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Introduction
It has been 21 years since the late

Twenty-one years is a long time. What

David Swensen published Pioneering

has happened in markets over the past

Portfolio Management in 2000.

21 years? How have endowments

Swensen, Chief Investment Officer at

performed? How should we think about

Yale, is widely credited with establishing

the next 20 years?

the “endowment model” of investing
with his book on Yale’s investing
approach.

Mercer has advised mission-driven notfor-profit organizations for more than 45
years. Over its own history, Mercer has

The world and markets over the past 21

been part of the adoption and evolution

years have seen remarkable

of the endowment model.

developments: the bursting dot-com
bubble; the tragedy of September 11;
3G, 4G and 5G mobile technology;
a global financial crisis; the rise of
China; the development of scalable,
affordable renewable energy; five US
presidents; the first global pandemic of
the modern era and a new set of
technology-led equity market leaders.

Given broader secular trends and the
widespread adoption of the endowment
model over the past decades, we
believe prioritizing more meaningful
returns will lead to greater success for
mission-driven organizations in the next
20 years.
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Investing was easy; now it’s hard
The past 21 years have seen a
remarkable advance in markets:
gradual but marked declines in
actual returns.
Figure 1 on the following page shows 10-year
rolling annualized returns through the end of
each calendar year, sorted by asset class from
best to worst return and arranged around the
horizontal white line, which is at 7%. Asset classes
with a 10-year annualized return over 7% appear
above the line; those with a 10-year annualized
return less than 7% appear below it.
At the beginning of the 21-year period, nearly
all asset classes were providing 10-year
annualized returns not just above 7% but far
above it. You almost had to try hard not to earn a
nominal return goal of 7%.
Lately, far fewer asset classes have provided
returns above 7%, and those showing returns
under 7% were sometimes much lower.
What is significant about 7%? Most endowment
portfolios distribute or spend somewhere between
4% and 5% each year, a legacy of US tax law.
Add to this approximately 2% inflation per year,
and the typical desired absolute return objective
annually to retain intergenerational equity of a
portfolio is 5% spending + 2% inflation = 7% total
return goal.
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Mercer. Top Investment Ideas for Endowments and Foundations, 2020.

Why do we focus on rolling 10-year annualized
returns and not the typical annual returns these
types of “periodic table” charts usually show? For
the same reason the cyclically adjusted price-toearnings (CAPE) ratio has become popular — a
10-year annualized return smooths out the
vagaries of most market cycles and helps us focus
on secular trends. If you’re a trader, you might
care about year-to-year movements. If you’re a
long-term investor, you should care most about
secular trends.
Looking at this data, it may be tempting to
conclude that the recent results are pulled down
by the global financial crisis of the late 2000s.
Perhaps they are, but the latest 10-year rolling
returns no longer include that downturn, and
still more than half of asset classes show 10-year
returns below 7%.
Why might it have been more difficult to earn
7% lately? We believe interest rates are to blame.
It’s no surprise that interest rates overall have
been declining for most of the past 21 years,
continuing a decline in rates that began in the
1980s. We wrote about this trend in another paper
last year, Top Investment Ideas for Endowments
and Foundations.1
The decline in interest rates has increasingly
pushed many long-term investors into equities.
So what has happened with equities over the past
21 years?
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Figure 1. Market returns
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Public stock markets have grown
but have also shrunk
Capital markets are dynamic, perhaps more so today than at any time in the past. How have stock
markets fared over the past 21 years?
By some measures, stock markets have grown, along with global GDP:

Figure 2. World GDP and global market capitalization
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Sources: World GDP — St. Louis Federal Reserve Bank, https://fred.stlouisfed.org/series/NYGDPMKTPCDWLD (current US dollars, annual, not seasonally adjusted);
market capitalization — Bloomberg World Index (BWORLD Index, capitalization-weighted index of the top 85% market capitalization of their respective
Bloomberg Classification Sectors at the time of rebalance). All data as of December 31, 2019.

There are many measures of GDP and stock market capitalization. But at a big-picture level, global
stock market capitalization growth has broadly followed world GDP growth, a trend we should expect
to continue.
But in some important ways, stock markets have also shrunk. The Wilshire 5000 Index,2 a benchmark
of all US equity securities with readily available price data, saw an all-time high number of stocks on
July 31, 1998, with 7,562. At the end of 2020, the Wilshire 5000 Index had 3,463 stocks, a decline in the
number of stocks of nearly 55% over 22 years.
Whether stock markets have grown or shrunk may be irrelevant if they’ve provided consistently high
returns to long-term investors. As we saw in Figure 1, however, that hasn’t been the case.

2

“ Wilshire 5000 Family: Wilshire 5000 Total Market Index,” wilshire.com, available at https://wilshire.com/indexes/wilshire-5000-family/wilshire-5000total-market-index.
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Together, endowments have
been busy
Two decades ago, most investors were focused
on stocks, bonds and sometimes cash. The
endowment model introduced allocations to
alternative investments, and although it has
taken time, most endowments have shifted
into alternatives.

30 years. As illustrated in Figure 3, the latest data
shows that the majority of their portfolios are
allocated to alternatives (turquoise) and virtually
none to fixed income (dark blue). Of note, since
the global financial crisis, the total allocation
to public equity markets (light gray plus green)
has remained around 30%, with an increasing
proportion allocated to international and global
mandates (green).

The largest endowments have made the most
pronounced shift into alternatives over the past

Figure 3. Endowment asset allocation: Largest institutions
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Source: 2020 NACUBO-TIAA Study of Endowments. The “largest” category for 1990–1997 was > US$400 million and for 1998–2019 was > US$1 billion.
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How have endowments performed? Overall, relative to a 5% real return goal, average 10-year
performance for most of the past decade (including performance since 2001) has largely fallen short —
until the past two fiscal years:

Figure 4. Average 10-year NACUBO return versus 5% real return, FY 2010–FY 2020
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Source: NACUBO Study of Endowments, 2010–2020. (Fiscal year ends June 30.)

Furthermore, there has been a marked convergence of performance over the past two decades as
well. Figure 5 on the following page shows the difference in annualized returns on a rolling three-year,
five-year and 10-year basis between the 25th- and 75th-percentile endowment returns — in other
words, the best and worst returns. Note that there used to be a healthy spread, but the difference
between the best and worst performers has seen a steady decline.
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Figure 5. 25th- to 75th-percentile spread, NACUBO, FY 2003–FY 2020
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Source: NACUBO Study of Endowments, 2003–2020. (Fiscal year ends June 30.)

The good news for hard-working endowment
investors is that striving to do better than peers
continues to pay off — the difference between the
25th and 75th percentiles is still positive.
The bad news is that the reward for
outperforming peers has shrunk: The best and
worst returns among endowments have been
converging.

Why has this happened? We cannot know with
any certainty, but there are two reasonable
guesses: 1) most endowment portfolios may
have increasingly been structured similarly, and
2) markets have generally become more efficient.
How likely is it that this convergence trend will
continue? Increasing market transparency and
efficiency both suggest that this convergence trend
is likely to persist.
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More of the same? Or redefining
success?
The investment process typically follows a triedand-true two-step process, with the first step
being the most crucial:
1. Establish portfolio targets to asset classes.
2. Implement the asset classes with managers.
As we have shown, the past 21 years have seen a
marked shift in asset allocation toward alternative
investments. Like falling interest rates, this shift
could continue but has a limit. Many endowment
investors have pushed into co-investments or
“idiosyncratic” and esoteric types of cash flows
or assets — for example, litigation finance or
insurance. By definition, these are not scalable,
at least not yet. And they are likely to become far
more efficient over time as those markets develop.
Public asset classes have also witnessed a marked
increase in implementation through passive
strategies. Even with greater transparency and (at
least theoretically) higher market efficiency, the
added value from active management remains
robust in some asset classes, albeit declining
over time.
What else is there to do? The past would say
continue the shift into alternatives and look for
alpha through selective active management in
public investments. But to what end?

If very low interest rates portend low future
returns from most asset classes, even idiosyncratic
esoteric assets, and if those that try hard will
outperform by only a little, will doing more of the
same lead to meaningfully better outcomes for
the endowment model in the next 20 years?
It is always comforting, and almost always
defensible, to continue doing what has worked
in the past. We have learned many lessons from
the few but severe crises over the past two
decades, and there will likely be value creation and
innovation somewhere. So the search for alpha
should continue. We should continue to pursue a
disciplined process to portfolio management, as in
steps 1 and 2 above.
But endowment investors for the next 20 years
ought to consider the ramifications of more
efficient and more transparent markets and
redefine successful endowment outcomes
to include another aspect of the endowment
investment process:

3. Prioritize more meaningful returns.

9
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The endowment model for the next
20 years: Once more, with meaning
By definition, endowment investors support a
philanthropic mission. Grants through distributions
(spending) from investment portfolios have been
the primary method of supporting that mission.
And the past decade has seen a surge of missiondriven investments, impact investments and
ESG strategies.
If long-term investors’ returns are to remain
at or below the level needed to maintain
intergenerational equity, and if convergence of the
best and worst portfolio performance continues,
prioritizing greater meaning of returns through
a closer alignment of investment portfolios and
their missions could be another important way
to define success.
This doesn’t mean giving up on the work of
endowment portfolio investing of the past two
decades but rather expanding the set of priorities
and actions to formally and explicitly prioritize an
organization’s mission in the investment process.
Our entire industry is working toward the next
generation of endowment investing. Building on
our many decades of experience, Mercer will
strive to pursue endowment portfolios that are:
• Sustainable
• Mission-aligned
• Diversified
• Cheaper
• Disciplined

3

As of December 31, 2019.

These priorities are a direct response to the
difficult investing environment expected over the
next two decades. They are not a radical shake-up
of the status quo but perhaps a sharp nudge to
make long-term returns matter even more to
endowments’ missions.
Each endowment investor will need to define what
these priorities mean: Every institution is unique.
Still, there are some economies of scale when
missions overlap, and Mercer will seek to capitalize
on those efficiencies beginning with our service to
more than 300 not-for-profit institutions.3
We look forward to working with you to implement
innovative thinking toward endowment model
investing for the next 20 years.

Mercer’s support for more
meaningful endowment portfolios:
• Sustainable: Identify global secular
risks and opportunities; embrace
carbon intensity scores.
• Mission-aligned: Measure ESG; identify
impact investments.
• Diversified: Integrate DEI metrics into
manager searches and evaluation.
• Cheaper and disciplined: Use OCIO
to drive down fees and improve
operational efficiency.
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Contact us
We welcome feedback and dialogue about our
observations and opinions on the endowment
model of investing. Please reach out to your
Mercer consultant or any of our colleagues
listed below.
The Endowment Model paper leader
Texas Hemmaplardh, CFA
Partner
T: +1 212 345 0713
E: texas.hemmaplardh@mercer.com
Additional Endowments & Foundations
practice team leads
Christopher Adkerson, CFA, CAIA
Partner
T: +1 314 982 5717
E: christopher.adkerson@mercer.com
Russ LaMore, CFA, CAIA
Partner
T: +1 314 982 5680
E: russ.lamore@mercer.com
Cori Trautvetter, CAIA
Partner
T: +1 636 686 5615
E: cori.trautvetter@mercer.com
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Important notices
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2021 Mercer LLC. All rights reserved.
This content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity
without Mercer’s prior written permission.
Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney
before making any decisions with tax or legal implications.
This does not constitute an offer to purchase or sell any securities.
The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject
to change without notice. They are not intended to convey any guarantees as to the future performance of the
investment products, asset classes or capital markets discussed.
For Mercer’s conflict of interest disclosures, contact your Mercer representative or see http://www.mercer.com/
conflictsofinterest.
This does not contain investment advice relating to your particular circumstances. No investment decision should
be made based on this information without first obtaining appropriate professional advice and considering your
circumstances. Mercer provides recommendations based on the particular client’s circumstances, investment
objectives and needs. As such, investment results will vary and actual results may differ materially.
Information contained herein may have been obtained from a range of third-party sources. Although the
information is believed to be reliable, Mercer has not sought to verify it independently. As such, Mercer makes
no representations or warranties as to the accuracy of the information presented and takes no responsibility or
liability (including for indirect, consequential or incidental damages) for any error, omission or inaccuracy in the
data supplied by any third party.
Please see the following link for more information on indices: https://www.mercer.com/content/dam/mercer/
attachments/private/nurture-cycle/gl-2020-investment-management-index-definitions-mercer.pdf.
Investment management and advisory services for US clients are provided by Mercer Investments LLC (Mercer
Investments). Mercer Investments LLC is registered to do business as “Mercer Investment Advisers LLC” in the
following states: Arizona, California, Florida, Illinois, Kentucky, New Jersey, North Carolina, Oklahoma, Pennsylvania,
Texas and West Virginia; as “Mercer Investments LLC (Delaware)” in Georgia; as “Mercer Investments LLC of
Delaware” in Louisiana; and “Mercer Investments LLC, a limited liability company of Delaware” in Oregon. Mercer
Investments LLC is a federally registered investment adviser under the Investment Advisers Act of 1940, as
amended. Registration as an investment adviser does not imply a certain level of skill or training. The oral and
written communications of an adviser provide you with information about which you determine to hire or retain an
adviser. Mercer Investments’ Form ADV Parts 2A and 2B can be obtained by written request directed to: Compliance
Department, Mercer Investments, 99 High Street, Boston, MA 02110.
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