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Endowment funds are investment funds
set up for the benefit of educational and
other institutions and funded by gifts
and donations. Particularly in the US,
universities, museums and hospitals

all have endowment funds. The largest
belong to American universities, led

by Harvard University (USD41.9 bn in
assets under management (AUM) at end-

of Texas and Yale University (with

USD32 bn and USD31.2bn, respectively).

The primary investment objective
of university endowment funds is
to generate sufficient returns to
maintain the purchasing power
of their assets in perpetuity and
sustain the university’s operating
budget. In general, endowments
target a real average annual return
of 5% (adjusted for inflation) over
the long term (five to 10 years).

Over time, the larger endowment
funds have significantly reduced
their exposure to traditional asset
classes such as public equities
and bonds (see chart 1) and moved

CHART 1: LARGER US ENDOWMENTS’ ASSET ALLOCATION, 2002-2020'
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increasingly into alternative assets
such as private equity, real assets and
absolute-return strategies, which
provide the benefits of diversification
and higher returns. By nature,
alternative assets offer opportunities
to exploit inefficient market pricing
through active management. Large
endowment portfolios have a far
greater weighting of alternative
assets than smaller ones, whose
investments remain heavily focused
on domestic equities and investment-
grade bonds. This is because the
substantial research and other resources
needed to invest in alternatives is
more accessible to large players.

Large US endowment funds’
allocation to public equities declined
from 45% of total assets in 2002 to
30% in 2020 (having fallen to as low
as 26% in 2009), while their allocation
to alternative assets increased from
32% t0 59% over the same period. In
2020, the Yale endowment fund, the
third largest in the US, said it aimed
to have around three quarters of its
assets allocated to alternative assets.

1 Data for endowments come from the NACUBO
Endowment Study, 2002 -2008. NACUBO-
Commonfund Study of Endowments for 2009
through 2017. Data for fiscal year 2018 and 2020 are
from the NACUBO-TIAA Study of Endowments
(NTSE).
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Endowments’ performance in fiscal
year 2020 (1 July 2019 — 30 June 2020)
was disappointing due to the impact
of the coronavirus pandemic across
the economy. According to NACUBO,
endowments delivered an average
one-year return of 1.8% in fiscal year
(FY) 2020. The average return for the
largest (AUM of greater than USD1 bn)
and smallest endowment funds (less
than USD25 mn) was 2.5% alike. By
way of comparison, global 60/40 funds
(60% MSCI AC World + 40% Bloomberg
Barclays Global Aggregate Bonds)
provided a return of 3.3% over the same
period, while US 60/40 funds (60% S&P
500+ 40% US Treasuries) returned
10.2%. This was because of the strong
recovery of the S&P 500 starting in late
March (driven by tech stocks) and the
good performance of US Treasuries
due to decreasing in interest rates (the
US 10-year yield fell from 2% to 0.6%
in the 12 months to 30 June 2020).

“Historically, US endowment
funds have delivered an
average annual return of

7.5% before inflation”

However, some individual
endowments performed very well.
Harvard University’s endowment
fund delivered a return of 7.3%, Yale’s
6.8% and Brown University’s (which
has a market value of USD4.7 bn)
produced a return of 12.1%, thereby
beating the US 60/40 portfolio’s 10.2%
total return. According to Markov
Processes analysis?, which uses return-
based techniques, Brown University’s

exceptional performance was most
likely due to its heavy exposure

to high-growth technology assets
across public and private markets.

As mentioned, university
endowment funds tend to aim for a
long-term return of 5% per annum
(after inflation). Using the Higher
Educational Price Index (HEPI) to
adjust for inflation, we found that
only 5% of US university endowment
funds, including only 10% of large
funds (assets of over USD1 bn) reached
this objective in FY 2020. However,
approximately 50% of endowment
funds recorded an average annual
return of at least 5% if one extends
the performance analysis to 10 years.
Chart 2 shows sharp differences in
10-year rolling returns in excess of
HCPI from 1998 to 2021. While the
Yale endowment fund has consistently

produced a real return above 5%, 50% of

endowments fell below the 5% target in
the period 2007-2018. US endowment
funds have historically had an average
annual nominal return target of 7.5%.
Taking inflation into account, this
suggests they continue to aim for a real
return of 5% per annum. But if returns
continue to diminish below this level,
endowments will need to consider
either their strategic asset allocation or
their spending policies, or even both.

ANACUBO-TIAA survey published
in April 2020 showed that the
333 institutions that responded
(representing a 43% response rate)
experienced losses due to the covid-19
crisis in the first quarter of 2020,
with an average return of -13.4%. Over

CHART 2: 10-YEAR ROLLING ANNUALISED RETURNS, 1998-2020
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the same period, the S&P 500 index
declined by 20%, while global 60/40
and US 60/40 funds fell by 18% and
7%, respectively. Small endowment
funds suffered more than larger
ones, although the former’s larger
exposure to US equities meant they
subsequently recovered faster.

Endowment spending

The survey indicated that 70% of
university endowment funds increased
spending to provide financial support
to institutions and students during
the pandemic. The spending rate in
FY2020 was 4.59%, up from 4.36%

in FY2019. Furthermore, more than
40% of survey respondents reported a
decline in cash flow, while new gifting
fell by 16%. The increase in spending
and the reduction in gifting could
continue to have negative repercussions
on endowments’ financial positions

in the future. However, NACUBO
reports that virtually all endowment
funds expect to maintain their current
policy spending rate in FY2021.

Asset class performance
Endowment funds’ weak returns

in fiscal year 2020 can be primarily
explained by their allocation to
poorly performing asset classes. The
average US endowment fund had
over half of its assets in asset classes
that delivered less than 1% in FY20
(with real assets returning -15% on
average, non-US equities -4% and
hedge funds +0.8%). In addition, half
of their fixed-income exposure was
in high yield, private debt or cash,
which all produced very low returns.
Charts 3 and 4 show average asset-class
allocations for all endowment funds
and asset-class returns for FY202o0.

Expected returns for FY2021
Given that equity markets,
commodities and hedge funds
have all rebounded strongly since
the low points reached in March-
April 2020, it is reasonable to
expect endowment funds to deliver
higher returns in FY2021.

2 https://www.markovprocesses.com/blog/
how-brown-outperformed-for-the-second-
year-in-a-row/
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Based on the assumption that
markets remain flat from the time of
writing (mid-March 2021) to end-June
2021, different forecasting methods
show US endowments producing an
average nominal return of 15-21% in
the fiscal year ending 30 June 2021.

The first method, based on FY2020
asset allocations and assuming that
the performance of illiquid assets’
remains flat since the last data available
at 30 September 2020, suggests an
annual return of 15%. Using proxies for
illiquid assets (private equity, private
debtand real assets) our estimated
return would be a much higher 19%.

“It is reasonable to expect
endowment funds to
deliver improved returns
in fiscal year 2021”

The second method aims to calculate
returns for the endowment investment
strategy by referencing the Endow
index. This index’s target asset
allocation for 2020—35% equity, 11%
fixed income and liquidity and 54%
alternatives—is close to the average
endowment allocation. Chart 5 shows
the average annual returns for US
endowment funds versus the Endow
index since 2001. The two show similar
patterns, although the Endow index
demonstrates higher volatility. The
Endow index provided a return of
25% from 30 June 2020 to 18 March

Last but not least, the Texas
University endowment fund, the
second largest in the US by market
value, reported a return of 14.42% in
the six months to 28 February 2021,
supporting our expectation that most
endowments will perform strongly in
the fiscal year ending 30 June 2021.

CHART 3: AVERAGE ASSET ALLOCATION FOR
ALL ENDOWMENT FUNDS, FY2020
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CHART 4: FY2020 PERFORMANCE BY ASSET CLASSES
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CHART 5: AVERAGE ENDOWMENT RETURNS VERSUS ENDOW INDEX RETURNS, 2001-2020
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DISCLAIMERS

Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland, Pictet & Cie (Europe)
S.A., 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P. 687, L-2016 Luxembourg.

Banque Pictet & Cie SA is established in Switzerland, exclusively licensed under Swiss Law and therefore
subject to the supervision of the Swiss Financial Market Supervisory Authority (FINMA).

Pictet & Cie (Europe) SA is established in Luxembourg, authorized and regulated by the Luxembourg Financial
Authority, Commission de Surveillance du Secteur Financier.

This marketing communication is not intended for persons who are citizens of, domiciled or resident in, or
entities registered in a country or a jurisdiction in which its distribution, publication, provision or use would
violate current laws and regulations.

The information, data and analysis furnished in this document are disclosed for information purposes only.
They do not amount to any type of recommendation, either general or tailored to the personal circumstances of
any person. Unless specifically stated otherwise, all price information is indicative only. No entity of the Pictet
Group may be held liable for such information, nor does it constitute an offer or an invitation to buy, sell or
subscribe to securities or other financial instruments. The information contained herein is not the result of
either financial analysis within the meaning of the Swiss Bankers Association’s Directives on the Independence
of Financial Research or of investment research for the purposes of the relevant EU MiFID provisions. All
information and opinions expressed in this document were obtained from sources believed to be reliable and
in good faith, but no representation or warranty, express or implied, is made as to their accuracy or
completeness.

Except for any obligations that any entity of the Pictet Group might have towards the addressee, the addressee
should consider the suitability of the transaction to individual objectives and independently assess with a
professional advisor the specific financial risks as well as legal, regulatory, credit, tax and accounting
consequences.

Furthermore, the information, opinions and estimates in this document reflect an evaluation at the date of
initial publication and may be changed without notice. The Pictet Group is not under any obligation to update
or keep current the information contained herein. If this document refers to the value and income of one or more
securities or financial instruments, it is based on rates from the customary sources of financial information,
which may fluctuate. The market value of financial instruments may vary on the basis of economic, financial or
political changes, currency fluctuations, the remaining term, market conditions, the volatility and solvency of
the issuer or the benchmark issuer. Some investments may not be readily realisable since the market in the
securities can be illiquid. Moreover, exchange rates may have a positive or negative effect on the value, the
price or the income of the securities or the related investments mentioned in this document. When investing in
emerging countries, please note that the political and economic situation in such countries is significantly less
stable than in industrialised countries, and they are much more exposed to the risks of rapid political change
and economic setbacks.

Past performance must not be considered an indicator or guarantee of future performance, and the addressees
of this document are fully responsible for any investments they make. No express or implied warranty is given
as to future performance. Moreover, forecasts are not a reliable indicator of future performance. The content
of this document may be read and/or used solely by its addressee. The Pictet Group is not liable for the use,
transmission or exploitation of the content of this document. Therefore, any form of reproduction, copying,
disclosure, modification and/or publication of the content is under the sole liability of the addressee of this
document, and no liability whatsoever will be incurred by the Pictet Group. The addressee of this document
agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information
reproduced in this document.

This document is issued by Banque Pictet & Cie SA. This publication and its content may be cited, provided
that the source is indicated. All rights reserved. Copyright 2021.

Distributor: Pictet & Cie (Europe) S.A., London branch (“Pictet London Branch”)

This is a marketing communication distributed by Pictet London Branch.

This document sets forth neither a personal recommendation tailored to the needs, objectives and financial
situation of any individual or company (investment advice as defined in the Financial Conduct Authority's
Handbook of rules and guidance (the “FCA Handbook™)), nor the results of investment research within the
meaning of the FCA Handbook. Moreover, it does not constitute an offer, or an invitation to buy, sell or subscribe
to securities or other financial instruments, nor is it meant as a proposal for the conclusion of any type of
agreement. Furthermore, this document should not be considered a suitability report as Pictet London Branch
has not received all the necessary information on the recipient to complete its suitability assessment, which
covers the recipient’s knowledge and experience, tolerance to risk, investment needs and the recipient’s ability
to absorb financial risk. Should its addressee decide to enter into any transaction in relation to a financial
product referred to herein, this will be under the addressee’s sole responsibility, and the suitability/
appropriateness of the transaction and other financial, legal and tax aspects should be assessed by an expert.
Any information contained in this document is disclosed for information purposes only, and neither the
producer nor the distributor can be held liable for any fluctuation in the price of the securities. No express or
implied warranty is given as to future performance. The opinions expressed reflect an objective evaluation of
information available to the general public, such as rates from customary sources of financial information. The
market value of securities mentioned may vary on the basis of economic, financial or political changes, the
remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. Moreover,
exchange rates may have a positive or negative effect on the value, the price or the income of the securities or
the related investments mentioned in this document. It is also expressly noted that forecasts are not a reliable
indicator of future performance, while past performance is not a reliable indicator of future results.

You should take investment decisions only when you fully understand the relevant financial product and the
risks involved. In particular, you must read the relevant product documentation (such as the issuance
programme, final terms, prospectus, simplified prospectus and key (investor) information document), as well
as Appendix 4: Risk Warnings Relating to Trading in Financial Instruments of the Terms and Conditions of Pictet
London Branch. Structured products are complex financial products and involve a high degree of risk. The
value of structured products depends not only on the performance of the underlying asset(s), but also on the
credit rating of the issuer. Furthermore, the investor is exposed to the risk of default of the issuer/guarantor.
In respect of any product documentation, including key information documents of Packaged Retail and
Insurance-based Investment Products (“KIDs”) and key investor information documents of Undertakings for
Collective Investment in Transferable Securities (“KIIDs”), please note that these may change without notice.
You should therefore ensure that you review the latest version of them prior to confirming to Pictet London your
decision to invest. If you have been provided with a link to access the respective KID/KIID/other product
document, you should click on the link immediately before confirming to Pictet London Branch your decision to
invest so that you can review the most recent version of the respective KID/KIID/other product document. If you
have not been provided with a link to access the relevant document, or if you are in any doubt as to what the
latest version of the respective KID/KIID/other product document is, or where it can be found, please ask your
usual Pictet London Branch contact.

Pictet London Branch is not the manufacturer of the product(s), and the KID/KIID/other product document is
provided by a third party. The KID/KIID/other product document is obtained from sources believed to be relia-
ble. Pictet London Branch does not make any guarantee or warranty as to the correctness and accuracy of the
data contained in the KID/KIID/other product document. Pictet London Branch may not be held liable for an
investment decision or other transaction made based on reliance on, or use of, the data contained in the KID/
KIID/other product document.

By subscribing to the product(s) proposed herein, you acknowledge that you have (i) received, in good time,
read and understood any relevant documentation linked to the product(s), including, where applicable, the
respective KID/KIID/other product document; (i) taken note of the product(s) restrictions; and (iii) met the
applicable subjective and objective eligibility conditions to invest in the product(s).

Pictet London Branch may, if necessary, rely on these acknowledgements and receive your orders to transmit
them to another professional or to execute them, according to the relevant clauses of your mandate, as well as
the Terms and Conditions of Pictet London Branch.

The content of this document may be read and/or used solely by its addressee. Any form of reproduction,
copying, disclosure, modification and/or publication in any form or by any means whatsoever is not permitted
without the prior written consent of Pictet London Branch, and no liability whatsoever will be incurred by Pictet
London Branch. The addressee of this document agrees to comply with the applicable laws and regulations in
the jurisdictions where they use the information provided in this document.

Pictet London Branch is a branch of Pictet & Cie (Europe) S.A.. Pictet & Cie (Europe) S.A. is a société anonyme
(public limited liability company) incorporated in Luxembourg and registered with the Luxembourg Registre de
Commerce et des Sociétés (RCS no. B32060). Its head office is at 15A, avenue J.F. Kennedy, L-2016
Luxembourg. Pictet London Branch is registered as a UK establishment with Companies House (establishment
number BR016925) and its UK establishment office address is Stratton House 6th Floor, London, 5 Stratton
Street, W1J 8LA.

Authorised and regulated by the Commission de Surveillance du Secteur Financier. Deemed authorised by the
Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation
by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based
firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial
Conduct Authority's website.

Distributors: Bank Pictet & Cie (Asia) Ltd (“BPCAL") in Singapore, 10 Marina Blvd #22-01 Tower 2, Marina Bay,
Financial Centre, Singapore 018983 and Pictet & Cie (Europe) S.A., Hong Kong branch (“Pictet HK branch”) in
Hong Kong. The registered address of Pictet HK branch is 9/F, Chater House, 8 Connaught Road Central, Hong
Kong.

The information, tools and material presented in this document are provided for information purposes only and
are not to be used or considered as an offer, an invitation to offer or solicitation to buy, sell or subscribe for any
securities, commodities, derivatives, (in respect of Singapore only) futures, or other financial instruments
(collectively referred to as “Investments”) or to enter into any legal relations, or as advice or recommendation
with respect to any Investments. This document is intended for general circulation and is not directed at any
particular person. This document does not have regard to the specific investment objectives, financial
situation and/or the particular needs of any recipient of this document. Investors should seek independent
financial advice regarding the appropriateness of investing in any Investments or adopting any strategies
discussed in this document, taking into account the specific investment objectives, financial situation or
particular needs of the investor, before making a commitment to invest.

BPCAL/Pictet HK branch has not taken any steps to ensure that the Investments referred to in this document
are suitable for any particular investor, and accepts no fiduciary duties to any investor in this regard.
Furthermore, BPCAL/Pictet HK branch makes no representations and gives no advice concerning the
appropriate accounting treatment or possible tax consequences of any Investment. Any investor interested in
buying or making any Investment should conduct its own investigation and analysis of the Investment and
consult its own professional adviser(s) about any Investment, including the risks involved with transactions on
such Investment.

This document is not to be relied upon in substitution for the exercise of independent judgment. The value and
income of any Investment mentioned in this document may fall as well as rise. The market value may be
affected by, among other things, changes in economic, financial, political factors, time to maturity, market
conditions and volatility, and the credit quality of any issuer or reference issuer. Furthermore, foreign currency
rates of exchange may have a positive or adverse effect on the value, price or income of any Investment
mentioned in this document. Accordingly, investors must be willing and able to, and effectively assume all
risks and may receive back less than originally invested.

Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, expressed or implied, is made by BPCAL/Pictet HK branch regarding future
performance.

This document does not constitute the investment policy of BPCAL/Pictet HK branch, or an investment
recommendation, and merely contains the different assumptions, views and analytical methods of the
analysts who prepared them. Furthermore, the information, opinions and estimates expressed herein reflect a
judgment at its original date of publication and are subject to change without notice and without any obligation
on BPCAL/Pictet HK branch to update any of them. BPCAL/Pictet HK branch may have issued or distributed
other reports or documents that are inconsistent with, and reach different conclusions from, the information
presented in this document.

While the information and opinions presented herein are believed to be from sources considered to be reliable,
BPCAL/Pictet HK branch is not able to and does not make any representation or warranty as to their accuracy
or completeness. Accordingly, BPCAL/Pictet HK branch accepts no liability for any loss arising from the use of
or reliance on this document, which is presented for information purposes only. BPCAL/Pictet HK branch
reserves the right to act upon or use any of the information in this document at any time, including before its
publication herein.

BPCAL/Pictet HK branch and its affiliates (or employees thereof) may or may not have long or short positions
in, and buy or sell, or otherwise have interest in, any of the Investments mentioned herein, and may or may not
have relationships with the issuers of or entities connected with Investments mentioned in this document.
BPCAL/Pictet HK branch and their affiliates (or employees thereof) may act inconsistently with the information
and/or opinions presented in this document.

The information used to prepare this document and/or any part of such information, may have been provided
or circulated to employees and/or one or more clients of BPCAL/Pictet HK branch before this document was
received by you and such information may have been acted upon by such recipients or by BPCAL/Pictet HK
branch.

This document is provided solely for the information of the intended recipient and should not be reproduced,
published, circulated or disclosed in whole or in part to any other person without the prior written consent of
BPCAL/Pictet HK branch.
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Singapore

This document is not directed to, or intended for distribution, publication to or use by, persons who are not
accredited investors, expert investors or institutional investors as defined in section 4A of the Securities and
Futures Act (Cap. 289 of Singapore) (“SFA”) or any person or entity who is a citizen or resident of or located in
any locality, state, country or other jurisdiction where such distribution, publication, availability or use would
be contrary to law or regulation or would subject BPCAL and any of its affiliates or related corporations to any
prospectus or registration requirements.

BPCAL has obtained an exemption from the Monetary Authority of Singapore (“MAS”) under section 100(2) of
the Financial Advisers Act (“FAA”) for the provision of financial advisory services to High Net Worth Individuals
(as defined in the MAS Guidelines on Exemption for Specialised Units Serving High Net Worth Individuals
FAA-GO7) (the “Exemption”) and is exempted from the requirements of sections 25, 27, 28 and 36 of the FAA,
the MAS Notice on Recommendations on Investment Products (FAA-N16), MAS Notice on Appointment and Use
of Introducers by Financial Advisers (FAA-N02), MAS Notice on Information to Clients and Product Information
Disclosure (FAA-N03) and MAS Notice on Minimum Entry and Examination Requirements for Representatives
of Licensed Financial Advisers and Exempt Financial Advisers (FAA-N13).

Please contact BPCAL in Singapore in respect of any matters arising from or in connection with this document.
Hong Kong

This document is not directed to, or intended for distribution, publication to or use by, persons who are not
“professional investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of the Laws
of Hong Kong) and any rules made thereunder (the “SFO”) or any person or entity who is a citizen or resident of
or located in any locality, state, country or other jurisdiction where such distribution, publication, availability
or use would be contrary to law or regulation or would subject Pictet HK branch and any of its affiliates or
related corporations to any prospectus or registration requirements.

Pictet & Cie (Europe) S.A. is incorporated in Luxembourg with limited liability. It is an authorised institution
within the meaning of the Banking Ordinance and a registered institution (CE No.: AQ515) under the SFO
carrying on Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management)
regulated activities.

Warning: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You
are advised to exercise caution in relation to the offer. If you are in any doubt about any of the contents of this
document, you should obtain independent professional advice. Please contact Pictet HK branch in Hong Kong
in respect of any matters arising from, or in connection with this document.

Distributor: Pictet Bank & Trust Limited, whose registered office is located at Building 1, Bayside Executive
Park, West Bay Street & Blake Road, Nassau, New Providence, The Bahamas.

The document is not directed to, or intended for distribution or publication to or use by persons who are not
Accredited Investors (as defined in the Securities Industry Regulations, 2012) and subject to the conditions set
forth in the Securities Industry Regulations, 2012 or to any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or
use would be contrary to law or regulation or would subject Pictet Bank & Trust Limited to any prospectus or
registration requirements. Pictet Bank & Trust Limited is incorporated in The Bahamas with limited liability. It
is a bank and trust company that is licensed in accordance with the Banks and Trust Companies’ Regulation
Act and is regulated by the Central Bank of The Bahamas. Additionally, Pictet Bank & Trust Limited is
registered with the Securities Commission of The Bahamas as a Broker Dealer I and is approved to (i) Deal in
Securities 1.(a) & (c); (ii) Arrange Deals in securities; (iii) Manage Securities; (iv) Advise on Securities.
Warning: The content of this document has not been reviewed by any regulatory authority in The Bahamas. You
are therefore advised to exercise caution when processing the information contained herein. If you are in any
doubt about any of the content of this document, you should obtain independent professional advice.
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