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1 National Association of College and University Business Officers.

College and university endowments 
view investment performance relative to 
peers as an important metric of success. 
Using the annual NACUBO1 Endowment 
Study as a benchmarking tool, some 
institutions target performance in line 
with their academic peers. On occasion, 
these or similar goals are incorporated into 
investment policy statements.

In this report, we revisit a study we originally 
published in 2001 that examined the 
challenges associated with consistently 
outperforming in the NACUBO study. We 
provide updated analysis within the context 
of a more competitive landscape, one in 
which the performance spread between 
endowments has narrowed considerably.
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E X E C U T I V E  S U M M A R Y

•  Across the decade beginning in 
2000, less than 10% of endowments 
tracked achieved top-half performance 
every year. Although more evidence 
exists that endowments can outperform 
their peers over long time periods, 
the odds are still unattractive for 
most institutions.

•  The playing field for top-half 
performance is getting more 
competitive as more institutions adopt 
the endowment model approach for 
asset allocation. The interquartile range, 
defined as the difference between the 
75th and 25th percentiles, has narrowed 
considerably over the past decade.

•  Pavilion strongly recommends 
that endowments steer clear of 
incorporating peer-relative ranking 
mandates into their investment policy 
statements. Too many variables 
are involved to distill performance 
into one measure, and too much is 
unknown about institutions’ particular 
circumstances when evaluating 
these results.

•  We also recommend that institutions 
employ a healthy dose of caution 
when evaluating peer-relative ranking 
results. The playing field has become so 
competitive that targeting consistent 
outperformance is a fool’s errand.
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A  R E F R E S H E R  O N  E N D O W M E N T  G O A L S

The primary performance objective for college and university endowments is to 
achieve a total rate of return sufficient to meet operating needs while preserving 
the purchasing power of future generations. To assist endowments with this 
broad objective, most institutions have adopted several narrower goals, including 
the following:

• Absolute goals

• Policy index outperformance

• Peer-relative goals

Through these measures, institutions aim to improve the likelihood of meeting spending 
goals and to optimize the performance of their investment offices.

Absolute Goals

Through absolute goals, institutions aim to achieve a total rate of return that exceeds 
the sum of their spending needs and inflation growth plus a nominal factor for growth. 
Figure 1 illustrates an absolute return goal for a hypothetical institution.

Figure 1. Hypothetical Absolute Return Goal

Component %

Spending/distribution rate 5.0

Inflation* 2.2

Growth target 0.8

Absolute return goal 8.0%

Once an absolute return goal has been established, investment committees can 
ascertain the risks associated with meeting it.

Policy Index Outperformance

A policy index is a mix of benchmarks representing the targeted underlying strategic 
asset allocation. It provides a benchmark return for the portfolio. Performance can 
differ from the policy due to differences in asset allocation and manager performance.

Peer-Relative Goals

Peer-relative goals were designed to augment absolute goals. Historically, one critique 
of absolute goals (before the Great Recession of 2008 and 2009) was that they were 
too easy to achieve. When we published our previous report on this topic in 2001, the 
median return for institutions participating in the NACUBO Endowment Study was 13.9% 
in the 1980s and 12.8% in the 1990s. Peer-relative goals became a more stringent 
measure of success.

 Some institutions use 
Commonfund’s Higher 
Education Price Index (HEPI) 
as an estimate for inflation. 
The HEPI increased by 3.7% 
in 2017.
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O D D S  O F  B E A T I N G  T H E  P A C K 
C O N S I S T E N T LY

What are the odds of an endowment being able to consistently outperform its peers? 
To assess this, we updated our 2001 report, which analyzed results from the 1980s and 
1990s. This report focuses on NACUBO returns from 2000 to 2009.2 Our goal was to 
determine whether outperformance of top performers persisted across periods. In 
other words, how likely is it that an endowment will outperform in a given period and also 
in subsequent periods?

Figure 2 highlights one of our findings. Only seven endowments, or 1.6% of institutions, 
were able to achieve top-half performance across every year of the 2000s. No 
endowment ranked in the top quartile in every fiscal year of this period. From a strictly 
mathematical perspective, the likelihood of top-half performance every year is 0.1%, 
calculated as 0.5 to the tenth power.
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Similarly, we saw very little evidence of persistent outperformance for endowments that 
ranked in the top half of institutions for multiple years across the decade. For example, 
185 institutions ranked in the top half in six or more years. This equates to 43% of the 
429 institutions measured, slightly lower than the incidence one would expect based on 
a coin toss alone.

2  NACUBO results were based on fiscal years ending June 30, so our analysis of the 2000s extended from June 30, 2000, 
to June 30, 2009.

Figure 2. Frequency of Top-Half Performance in 2000s (429 institutions)
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Our analysis appears to show greater persistence in returns using this approach. 
As highlighted in Figure 3, 45% of top-quartile performers in years one through three 
were top-quartile performers again in years four through six. With no persistence in 
returns, one would have expected only 25% of top-quartile-performing endowments to 
replicate this success in the subsequent three-year period. Interestingly, persistence 
also existed for the second, third and fourth quartiles but was not as strong.

However, keep in mind that a degree of persistence was built into our approach. For 
example, an institution that ranked in the top quartile for the 2000–2002 and 2003–
2005 periods had a higher probability of ranking in the top quartile in the 2001–2003 and 
2004–2006 periods. In this light, the odds look far less appealing. Even with this tailwind 
incorporated into our approach, 55% of top performers were unable to replicate 
outperformance in the next three-year period. Results from the 2000s roughly mirrored 
those of the 1980s and 1990s.

O U T P E R F O R M I N G  O V E R  L O N G E R 
T I M E   P E R I O D S

Most investment committees do not expect their managers to outperform their peers 
every year. In fact, most recognize that targeting annual outperformance can actually 
hinder long-term outperformance. Given this, what is the likelihood that endowments 
can outperform their peers over three-year periods, a more common goal? Here, we 
saw evidence that some endowments can consistently beat the pack.

We broke the 2000s decade into a series of rolling three-year periods and assessed 
the performance of top-quartile-performing endowments in subsequent three-year 
periods. For example, for firms that achieved top-quartile performance between 2000 
and 2002, did they replicate this between 2003 and 2005? We then compiled these 
results across the decade.

Years 1-3 Years 4-6

100%

75%

50%

25%

0%

55%

45%
25%

First 
quartile

First 
quartile

All other 
quartiles

Figure 3. Persistence Over Consecutive Rolling Three-Year Periods
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O U T P E R F O R M A N C E  I N  A N  E R A  O F 
N A R R O W I N G   S P R E A D S

Complicating the challenge of consistently beating the pack has been the compression 
of performance spreads over the past 12 years. Over this period, the interquartile 
spread, defined as the differential between the 75th and 25th percentiles, has been cut 
in half. As shown in Figure 4, the interquartile range for one-year returns declined from 
4.5% in 2006 to 2.6% in 2017. Similarly, the range for 10-year annualized returns declined 
from 2.2% to 0.8% over the same time period.
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0.0%
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Figure 5 illustrates how this can impact an endowment, using a hypothetical endowment 
that is trailing the threshold for achieving top-quartile performance on the 10-year 
annualized return by 75 basis points. In 2006, this would have placed this endowment 
squarely in the second quartile, 40 basis points above the median.

Figure 4. Declining Interquartile Ranges Based on NACUBO Study, 10-Year Annualized

Figure 5. Performance With Tightening Spreads (10-Year Annualized Returns)



8

By 2017, trailing the first quartile breakpoint by 75 basis points would have put this 
endowment in the third quartile. And it would only be 10 basis points above the 
breakpoint for the fourth quartile.

Viewed from another perspective, the compression of performance spreads might 
actually make it easier for institutions to outperform the pack. Since it now takes less 
outperformance in the form of alpha to outperform, a well-crafted strategy may enable 
smaller institutions to vault into the top quartile. Regardless, it is safe to say that 
institutions focused on achieving top-half or top-quartile performance now have little 
margin for error.
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S M A L L E R  I N S T I T U T I O N S  C L O S E  T H E  G A P

A significant factor in this performance compression is the convergence in returns 
between large and small institutions. Large institutions are defined by NACUBO as 
endowments with more than $1 billion in assets under management. Small institutions 
are defined as endowments with less than $100 million in assets under management. 
As shown in Figure 6, the spread has declined from 3.7% in 2006 to 0.4% in 2017.
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Note:  Small institutions’ returns were calculated by averaging the returns for three 
categories: under $25 million, $25 million to $50 million and $51 million to $100 million.

Smaller endowments have been buoyed by strong public equity markets. Since March 
2009, the S&P 500 is up 15.4% on an annualized basis. With 55% invested in public 
equities (versus 32% for large institutions) according to the most recent NACUBO study, 
smaller institutions have disproportionally benefited from the run-up in public equities.

Other factors are likely also at work. For example, over the last decade, we’ve witnessed 
a convergence toward the endowment model for asset allocation, with more institutions 
tilting their asset allocations toward greater exposure to alternatives, Consequently, 
alternatives are no longer the differentiator they were in the early 2000s.

Figure 6. Narrowing of Large and Small Endowment Spreads (Spread Based on 
10-Year Annualized Returns)
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I M P L I C A T I O N S  F O R  I N V E S T M E N T 
C O M M I T T E E S

At Pavilion, we recognize that peer-relative rankings have become 
part of the endowment investing culture. Every year, when NACUBO 
releases the results of its study, these rankings become a hot topic of 
discussion within the endowment community. Investment committees 
naturally ask, “How are my managers performing relative to the 
pack?” And perhaps, “Do I have the right talent in place to meet my 
institution’s goals?” These questions have obvious career implications 
for investment professionals.

As we have sought to illustrate in this paper, beating the pack 
over shorter time periods is a dubious proposition at best. Few 
endowments consistently post top-quartile or top-half performance 
on an annual basis. Though we did find stronger evidence of 
outperformance over longer time periods, few institutions were able 
to accomplish this.

As the study of behavioral finance has illuminated, we humans have 
an aversion to ambiguity and a desire to simplify complex concepts. 
In this light, ranking endowments’ performance is a predictable 
attempt to bring order and meaning to a challenging exercise. 
Although evaluating endowment performance is not necessarily 
overly complicated, it does require a variety of inputs specific to 
institutions, most of which are unknown to the broader endowment 
community. For example, what percentage of operating spending 
does endowment spending represent? What level of variability in 
returns is prudent for the endowment?

We remain firmly committed to the principle that peer-relative 
rankings have no place in investment policy statements. Too many 
variables are involved to distill performance into one measure, and 
too much is unknown about institutions’ particular circumstances 
when evaluating these results.

We also recommend that institutions employ a healthy dose of 
caution when evaluating peer-relative results, even when they are 
not incorporated into investment policy statements. Chasing the 
pack carries a high risk for most endowments, particularly institutions 
with less cushion to absorb the shocks of a market downturn. 
Overreaching for returns and peer-relative rankings, particularly 
at this point in the economic cycle, carries a significant risk of 
compromising institutions’ operating goals.
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A B O U T  U S 

Pavilion, a Mercer Practice supports the missions of higher 
education institutions, foundations, nonprofit health 
systems and religious organizations in an outsourced 
CIO, advisory or “à la carte” capacity. Our expertise in 
delegated solutions, alternative investments and portfolio 
construction allows the flexibility for a customized 
approach to individual clients’ needs. 

A B O U T  T H E  A U T H O R

Christopher Adkerson

Chris is a partner and serves as the Senior Director for 
Higher Education. Based in the St. Louis office, he advises 
endowments and foundations in outsourced CIO and 
traditional consulting capacities. He is a voting member of 
the Endowment and Foundation Investment Committee.

christopher.adkerson@mercer.com

+1 314 982 5717



IMPORTANT NOTICES

References to Mercer shall be construed to include Mercer LLC  
and/or its associated companies.

© 2019 Mercer LLC. All rights reserved.

This contains proprietary information of Mercer and is intended for 
the exclusive use of the parties to whom it was provided by Mercer. Its 
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 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.

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.

Past performance is no guarantee of future results. The value of 
investments can go down as well as up, and you may not get back the 
amount you have invested. Investments denominated in a foreign 
currency will fluctuate with the value of the currency. Certain 
investments, such as securities issued by small capitalization, foreign 
and emerging market issuers, real property and illiquid, leveraged or 
high-yield funds, carry additional risks that should be considered before 
choosing an investment manager or making an investment decision.

Investment management and advisory services for U.S. clients are 
provided by Mercer Investments LLC (Mercer Investments). Mercer 
Investments 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 Part 2A & 2B can be obtained by written 
request directed to:  Compliance Department, Mercer Investments, 701 
Market Street, Suite 1100, St. Louis, MO  63101.
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