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Bringing the voices behind PMR to the front. 

The Expert Cut
PMR insights

An Interview with 
Nathan Sosner of AQR 
Capital Management

Nathan Sosner
Principal at AQR Capital Management
nathan.sosner@aqr.com

Nathan Sosner has been an Advisory Board Member for 
The Journal of Wealth Management (JWM) since 2021. 
He recently co-edited an upcoming Special Issue for 
JWM, due to be published in August. In this interview, 
Nathan speaks about the focus of the upcoming 
Special Issue, the overarching themes highlighted in 
the included articles and some of the findings that 
surprised him.

PMR: As guest editor of this special issue of The 
Journal of Wealth Management, what attracted 
you to the topic of concentrated wealth and 
concentrated stock positions? And looking across 
the full collection of articles, what conversation 
were you hoping to advance within the wealth 
management field?

Nathan: My starting point was quite quantitative. 
Concentrated wealth creates opportunities for 
fascinating mathematical and statistical modeling. 
You can estimate the probability of large losses, 
evaluate the risk of failing to achieve specific 
financial goals, and compare the wealth outcomes 

produced by different diversification strategies. 
Much of the research I have conducted with my 
colleagues at AQR has focused on understanding 
the legal frameworks surrounding concentrated-
stock risk management and diversification 
strategies and then simulating their effects on 
long-term after-tax wealth outcomes. So my initial 
motivation for this special issue was to explore 
concentrated wealth primarily as a quantitative 
risk-management problem and to expand the 
toolbox available to wealth managers seeking to 
address it.

Of course, concentration is not simply a problem 
to be solved. Concentrated ownership can create 
enormous value that may be difficult to quantify. It 
can provide informational advantages, governance 
influence, opportunities to combine human 
capital with financial capital, and a foundation 
for family engagement and long-term legacy. 
What I found particularly rewarding was seeing 
some of the contributors address those broader 
dimensions alongside the more technical risk-
management questions. While many of the articles 
focus on practical solutions, a number of them 
remind us that the objective is not necessarily to 
eliminate concentration, but rather to manage it 
in the context of a family’s broader financial and 
nonfinancial goals.

As a result, the conversation I hoped to advance 
was this: How do we think comprehensively about 
concentrated wealth? That requires understanding 
the mathematics of risk, the legal and tax 
framework, and the available diversification tools. 
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But it also requires recognizing the unique benefits 
that concentration can create through ownership, 
control, family engagement, intergenerational 
wealth transfer, and legacy.

PMR: Many of the articles examine different tools 
for addressing concentrated stock positions. 
Were there any common themes or principles 
that emerged across these different approaches?

Nathan: Although the articles examine a wide 
range of solutions, several common principles 
emerged.

First, almost every article deals with the same 
fundamental tradeoff: concentrated positions 
create risk, but reducing that risk often triggers 
substantial tax costs. As a result, diversification 
solutions seek to balance volatility drag against 
tax drag. Different authors proposed different 
solutions, but they were all responding to the 
same underlying challenge.

Second, tax-efficient strategies require careful 
attention to legal and tax details. One lesson 
that appears repeatedly throughout the issue 
is that sophisticated planning techniques often 
contain important legal and tax nuances. Investors 
and advisors need to understand not only the 
economic benefits of a strategy, but also the 
tax rules, potential pitfalls, and unintended 
consequences that may arise if it is implemented 
incorrectly. In many cases, successful 
management of concentrated wealth depends 
as much on avoiding subtle tax mistakes as on 
selecting the right diversification tool.

Third, the best solutions tend to be integrated 
rather than standalone. Across the issue, 
concentrated wealth was often approached 
through a combination of investment 
management, tax planning, estate planning, 
philanthropy, and family objectives. The most 
effective approaches were typically those that 

viewed concentrated wealth in the context of a 
broader wealth-management plan.

What really emerged from this issue is that 
managing concentrated wealth is not simply a 
risk-mitigation problem. It requires integrating 
investment management, taxation, estate 
planning, philanthropy, behavioral finance, and 
family governance into a coherent strategy.

PMR: Which ideas or findings presented in this 
issue do you believe warrant further research the 
most? Are there particular questions that remain 
unanswered and that you would encourage 
future contributors to explore?

Nathan: I think the issue’s most important 
takeaway is that, in managing concentrated 
wealth, technique should follow purpose.

The articles discuss a wide range of tools for 
reducing or managing concentration risk: 
charitable remainder trusts, variable prepaid 
forwards, exchange funds, staged sales, direct 
indexing, tax-aware long-short strategies, and 
other hedging or diversification approaches. But 
the deeper point is that none of these techniques 
is inherently “best.” The right answer depends on 
what the investor is actually trying to accomplish.

One article makes this point directly by 
evaluating concentration-reduction strategies 
through a goals-based wealth management 
framework. In that article, the investor’s goal is 
not diversification for its own sake. The goal is 
asset sufficiency through retirement: maintaining 
enough wealth to support a desired lifestyle 
through age 95. Diversification is a means of 
improving the probability of achieving that goal.

That is where I think further research would be 
especially valuable. I would like to see more work 
that develops a comprehensive goals-based 
framework for concentrated wealth decisions 
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across different investor profiles, life stages, and 
types of concentrated assets.

For example, a young entrepreneur whose 
technology company is about to go public 
is solving a very different problem from a 
retiring owner of a mature family business. The 
entrepreneur may still be in an accumulation 
phase, with human capital and future business 
opportunities ahead. The retiring owner may be 
focused on lifestyle security, estate planning, 
philanthropy, and reducing the chance that one 
adverse outcome jeopardizes decades of wealth 
creation.

Attitudes toward concentrated risk likely change 
when investors have children, when they begin 
thinking seriously about retirement, when 
grandchildren arrive, or when philanthropic 
priorities become more concrete. Charitable 
decisions involving concentrated assets may 
also be shaped by personal events—illness, loss, 
community ties, or experiences affecting friends 
and family.

So, to me, the important questions for future 
research are: How do we build a disciplined 
framework that matches concentration-
management techniques to investor goals? Which 
strategies best serve the investors’ purposes, 
given their spending needs, time horizons, tax 
situations, risk tolerances, estate planning, and 
philanthropic intent?

PMR: Did any of the submissions challenge any 
of your assumptions or change the way you think 
about managing concentrated wealth? Were 
there any findings that surprised you, either 
theoretically or in their practical implications? 

Nathan: Every article in the issue brought 
something valuable. I would highlight two 
examples: one practical and the other more 
theoretical.

The article “Concentrated Wealth in Behavioral 
Portfolios” by Meir Statman reminds us that, 
in practice, goals-based wealth management 
is not only about having sufficient assets to 
fund lifestyle, charity, and intergenerational 
transfers, but also about achieving aspirational or 
transformational goals — goals that can materially 
change the investor’s life, sense of self-worth, 
or social status. Statman frames this through a 
behavioral framework of layers. The “not-poor” 
layer protects the investor from falling below an 
acceptable standard of living. The “be-rich” layer 
is where the investor accepts more risk in pursuit 
of a higher aspiration. While a concentrated asset 
might be a poor candidate for the protective not-
poor layer, it could be a strong candidate for the 
be-rich layer, where it can help the investor pursue 
a goal that may not be achievable with a safer, 
more diversified portfolio. The practical question 
is how much of the concentrated asset should be 
diversified to secure the protective not-poor layer, 
and how much can responsibly be kept in the 
aspirational be-rich layer.

The article “Optimizing Asset Disposition 
for Inheritance” by Charles Stone and Anne 
Zissu considers a theoretical question I found 
interesting. In my 2022 Journal of Wealth 
Management article, “When Fortune Doesn’t 
Favor the Bold,” I make the point that delaying 
the diversification of concentrated stock can be 
punitive for the investor’s cumulative wealth, even 
after accounting for the tax cost of diversification. 
However, my 2022 article did not consider the 
basis step-up at death. Stone and Zissu develop 
a model that incorporates basis step-up. The 
model shows an interesting result: An investor 
with a short expected remaining life might be 
willing to tolerate very poor compounded returns 
— as could be the case with a high-volatility 
concentrated stock position — in order to avoid 
the tax cost of liquidation. However, once the 
expected remaining life extends beyond just a few 
years, the investor may be better off diversifying 
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and improving compounded returns. In sum, my 
takeaway from the article is that diversification of 
concentrated risk may still be the preferred option 
for a typical investor, even in the presence of the 
basis step-up at death. To me, this challenges 
the much-discussed “buy-borrow-die” strategy, 
particularly when it is applied to high-volatility 
concentrated assets.

PMR: What practical lessons from this special 
issue should advisors bring into conversations 
with clients whose wealth is concentrated in a 
single asset or a handful of assets?

Nathan: The special issue offers a useful set 
of lessons that advisors can bring into client 
conversations. Some advisors may already follow 
many of these principles, but it is valuable to put 
them explicitly on paper.

	 1.	Volatility is a tax on compounded wealth. 
The volatility of a concentrated asset can be 
even more punitive than the taxes paid during 
diversification. Advisors should help clients 
understand how high volatility can impair 
long-term compounding, even when the asset 
has an attractive expected return.

	 2.	Tax efficiency matters, but so does what 
comes next. The tax efficiency of diversifying 
concentrated risk is important, but so is the 
investment portfolio held after diversification. 
Advisors should not focus solely on the 
transaction that reduces concentration; they 
should also think carefully about the portfolio 
the investor will own for the long haul.

	 3.	Technique should follow purpose. The tools 
used to reduce concentrated risk should match 
the client’s objectives, such as maintaining 
control, retaining upside, achieving charitable 
goals, improving liquidity, or targeting a 
specific risk-return profile after diversification. 
The advisor’s job is to understand why the 

client is retaining or diversifying the asset and 
then choose tools that fit that purpose.

	 4.	Diversification is a tool, not a goal. 
Diversification is a tool for achieving broader 
objectives, some financial and some not. 
Advisors should consider how diversification 
affects the wealth creator’s identity, status, 
sense of purpose, family dynamics, and 
governance structure.

	 5.	Not every concentrated asset is equally risky. 
The characteristics of the asset matter. Its 
volatility, drawdown vulnerability, business 
fundamentals, liquidity, governance rights, 
and the owner’s ability to influence its 
growth through human capital or control can 
meaningfully affect whether, when, and how to 
diversify.

	 6.	Separate aspiration from security. A 
concentrated position may be reasonable if 
it sits in the aspirational “be-rich” layer of 
the portfolio. It becomes dangerous when 
it threatens the “not-poor” layer: lifestyle 
needs, retirement security, family stability, 
and other essential financial goals. Advisors 
should distinguish between concentration that 
supports aspiration and concentration that 
endangers security.

	 7.	 The right answer changes over the investor’s 
lifecycle. The appropriate pace and method of 
diversification will differ as the investor moves 
from building wealth to liquidity, preservation, 
distribution, philanthropy, and legacy 
planning. A founder before an IPO, a recently 
retired executive, and a multigenerational 
family are not solving the same problem.

	 8.	Complex structures require real expertise. 
Structures such as VPFs, CRUTs, collars, and 
Section 351 exchanges can be powerful, but 
they require nuanced legal, tax, and economic 
analysis. Advisors should understand the 
structures they recommend and involve 
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investment, legal, and tax experts where 
appropriate.

	 9.	Concentrated wealth planning is 
interdisciplinary. Managing concentrated 
wealth is not just a portfolio construction 
problem. It involves tax law, estate planning, 
philanthropy, governance, psychology, and 
family identity. Advisors should design a 
coordinated interdisciplinary plan rather than 
recommend a single isolated transaction.

	10.	Build flexibility into the plan. Concentrated 
wealth management is not a one-time 
transaction. Client goals, family needs, 
tax laws, market conditions, and industry 
dynamics can all change. Advisors should 
build plans that can be revisited, staged, and 
adapted over time.

PMR: From your vantage point in asset 
management, which investment challenges do 
you expect private wealth clients and advisors to 
face in the coming years, and how should future 
practitioner-oriented research evolve to help 
meet those challenges?

Nathan: My main concern is that, when it comes 
to diversifying concentrated assets, too much of 
the discussion may revolve around taxes. As the 
number of potential solutions grows, investors 
and advisors should create more robust due 
diligence processes around the pre-tax economics 
of those approaches. Is the client choosing 
the right level of risk exposure? Does the post-
diversification portfolio satisfy the investor’s 
objectives in terms of growth potential, liquidity, 
and downside protection? How should the advisor 
identify the right manager for the portfolio during 
and after the transition from a concentrated asset 
to a diversified portfolio? In my view — and I know 
many sophisticated advisors agree — tax efficiency 
can enhance the investment process, but it cannot 
replace it. Future practitioner-oriented research 

should focus on the balance between pre-tax 
economics and tax efficiency in concentrated 
wealth management, so that the emphasis on tax 
outcomes does not stand in the way of building 
robust investment portfolios with guidance from 
competent investment advisors.

The content is made available for your general information and use and is not intended for trading 
or other specific investment advice purposes or to address your particular requirements. We do 
not represent or endorse the accuracy or reliability of any advice, opinion, statement, or other 
information provided any user of this publication. Reliance upon any opinion, advice, statement, 
or other information shall also be at your own risk. Independent advice should be obtained before 
making any such decision. Any arrangements made between you and any third party named in this 
publication are at your sole risk.

It 
is

 il
le

ga
l t

o 
m

ak
e 

un
au

th
or

iz
ed

 c
op

ie
s 

of
 th

is
 a

rti
cl

e,
 fo

rw
ar

d 
to

 a
n 

un
au

th
or

iz
ed

 u
se

r o
r t

o 
po

st
 e

le
ct

ro
ni

ca
lly

 w
ith

ou
t P

ub
lis

he
r p

er
m

is
si

on
. 




