–193. https://doi.org/10.1057/abm.2015.5 

Bowden, A., Harjoto, M., Paglia, J. K., & Tribbitt, M. (2016). On venture capital fund returns: The impact of sector and 
geographic diversification. Journal of Accounting and Finance, 16(5), 85–104. http://www.na-
businesspress.com/JAF/PagliaJK_Web16_5_.pdf 

Brotherson, W. T., Eades, K. M., Harris, R. S., & Higgins, R. C. (2013). ‘Best practices’ in estimating the cost of capital: 
An update. Journal of Applied Finance (Formerly Financial Practice and Education), 23(1), 1–19. 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2686738 

Broughton, J., & Lobo, B. J. (2014). Equity duration of value and growth indices. Journal of Applied Finance (Formerly 
Financial Practice and Education), 24(2), 33–42. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2679068 

Bruner, R. F., Eades, K. M., Harris, R. S., & Higgins, R. C. (1998). Best practices in estimating the cost of capital: Survey 
and synthesis. Financial Practice and Education, 13–28. http://surl.li/kivdtj 

Buchner, A., Mohamed, A., & Schwienbacher, A. (2017). Diversification, risk, and returns in venture capital. Journal 
of Business Venturing, 32(5), 519–535. https://doi.org/10.1016/j.jbusvent.2017.05.005 

Callen, J. L., & Lyle, M. R. (2020). The term structure of implied costs of equity capital. Review of Accounting Studies, 
25, 342–404. https://doi.org/10.1007/s11142-019-09513-z 

Castellaneta, F., & Gottschalg, O. (2016). Does ownership matter in private equity? The sources of variance in 
buyouts’ performance. Strategic Management Journal, 37(2), 330–348. https://doi.org/10.1002/smj.2336 

Coelho, C., & Madkur, F. (2021). Characteristics of private equity return: Evidence from Brazil. Investment 
Management & Financial Innovations, 18(1), 1–11. https://doi.org/10.21511/imfi.18(1).2021.01 

Da Rin, M., & Phalippou, L. (2017). The importance of size in private equity: Evidence from a survey of limited 
partners. Journal of Financial Intermediation, 31, 64–76. https://doi.org/10.1016/j.jfi.2016.07.001 

Damodaran, A. (2012). Investment valuation: Tools and techniques for determining the value of any asset (3rd ed.). 
John Wiley & Sons. 

Delfim, J.-C., & Hoesli, M. (2016). Risk factors of European non-listed real estate fund returns. Journal of Property 
Research, 33(3), 190–213. https://doi.org/10.1080/09599916.2016.1199590 

Diller, C., & Kaserer, C. (2009). What drives private equity returns? — Fund inflows, skilled GPs, and/or risk? 
European Financial Management, 15(3), 643–675. https://doi.org/10.1111/j.1468-036X.2007.00438.x 

Easton, P. D. (2004). PE ratios, PEG ratios, and estimating the implied expected rate of return on equity capital. 
The Accounting Review, 79(1), 73–95. https://doi.org/10.2308/accr.2004.79.1.73 

Easton, P. D., & Monahan, S. J. (2005). An evaluation of accounting-based measures of expected returns. 
The Accounting Review, 80(2), 501–538. https://doi.org/10.2308/accr.2005.80.2.501 

Elton, E. J. (1999). Presidential address: Expected return, realized return, and asset pricing tests. Journal of Finance, 
54(4), 1199–1220. https://doi.org/10.1111/0022-1082.00144 

Ewens, M., Jones, C. M., & Rhodes-Kropf, M. (2013). The price of diversifiable risk in venture capital and private 
equity. The Review of Financial Studies, 26(8), 1854–1889. https://doi.org/10.1093/rfs/hht035 

Fama, E. F., & French, K. R. (1999). The corporate cost of capital and the return on corporate investment. The Journal 
of Finance, 54(6), 1939–1967. https://doi.org/10.1111/0022-1082.00178 

Fama, E. F., & French, K. R. (2015). A five-factor asset pricing model. Journal of Financial Economics, 116(1), 1–22. 
https://doi.org/10.1016/j.jfineco.2014.10.010 

Fleming, G. (2004). Venture capital returns in Australia. Venture Capital, 6(1), 23–45. https://doi.org/10.1080
/1369106042000175573 

Fuerst, F., & Matysiak, G. (2013). Analysing the performance of nonlisted real estate funds: A panel data analysis. 
Applied Economics, 45(14), 1777–1788. https://doi.org/10.1080/00036846.2011.637898 

Fuerst, F., Mansley, N., & Wang, Z. (2021). Do specialist funds outperform? Evidence from European non-listed real 
estate funds. Research in International Business and Finance, 58, Article 101434. https://doi.org/10.1016
/j.ribaf.2021.101434 

Gebhardt, W. R., Lee, C. M. C., & Swaminathan, B. (2001). Toward an implied cost of capital. Journal of Accounting 
Research, 39(1), 135–176. https://doi.org/10.1111/1475-679X.00007 

Gottschalg, O., Phalippou, L., & Zollo, M. (2004, September). Performance of private equity funds: Another puzzle? 
INSEAD. https://sites.insead.edu/facultyresearch/research/doc.cfm?did=1430 

Haldane, A. G. (2015). The costs of short-termism. The Political Quarterly, 86(1), 66–76. https://doi.org/10.1111
/1467-923X.12233 

Harford, J., & Kolasinski, A. (2014). Do private equity returns result from wealth transfers and short-termism? 
Evidence from a comprehensive sample of large buyouts. Management Science, 60(4), 888–902. 
https://doi.org/10.1287/mnsc.2013.1790 

https://doi.org/10.1016/j.jcorpfin.2016.01.014
https://doi.org/10.1111/jofi.12688
https://doi.org/10.3905/jpm.2019.1.103
https://doi.org/10.2139/ssrn.262198
https://doi.org/10.1016/j.jcorpfin.2007.04.004
https://doi.org/10.2139/ssrn.1639446
https://doi.org/10.1057/abm.2015.5
http://www.na-businesspress.com/JAF/PagliaJK_Web16_5_.pdf
http://www.na-businesspress.com/JAF/PagliaJK_Web16_5_.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2686738
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2679068
http://surl.li/kivdtj
https://doi.org/10.1016/j.jbusvent.2017.05.005
https://doi.org/10.1007/s11142-019-09513-z
https://doi.org/10.1002/smj.2336
https://doi.org/10.21511/imfi.18(1).2021.01
https://doi.org/10.1016/j.jfi.2016.07.001
https://doi.org/10.1080/09599916.2016.1199590
https://doi.org/10.1111/j.1468-036X.2007.00438.x
https://doi.org/10.2308/accr.2004.79.1.73
https://doi.org/10.2308/accr.2005.80.2.501
https://doi.org/10.1111/0022-1082.00144
https://doi.org/10.1093/rfs/hht035
https://doi.org/10.1111/0022-1082.00178
https://doi.org/10.1016/j.jfineco.2014.10.010
https://doi.org/10.1080/1369106042000175573
https://doi.org/10.1080/1369106042000175573
https://doi.org/10.1080/00036846.2011.637898
https://doi.org/10.1016/j.ribaf.2021.101434
https://doi.org/10.1016/j.ribaf.2021.101434
https://doi.org/10.1111/1475-679X.00007
https://sites.insead.edu/facultyresearch/research/doc.cfm?did=1430
https://doi.org/10.1111/1467-923X.12233
https://doi.org/10.1111/1467-923X.12233
https://doi.org/10.1287/mnsc.2013.1790


Risk Governance & Control: Financial Markets & Institutions / Volume 14, Issue 4, 2024 

 
120 

Harris, R. S., & Marston, F. C. (2013). Changes in the market risk premium and the cost of capital: Implications for 
practice. Journal of Applied Finance (Formerly Financial Practice and Education), 23(1), 1–14. 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2686739# 

Harris, R. S., Jenkinson, T., Kaplan, S. N., & Stucke, R. (2023). Has persistence persisted in private equity? Evidence 
from buyout and venture capital funds. Journal of Corporate Finance, 81, Article 102361. 
https://doi.org/10.1016/j.jcorpfin.2023.102361 

Hughes, J., Liu, J., & Liu, J. (2009). On the relation between expected returns and implied cost of capital. Review of 
Accounting Studies, 14, 246–259. https://doi.org/10.1007/s11142-009-9093-8 

Humphery-Jenner, M. (2012). Private equity fund size, investment size, and value creation. Review of Finance, 16(3), 
799–835. https://doi.org/10.1093/rof/rfr011 

Jacobs, M. T., & Shivdasani, A. (2012, Jule–August). Do you know your cost of capital? Harvard Business Review. 
https://hbr.org/2012/07/do-you-know-your-cost-of-capital 

Kaplan, S. N., & Schoar, A. (2005). Private equity performance: Returns, persistence, and capital flows. The Journal of 
Finance, 60(4), 1791–1823. https://doi.org/10.1111/j.1540-6261.2005.00780.x 

Khanin, D., & Turel, O. (2012). Short-termism, long-termism, and regulatory focus in venture capitalists’ investment 
decisions. Venture Capital, 14(1), 61–76. https://doi.org/10.1080/13691066.2012.666072 

Koeplin, J., Sarin, A., & Shapiro, A. C. (2000). The private company discount. Journal of Applied Corporate Finance, 
12(4), 94–101. https://doi.org/10.1111/j.1745-6622.2000.tb00022.x 

Kooli, M., Kortas, M., & L’her, J. F. (2003). A new examination of the private company discount. The Journal of Private 
Equity, 6(3), 48–55. https://doi.org/10.3905/jpe.2003.320051 

Korteweg, A., & Sorensen, M. (2017). Skill and luck in private equity performance. Journal of Financial Economics, 
124(3), 535–562. https://doi.org/10.1016/j.jfineco.2017.03.006 

Kwon, S., Lowry, M., & Yiming, Q. (2020). Mutual fund investments in private firms. Journal of Financial Economics, 
136(2), 407–443. https://doi.org/10.1016/j.jfineco.2019.10.003 

Lerner, J., & Schoar, A. (2004). The illiquidity puzzle: Theory and evidence from private equity. Journal of Financial 
Economics, 72(1), 3–40. https://doi.org/10.1016/S0304-405X(03)00203-4 

Lerner, J., & Schoar, A. (2005). Does legal enforcement affect financial transactions? The contractual channel in 
private equity. Quarterly Journal of Economics, 120(1), 223–246. http://surl.li/ytwvha 

Lintner, J. (1965). The valuation of risk assets and the selection of risky investments in stock portfolios and capital 
budgets. The Review of Economics and Statistics, 47(1), 13–37. https://doi.org/10.2307/1924119 

Ljungqvist, A., & Richardson, M. (2003). The cash flow, return and risk characteristics of private equity (NBER 
Working Paper No. 9454). National Bureau of Economic Research (NBER). https://doi.org/10.3386/w9454 

Ljungqvist, A., Richardson, M., & Wolfenzon, D. (2020). The investment behavior of buyout funds: Theory and 
evidence. Financial Management, 49(1), 3–32. https://doi.org/10.1111/fima.12264 

Lopez-de-Silanes, F., Phalippou, L., & Gottschalg, O. (2015). Giants at the gate: Investment returns and diseconomies 
of scale in private equity. Journal of Financial and Quantitative Analysis, 50(3), 377–411. https://doi.org
/10.1017/S0022109015000113 

Lossen, U. (2007). The performance of private equity funds: Does diversification matter? (Munich Business Research 
Working Paper No. 2006-14). https://doi.org/10.2139/ssrn.916702 

Mason, C. M., & Harrison, R. T. (2002). Is it worth it? The rates of return from informal venture capital investments. 
Journal of Business Venturing, 17(3), 211–236. https://doi.org/10.1016/S0883-9026(00)00060-4 

Monk, A., Porter, S., & Sharma, R. (2021). An economic case for transparency in private equity: Data science, interest 
alignment and organic finance. Interest alignment and organic finance. https://doi.org
/10.2139/ssrn.3931906 

Mortal, S., & Reisel, N. (2013). Capital allocation by public and private firms. Journal of Financial and Quantitative 
Analysis, 48(1), 77–103. https://doi.org/10.1017/S0022109013000057 

Mossin, J. (1966). Equilibrium in a capital asset market. Econometrica, 34(4), 768–783. https://doi.org/10.2307/1910098 
Nielsen, K. M. (2011). The return to direct investment in private firms: New evidence on the private equity premium 

puzzle. European Financial Management, 17(3), 436–463. https://doi.org/10.1111/j.1468-036X.2010.00562.x 
Olson, G. T., & Pagano, M. S. (2023). Applying the empirical average cost of capital: Estimating the cost of funds at the firm 

and industry levels. Applied Economics, 56(49), 5921–5938. https://doi.org/10.1080/00036846.2023.2266603 
Phalippou, L. (2007). Investing in private equity funds: A survey. SSRN. https://doi.org/10.2139/ssrn.980243 
Phalippou, L., & Gottschalg, O. (2009). The performance of private equity funds. The Review of Financial Studies, 

22(4), 1747–1776. https://doi.org/10.1093/rfs/hhn014 
Salomon, R., & Wu, Z. (2012). Institutional distance and local isomorphism strategy. Journal of International Business 

Studies, 43, 343–367. https://doi.org/10.1057/jibs.2012.3 
Sharpe, W. F. (1964). Capital asset prices: A theory of market equilibrium under conditions of risk. The Journal of 

Finance, 19(3), 425–442. https://doi.org/10.1111/j.1540-6261.1964.tb02865.x 
Slee, R., & Paglia, J. K. (2010). Private cost of capital model. A Professional Development Journal for the Consulting 

Disciplines, 23–31. http://cw.nacva.com/promotionimages/Slee-Paglia%20PCOC.pdf 
Slee, R., & Paglia, J. K. (2011). Using the private cost of equity capital model, the value examiner. A Professional 

Development Journal for the Consulting Disciplines, 5(6), 7–21. http://www.robertsonfoley.com/pdf
/using_the_private_cost_of_capital_model.pdf  

Stotz, O. (2011). The influence of geography on the success of private equity: Investments in listed equity. Applied 
Financial Economics, 21(21), 1605–1615. https://doi.org/10.1080/09603107.2011.587772 

Truong, G., Partington, G., & Peat, M. (2008). Cost-of-capital estimation and capital-budgeting practice in Australia. 
Australian Journal of Management, 33(1), 95–121. https://doi.org/10.1177/031289620803300106 

Vernimmen, P., Quiry, P., & Le Fur, Y. (2022). Corporate finance: Theory and practice (6th ed.). John Wiley & Sons. 
Xu, Z. (2020). Economic policy uncertainty, cost of capital, and corporate innovation. Journal of Banking & Finance, 

111, Article 105698. https://doi.org/10.1016/j.jbankfin.2019.105698 
Zarzecki, D. (2015). Private cost of the capital model (PCOC). The Poznan School of Banking Research Journal, 58(1), 

149–157. http://surl.li/jajkwl 
Zellweger, T. (2007). Time horizon, costs of equity capital, and generic investment strategies of firms. Family 

Business Review, 20(1), 1–15. https://doi.org/10.1111/j.1741-6248.2007.00080.x 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2686739
https://doi.org/10.1016/j.jcorpfin.2023.102361
https://doi.org/10.1007/s11142-009-9093-8
https://doi.org/10.1093/rof/rfr011
https://hbr.org/2012/07/do-you-know-your-cost-of-capital
https://doi.org/10.1111/j.1540-6261.2005.00780.x
https://doi.org/10.1080/13691066.2012.666072
https://doi.org/10.1111/j.1745-6622.2000.tb00022.x
https://doi.org/10.3905/jpe.2003.320051
https://doi.org/10.1016/j.jfineco.2017.03.006
https://doi.org/10.1016/j.jfineco.2019.10.003
https://doi.org/10.1016/S0304-405X(03)00203-4
http://surl.li/ytwvha
https://doi.org/10.2307/1924119
https://doi.org/10.3386/w9454
https://doi.org/10.1111/fima.12264
https://doi.org/10.1017/S0022109015000113
https://doi.org/10.1017/S0022109015000113
https://doi.org/10.2139/ssrn.916702
https://doi.org/10.1016/S0883-9026(00)00060-4
https://doi.org/10.2139/ssrn.3931906
https://doi.org/10.2139/ssrn.3931906
https://doi.org/10.1017/S0022109013000057
https://doi.org/10.2307/1910098
https://doi.org/10.1111/j.1468-036X.2010.00562.x
https://doi.org/10.1080/00036846.2023.2266603
https://doi.org/10.2139/ssrn.980243
https://doi.org/10.1093/rfs/hhn014
https://doi.org/10.1057/jibs.2012.3
https://doi.org/10.1111/j.1540-6261.1964.tb02865.x
http://cw.nacva.com/promotionimages/Slee-Paglia%20PCOC.pdf
http://www.robertsonfoley.com/pdf/using_the_private_cost_of_capital_model.pdf
http://www.robertsonfoley.com/pdf/using_the_private_cost_of_capital_model.pdf
https://doi.org/10.1080/09603107.2011.587772
https://doi.org/10.1177/031289620803300106
https://doi.org/10.1016/j.jbankfin.2019.105698
http://surl.li/jajkwl
https://doi.org/10.1111/j.1741-6248.2007.00080.x


Risk Governance & Control: Financial Markets & Institutions / Volume 14, Issue 4, 2024 

 
121 

APPENDIX A. QUESTIONNAIRE FOR THE SURVEY 
 

Question 

1. Please select a category that best describes you 

2. Please select your headquarters (HQ) location 

3. Do you act as a strategic or financial investor? 

4. Which business types/sectors have you invested in your past transactions/financings? 

5. Please state your actual cost of equity capital based on your calculation (in %) 

6. Which valuation methods do you use? 

7. Which multiple methods do you use? 

8. Please provide information on your investment portfolio: target asset allocation by asset type (in %) 

9. Please provide information on your investment portfolio: typical time horizon per investment by asset type (in years) 

10. Please provide information on your investment portfolio: annual return expectations for investments by asset type (in %) 

11. Please provide information on your investment portfolio: typical investment size by asset type (in EUR mn) 

12. Please provide information on your investment portfolio: target asset allocation by geography (in % per country) 

13. Please provide information on your investment portfolio: typical time horizon per investment by geography (in years) 

14. Please provide information on your investment portfolio: annual return expectations for investments by geography (in %) 

15. Please provide information on your investment portfolio: typical investment size by geography (in EUR mn) 

 

APPENDIX B. DETAILS ON THE DATASET 
 

Table B.1. Description of the considered variables 
 

Variable name Type of variable Description 

Cost of capital Floating value in % Cost of capital per investment 

Return expectation Floating value in % Return expectation per investment 

Investment duration Floating value in years Investment duration/horizon per investment 

Investment size Floating value in EUR mn Investment size in EUR per investment 

Country focus Floating value in % 
Share of investments per country compared to the entire portfolio of 
an investor 

Asset class focus Floating value in % 
Share of investments in a specific asset class compared to the entire 

portfolio of an investor 

Real estate investment Binary 0 = No investment in real estate; 1 = investment in real estate 

Private equity investment Binary 0 = No investment in private equity; 1 = investment in private equity 

Mezzanine investment Binary 0 = No investment in mezzanine; 1 = investment in mezzanine 

Direct investment Binary 0 = No direct investment; 1 = direct investment 

GDP growth Floating value in % GDP growth between 2019 and 2020 in % per country 

Inflation rate Floating value in % Inflation rate 2019 in % per country 

Unemployment rate Floating value in EUR mn Unemployment rate 2019 in % per country 

German investment Binary 0 = No German investment; 1 = German investment 

 
Table B.2. Summary statistics 

 
Variable name Obs. Mean Std. dev. Min Max 

Cost of capital 213 0.1555 0.1419 0.01 0.80 

Return expectation 213 0.1364 0.0714 0.01 0.50 

Asset class focus 213 0.6887 0.3813 0.05 1.00 

Country focus 213 0.2892 0.3040 0.01 1.00 

Investment duration 213 8.0714 3.8542 1.00 30.00 

Investment size 213 21.2174 24.4671 0.05 100 

Real estate investment 213 0.2582 0.4387 0.0000 1.0000 

Private equity investment 213 0.2160 0.4125 0.0000 1.0000 

Mezzanine investment 213 0.0657 0.2484 0.0000 1.0000 

Direct investment 213 0.2911 0.4553 0.0000 1.0000 

GDP growth 213 0.9984 0.6980 0.1000 3.1000 

Inflation rate 213 1.5143 0.7132 -0.1000 3.3750 

Unemployment rate 213 5.2461 2.8686 3.2000 14.1000 

German investment 213 0.2863 0.4531 0.0000 1.0000 
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Table B.3. Correlation matrix 
 

 German 
investment 

Unemployment 
rate 

Inflation 
rate 

GDP 
growth 

Direct 
investment 

Mezzanine 
investment 

Private equity 
investment 

Real estate 
investment 

Investment 
size 

Investment 
duration 

Country 
focus 

Asset class 
focus 

Return 
expectation 

Cost of 
capital 

German 
investment 

1.0000              

Unemployment 
rate 

0.3051*** 1.0000             

Inflation rate -0.1188 -0.1742** 1.0000            

GDP growth -0.1084 -0.0711 -0.0701 1.0000           

Direct investment -0.3810*** -0.2748*** -0.1565* 0.1647* 1.0000          

Mezzanine 
investment 

-0.1503* -0.2902*** 0.2915*** -0.1197 -0.1815** 1.0000         

Private equity 
investment 

-0.1192 -0.3728*** 0.1249 0.0214 0.0902 0.0351 1.0000        

Real estate 
investment 

-0.0592 0.1828** -0.1916** -0.0368 -0.0477 -0.0935 -0.3247*** 1.0000       

Investment size -0.0637 0.1036 0.0131 0.0643 -0.0717 0.1790** -0.1725** -0.1441* 1.0000      

Investment 
duration 

0.1108 -0.1816* 0.1453* 0.1061 0.0188 0.3310*** -0.3846*** -0.3212*** -0.1706* 1.0000     

Country focus 0.0916 0.0010 0.0574 -0.2249*** -0.0595 0.0313 0.0261 0.0273 -0.0334 -0.0628 1.0000    

Asset class focus -0.1482* -0.0352 0.0345 0.1748** 0.0552 0.0225 0.0859 -0.0326 -0.0253 0.0017 0.4453*** 1.0000   

Return 
expectation 

-0.0327 -0.0618 0.0835 -0.3739*** -0.0203 0.1654* 0.0282 0.0758 -0.0850 -0.0785 0.1276 -0.3654*** 1.0000  

Cost of capital -0.0415 -0.0494 -0.0357 0.5025*** 0.0671 -0.0957 -0.0582 -0.0348 0.0585 0.1250 -0.5271*** -0.0151 -0.4446*** 1.0000 

Note: Statistical significance at 5%, 1%, and 0.1% levels are denoted by *, **, and ***, respectively. 
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