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Calendar year 2018 was a difficult year for “endowment model” portfolios, which we define 

generally as globally diversified portfolios seeking long-term success by embracing both 

traditional and alternative strategies that include liquid and illiquid instruments. So was the 

fiscal year ended June 30, 2018, during which the performance of most endowments 

lagged a simple 60/40 mix. In fact, for the 10 years ending June 30, 2018, the relative and 

absolute strength of the US equity market has called the “endowment model” into question. 

Over that period, a 60/40 mix of the S&P 500 Index and the Bloomberg Barclays US 

Aggregate Bond Index outperformed most endowments, returning 8.1% per annum vs 

6.7% per annum for the average Ivy League endowment, according to a study cited in 

Institutional Investor. The study shows that the US-centric 60/40 mix outperformed every 

Ivy school during that period. The recent decade’s return for the US-centric 60/40 mix 

exceeded the same portfolio’s return over the prior 10 years (that is, ending in mid-2008) 

by 3.5% per annum. We believe that US stocks will struggle to keep up with their pace over 

the last decade, and thus forward returns for the US-centric 60/40 mix are unlikely to keep 

up with the last 10 years. For us to be proven wrong, bond yields would also have to drop 

another 1% (to 1.75%) in the next 10 years, which we think is highly unlikely.  

 

US stocks did have a few unique advantages over non-US stocks during the past decade, 

the most important being that starting values were quite attractive near the beginning of the 

period. Even with the steep decline in US stocks from July 1, 2008 (gratis the ’08-‘09 

financial crisis), the S&P 500 returned 10.2% per annum over the decade. Obviously, if one 

had had the intestinal fortitude to buy stocks as the market was plunging and the wisdom to 

hold onto them, the subsequent gains would have been large. 

 

Other capital market return patterns during the decade ending June 30, 2018, are worth 

noting. In that period, US stocks led global market returns by a significant margin. While the 

S&P 500 delivered 10.2% per annum, the MSCI All Country World Index (ACWI), which 

includes the US and the rest of the world, returned 5.8% per annum. The ACWI ex US 

Index returned just 2.5% per annum, and the MSCI Emerging Markets (EM) Index returned 

a mere 2.3% per annum. Some would argue that these results reflect the natural order of 

things and that we should all invest accordingly. Furthermore, US growth stocks posted 

even better returns in this period: the Russell 1000 Growth Index returned 11.8% per 

annum vs. 8.5% for Russell’s value equivalent. Again, many folks believe it always has been 

and always will be this way. History reminds us, however, that the only constant is change. 

In fact, the latest 10-year period was starkly different from the immediately preceding one. 

During that prior decade (July ’98 through June ’08), the MSCI EM index posted nearly 

14.6% annualized returns vs. only 2.9% per annum for the S&P 500. Non- US stocks 

(ACWI ex US), including emerging markets, gained 7.4% during the same period. Similarly, 

returns on value stocks in the US of 4.9% per annum handily exceeded the <1% 
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annualized returns of growth stocks over that particular decade. Our takeaway from all this 

is simply that capital markets change, and it’s possible that today’s leaders are tomorrow’s 

laggards.  

 

In such an ever-changing environment, an investor has a range of options--go passive and 

index, try to time different markets or factors in passive vehicles, or to try to earn returns 

above the passive benchmarks by investing actively and partnering with what you believe 

to be the best managers in the world. You can select external investment firms to exercise 

these different approaches or try to pursue them yourself. At TIFF, we believe the choice to 

invest actively alongside superior active managers makes the most sense when, but only 

when, you have access to the resources necessary to do so at a high level  

When searching for managers who can consistently add “alpha,” or index-beating returns, 

we believe that the narrower the decision and the more localized the knowledge needed to 

make an alpha-generating investment decision, the higher the probability of active 

management outperforming becomes. For example, every investor can decide to allocate 

capital between the US and the rest of the world. That’s a big, wide decision, and there are 

passive investment vehicles to implement this decision. It can be done in essentially infinite 

scale. If one chooses to invest in Europe, a somewhat narrower decision can be made to 

concentrate in a particular European country. From there, one can choose a preferred 

sector and target market cap size, growth or value, and so on, all the way down to the very 

narrow and precise question of which individual securities to select.  

 

This last decision is the one in which we believe a skilled and informed investor has the best 

chance to outperform most often and, therefore, has the best chance to add alpha to a 

portfolio. If an organization has the skills and resources to ferret out such investors (an 

admittedly difficult task), partner with them, and combine them in a portfolio that is 

diversified across the globe with a focus on geographies/markets having less inherent 

competition, then over time we believe alpha can be generated. Unfortunately, individual 

manager alpha often comes in bunches as a particular investment thesis bears fruit or as 

other investors gravitate to the same stocks. You don’t get to choose when this happy 

result will take place, unfortunately. So, in some years more of your managers will 

outperform while in other years more will underperform. We try to maintain a reasonably 

balanced portfolio so that the good and bad years are not too extreme and that, over time, 

they will generally be net positive.  

 

So far, you have heard here only about stocks, because equity-oriented assets represent 

about 70% of TIFF’s comprehensive portfolios and are the asset class that we believe 

contributes the most over time to returns. Stocks won’t always do so, of course, and they 

may lag benchmarks such as CPI + 5% per annum for long periods. If you remain 

sufficiently diversified, however, we believe over time equities give you the best opportunity 



TIFF INSIGHTS  
 
 

 

© 2019 TIFF Advisory Services, Inc. and TIFF Endowment Asset Management, LLC. All rights reserved.   

May not be reproduced or distributed without permission. 
 

to achieve your goal. This underscores why a long-term investment focus is so important. 

An annual study by Dalbar found that, for the 20-year period ended 2016, the average 

equity fund holder underperformed the S&P 500 by 2.89% per annum (7.68% vs 4.79%). 

According to the study, investors who try to time the market are less successful than those 

who stay the course. That is why we generally try to partner with great managers for many 

years.  

 

The past calendar year was a tough one for globally diversified stock investors, especially 

those with a value tilt. The 2018 reversal of strong returns from 2017 was somewhat 

unusual; the spread between different sorts of stocks was large and changed abruptly 

during 2018. Virtually every global equity market lost ground (except Qatar and Saudi 

Arabia), leaving almost nowhere to hide. Ten-year Treasury bonds similarly lost ground, 

even after a recovery in the fourth quarter (the Citigroup 10-Year Treasury Index rose 3.9% 

during the quarter). The US dollar advanced versus most foreign currencies, exacerbating 

the return shortfall of foreign stocks held by US investors. Furthermore, commodities 

generally lost ground, as did REITs and hedge funds. About the only thing that gained 

during the year was US dollar cash and private equity. If you were invested in private 

equity, you had a chance to make a respectable positive return, but that was about it. This 

almost complete lack of profitable options for investors over a calendar year was unusual. 

The cause? Nobody really knows for sure, but strong suspects include the slowdown in the 

global economy, a tightening of the global money supply, and an increase in political 

uncertainty, particularly around trade.  
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All investments involve risk, including possible loss of principal.   

Not all strategies are appropriate for all investors.  There is no guarantee that any particular asset allocation or 

mix of strategies will meet your investment objectives.  Diversification does not ensure a profit or protect against 

a loss. 

One cannot invest directly in an index, and unmanaged indices do not incur fees and expenses. 

This article is being provided for informational purposes only and constitutes neither an offer to sell nor a 

solicitation of an offer to buy securities. Offerings of securities are only made by delivery of the prospectus or 

confidential offering materials of the relevant fund or pool, which describe certain risks related to an investment 

in the securities and which qualify in their entirety the information set forth herein. Statements made herein may 

be materially different from those in the prospectus or confidential offering materials of a fund or pool.  

This article is not investment or tax advice and should not be relied on as such.  TIFF Advisory Services, Inc. 

(“TAS”) specifically disclaims any duty to update this article.  Opinions expressed herein are those of TAS and 

are not a recommendation to buy or sell any securities.  

This article may contain forward-looking statements relating to future events. In some cases, you can identify 

forward-looking statements by terminology such as “may,” “will,” “should,” “expect,” “plan,” “intend,” 

“anticipate,” “believe,” “estimate,” “predict,” “potential,” or “continue,” the negative of such terms or other 

comparable terminology. Although TAS believes the expectations reflected in the forward-looking statements 

are reasonable, future results cannot be guaranteed.  Except where otherwise indicated, all of the information 

provided herein is based on matters as they exist as of the date of preparation and not as of any future date, 

and will not be updated or otherwise revised to reflect information that subsequently becomes available, or 

circumstances existing or changes occurring after the date hereof. 

 

 

 


