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" SHOULD YOU STUDY OR INVEST AT YALE AND HARVARD? " 

 Endowment funds have been performing exceptionally well for several decades  

 Their investment horizon is very long, beyond traditional investors 

 This allows them to invest in alternative, private and illiquid assets...  

 ... and also to avoid reacting in an emotional manner to market movements 

 

 

 CHART OF THE WEEK: "Endowment funds capture liquidity premiums" 

 

STRATEGIC ASSET ALLOCATION 

Endowment funds are assets managed by non-profit organisations such as universities, hospitals or 

sovereign funds. Through periodic withdrawals of capital, the funds finance the implementation of 

charitable works and missions. For several decades, these organisations have adopted a very long-term 

investment approach, which has enabled them to significantly outperform traditional investment 

methods, particularly through significant exposure to alternative, private and illiquid assets.  
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Asset managers, both institutional and private, are increasingly interested in this approach, known as 

"endowment-style investing", to apply it for their clients. In a world where expected returns have become 

very low, investors are giving up on getting the returns they need solely from traditional assets such as 

bonds or equities.  

 

In this article, we describe the principles of endowment-style investing, share the lessons learned from 

the success of endowment funds, and explain why it is essential to look to alternative, private, illiquid 

asset classes to generate returns in the financial markets and achieve long-term goals. 

 

1- History of endowment funds 
 

Endowment-style investment is usually structured to ensure that the initial capital does not depreciate. 

The investments made must both protect the capital from increases in the cost of living (inflation) and 

fund current cash flow needs. This investment strategy is old but has evolved over time. 

 

In the early 1900s, many endowment funds were created. Initially, the composition of the portfolios was 

relatively low risk, with 75% in fixed income, 20% in real estate and only 5% in stocks. It was soon realised 

that long-term investments needed to include more risky, growth-related investments. In the 1940s, 

about 50% of assets were invested in equities. 

 

In 1952, Nobel Laureate Harry Markowitz 

laid the foundation for "Modern Portfolio 

Theory" by demonstrating that risk-

adjusted returns can be maximised by 

diversifying across asset classes: stocks, 

bonds and real estate. This investment 

philosophy was widely adopted by 

university endowment funds such as 

Harvard (see figure 2) and Yale. It marked 

the beginning of the modern era of 

endowment investing. Since then, 

performance has been consistently 

excellent. More on this later. 

 

In 1986, Brinson, Hood and Beebower provided further evidence that the main "Determinants of Portfolio 

Performance" are related to strategic asset allocation. These findings prompted major universities to 

further diversify their endowments by reallocating some of the capital allocated to traditional assets to 

 Fig. 2 – Harvard runs the largest endowment ($429 bn) 

Source: US News, Atlantic Financial Group 
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illiquid investments, which had previously accounted for 0% (see figure 3). Hedge funds were introduced, 

but also real assets such as real estate in the broad sense (farmland, forestry, commercial property) or 

commodities.  

 

Fig. 3 – Asset allocation of the Yale Endowment Fund 

 

 

In the 1990s, endowment-style investment went further, first by incorporating private equity funds, and 

then by integrating all private and illiquid assets: private debt, direct infrastructure funds, agriculture, 

education, etc. This trend towards diversification has been growing ever since. Thus, alternative, private 

and illiquid assets have reached 60% recently. 

 
2- Advantages and disadvantages of alternative, private and illiquid assets 
 

First, endowment investing seeks to preserve capital over a very long period of time. Some funds intend 

to do this in perpetuity. This long-term investment period is a major advantage, as it allows for liquidity 

premiums. Liquidity premiums refer to the extra return given to an investment that cannot be quickly 

converted into cash for its fair value. The longer the investment horizon, the larger the acceptable liquidity 

premiums and the higher the returns. 

 

Secondly, private markets tend to be less efficient than public markets, which means that smart investors 

have more opportunities to make profits.  

 

Thirdly, the selection of the best performing investment funds, by the endowment funds themselves, 

plays a key role in achieving superior returns (in this case via alpha generation). Research shows that the 

dispersion of manager returns within the alternative asset class is three to five times higher than for 
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traditional asset classes (see figure 4). The ability to identify and access the best performing alternative 

managers is therefore crucial. 

 

Fig. 4 – Dispersion of asset managers net annualised return 

 

 

Fourth, specialist funds often set barriers to entry. The most competent managers know that they will 

have no difficulty in finding investors and they want those investors to be loyal. They therefore usually 

require high minimum amounts to invest and impose penalties for premature withdrawal of capital. 

Private investors rarely have the opportunity to subscribe to this type of fund, whereas endowment funds 

have large amounts to invest. Endowment funds often have more favourable management fees, which 

further increases their ability to earn higher returns.  

 

Fifth, most of the alternative investments held by endowment funds are neither listed nor liquid. As the 

prices of these assets are not discounted frequently, unlike listed securities, the overall volatility of the 

portfolio is artificially reduced. However, and this is an important consideration, smoothing out the 

magnitude of portfolio fluctuations reassures investors and prevents them from reacting to sporadic 

market movements in an emotional and often inefficient manner.  

 

Despite all these advantages, the operation of endowment funds, whose objective is to generate regular 

returns, implies two constraints: an investment horizon that is shorter than it seems and a significant 

allocation in cash, an asset that does not yield much return. 

 

Modern Portfolio Theory touts the benefits of diversification to generate better risk-adjusted returns. 

However, asset volatility is only detrimental if the investor needs access to a portion of the assets in the 

short term. Otherwise, the capital could be invested entirely in the best performing financial asset, the 

one with the highest expected gain, whatever the risk of temporary loss: unlisted companies. If 
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endowments did not need to deliver steady returns in times of crisis, by drawing on their assets as the 

returns generated are not sufficient to compensate for losses, they could take more risk in their allocation 

and generate more returns in the end. 

 

To ensure that they deliver consistent returns in all circumstances, the most risk-averse endowment 

funds, such as the Australian sovereign Future Fund, are forced to allocate a large proportion of their 

assets to cash (see figure 5). This is a 

significant drag on performance, paying 

virtually no return and even depreciating 

capital in real terms when inflation is higher 

than interest rates. 

 

Both these constraints are binding for an 

endowment fund. However, they are not 

necessarily relevant for investors who rely 

on an endowment-style approach. They do 

not necessarily need to deliver regular 

returns. It can therefore relax the constraints 

of diversification and liquidity. By allocating 

more to the assets with the highest expected 

return and accepting to carry less cash, they will be able to take full advantage of the performance of their 

investment strategy. 

 

3- Performance of the endowment-style investing strategy 
 

Overall, the vast majority of endowment funds at US universities, such as 

Harvard, Stanford, Princeton, Chicago, and also the $171 billion Australian 

sovereign Future Fund, are outperforming conventional investment 

strategies. The latter has generated an average annual return of 9.0% over a 

10-year period (2011-2020), exceeding its benchmark by 3.8%. Its 20% cash 

holdings do not appear to have been detrimental.  

 

Over a period of 70 years, the Yale University endowment fund has managed 

to generate net returns of 7.8% per year (and even more than 12% since the 

mid-1980s), compared to 5.6% for a portfolio composed of 60% equities and 

40% bonds (see Chart of the Week). David Swensen (see Figure 6), who led 

the Yale University endowment since 1985 and pioneered the massive 

investment in alternative, private and illiquid assets, died on 5 May. When 

 Fig. 5 – Australian Future Fund 
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Fig. 6 – David Swensen 

Source: Hudsonpoint, Atlantic Financial Group 
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he took over the Yale endowment in 1985, it was worth just over $1 billion. Under his leadership, it has 

grown to $32 billion, even as it has provided regular funding that has allowed the university to transform 

its campus. If he had put the entire endowment into a fund that sought to replicate the performance of 

the S&P 500 at the beginning of his tenure and made no payments, the endowment would have grown to 

only $24 billion. This speaks volumes about his prowess. His results are so good that the "Yale model" is 

now considered "the" benchmark in endowment-style investing. Similarly, it is no exaggeration to say 

that David Swensen deserves more credit than any other individual for this huge change in the investment 

landscape. Like Warren Buffett, David Swensen's actions at Yale have been closely followed by many 

investors.  

 

 

Conclusion:  

By diversifying their assets in the early 1950s and then reallocating some of their assets under 

management from public to private markets, endowment funds have significantly improved their 

performance. They are able to generate consistent returns over the long term while preserving the capital 

invested, notably by limiting maximum losses and recovery time during market crises such as the Great 

Financial Crisis (GFC) and the covid-19 pandemic. 

Investors with significant wealth, a sufficiently long investment horizon and no specific liquidity 

constraints have the opportunity to implement an endowment-style investing approach. This involves 

allocating between 10% and 50% of the assets in alternative, private and illiquid assets, where expected 

returns should be much better. 
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RETURNS ON FINANCIAL ASSETS 

 

Markets Performances

(local currencies)

Last 

Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2021

Year-to-Date (%)
2020 (%) 2019 (%)

Equities
World (MSCI) 711.2         62.10 1.4% 1.0% 11.0% 16.9% 27.3%
USA (S&P 500) 4 204          57.57 1.2% 0.7% 12.6% 18.4% 31.5%
USA (Dow Jones) 34 529       58.67 1.0% 2.2% 13.8% 9.7% 25.3%
USA (Nasdaq) 13 749       55.42 2.1% -1.4% 7.0% 45.1% 36.7%
Euro Area (DJ EuroStoxx) 451.0         62.68 1.3% 2.6% 15.3% 0.8% 27.3%
UK (FTSE 100) 7 023          53.69 0.1% 1.1% 10.4% -11.4% 17.2%
Switzerland (SMI) 11 426       65.54 1.8% 3.1% 9.7% 4.3% 30.2%
Japan (Nikkei) 28 858       55.73 2.9% 0.3% 7.0% 18.3% 20.7%

Emerging (MSCI) 1 361          60.90 2.4% -0.1% 6.0% 18.8% 18.8%
Brasil (IBOVESPA) 125 561     65.86 2.4% 3.7% 5.5% 2.9% 31.6%
Russia (MOEX) 3 731          65.92 2.0% 5.7% 15.2% 14.8% 38.4%
India (SENSEX) 51 723       66.01 1.8% 3.4% 7.9% 17.2% 15.7%
China (CSI) 5 293          64.55 3.7% 4.0% 2.3% 29.9% 39.2%

Energy (MSCI World) 177.6         54.90 0.2% 4.6% 25.2% -27.7% 13.9%
Com. Serv. (MSCI World) 113.20       58.91 2.2% 0.5% 13.0% 24.2% 25.1%
Materials (MSCI World) 380.0         57.56 0.9% 2.6% 17.3% 21.6% 20.8%
Info. Tech. (MSCI World) 480.0         55.06 2.0% -2.5% 6.0% 46.2% 47.5%
Utilities (MSCI World) 155.3         49.91 -0.9% 0.7% 3.8% 4.8% 22.3%
Financials (MSCI World) 150.1         69.72 1.6% 5.2% 22.9% -3.1% 24.1%
Cons. Staples (MSCI World) 279.6         62.44 0.1% 3.9% 5.6% 8.8% 22.4%
Health Care (MSCI World) 337.4         61.39 -0.1% 1.6% 7.0% 15.4% 23.3%
Cons. Discret. (MSCI World) 398.2         55.56 2.4% -2.3% 5.4% 37.0% 28.2%
Industrials (MSCI World) 328.2         63.16 2.1% 2.6% 14.3% 11.8% 27.2%

Bonds (FTSE)
USA (7-10 Yr) 1.59% 56.06 0.4% 0.4% -4.5% 9.3% 7.4%
Euro Area (7-10 Yr) 0.13% 52.95 0.6% 0.0% -2.6% 4.5% 6.7%
Germany (7-10 Yr) -0.18% 48.13 0.3% -0.2% -3.3% 3.0% 3.0%
UK (7-10 Yr) 0.80% 53.08 0.3% 0.4% -4.4% 5.4% 4.8%
Switzerland (7-10 Yr) -0.15% 47.13 0.1% -0.3% -1.6% 0.4% 2.0%
Japan (5-10 Yr) 0.08% 50.92 0.0% 0.1% -0.2% -0.1% 0.0%
Emerging (5-10 Yr) 4.30% 67.92 0.5% 1.3% -2.2% 5.2% 13.3%

USA (IG Corp.) 2.11% 60.79 0.3% 0.8% -2.9% 9.9% 14.5%
Euro Area (IG Corp.) 0.38% 50.09 0.2% -0.1% -0.8% 2.8% 6.2%
Emerging (IG Corp.) 3.72% 72.60 0.2% 0.7% 0.3% 8.1% 13.1%

USA (HY Corp.) 4.03% 66.86 0.3% 0.3% 2.2% 7.1% 14.3%
Euro Area (HY Corp.) 2.89% 68.54 0.3% 0.2% 2.4% 2.3% 11.3%
Emerging (HY Corp.) 6.01% 71.54 0.4% 1.4% 0.7% 4.3% 11.5%

World (Convertibles) 442.4         58.03 2.1% -2.1% 3.3% 38.8% 17.3%
USA (Convertibles) 592.8         56.98 2.6% -1.3% 3.0% 54.5% 22.8%
Euro Area (Convertibles) 4 150          63.35 1.7% -0.1% 0.8% 6.1% 7.6%
Switzerland (Convertibles) 186.5         51.11 0.1% 0.0% -0.2% 0.5% 2.4%
Japan (Convertibles) 198.9         53.73 0.7% -0.3% 2.3% 2.8% 2.6%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 708.5         76.82 n.a. 2.6% 5.5% 2.5% 9.3%
Distressed 928.5         74.52 n.a. 1.7% 8.0% 1.5% 1.4%
Event Driven 779.4         75.78 n.a. 1.9% 8.3% 3.1% 8.2%
Fixed Income 386.7         76.35 n.a. 1.2% 3.4% 2.2% 6.1%
Global Macro 1 169.8      77.38 n.a. 3.5% 6.4% 2.0% 10.4%
Long/Short 903.5         71.95 n.a. 3.1% 5.5% 3.6% 12.2%
CTA's 331.5         63.37 n.a. 2.7% 5.0% -3.2% 9.0%
Market Neutral 282.3         61.31 n.a. 2.4% 3.3% -0.1% 1.6%
Multi-Strategy 679.9         77.15 n.a. 2.2% 4.4% 1.4% 7.3%

Volatility
VIX 16.76         43.05 -16.8% -9.9% -26.3% 65.1% -45.8%
VSTOXX 17.17         42.47 -15.7% -6.6% -26.5% 67.5% -41.5%

Commodities
Commodities (CRB) 548.5         n.a. 1.5% 2.8% 23.6% 10.5% -1.9%
Gold (Troy Ounce) 1 906          76.93 1.3% 7.7% 0.4% 24.9% 18.3%
Oil (WTI, Barrel) 66.32         56.96 0.2% 3.9% 36.7% -20.5% 34.5%
Oil (Brent, Barrel) 68.41         54.69 3.1% 3.0% 33.7% -23.0% 24.9%

Currencies (vs USD)
USD (Dollar Index) 90.006       42.97 0.2% -1.4% 0.1% -6.7% 0.2%
EUR 1.2196       57.13 -0.2% 1.5% -0.2% 9.7% -2.2%
JPY 109.72       41.47 -0.9% -0.4% -5.9% 5.3% 0.9%
GBP 1.4190       61.20 0.2% 2.7% 3.8% 2.8% 3.9%
AUD 0.7725       47.35 -0.3% 0.1% 0.4% 9.5% -0.4%
CAD 1.2076       61.55 -0.3% 1.7% 5.4% 1.8% 5.0%
CHF 0.8994       57.61 -0.2% 1.5% -1.6% 9.8% 1.4%
CNY 6.3696       77.22 0.8% 1.7% 2.5% 6.7% -1.2%
MXN 19.930       52.51 -0.3% 1.6% -0.1% -4.9% 3.8%
EM (Emerging Index) 1 752.2      75.30 0.9% 1.6% 1.9% 3.3% 3.1%

Source: Bloomberg, Atlantic Financial Group Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER 

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where 

such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document. 

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any 

security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take 

into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate 

to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own 

independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each 

client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided 

in the document or otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, 

obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and 

analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness , accuracy, or completeness of 

the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well 

as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, 

and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate 

into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are 

higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and 

characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks 

associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 

adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject 

to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting 

in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest 

that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts 

are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in 

this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic 

 


