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The ultimate goal for endowment portfolios is to achieve intergenerational equity, meaning the portfolio should provide

a similar level of support to future generations as it does to the present. In practical terms, it means that the longer-
term investment returns (typically 10+ years) need to meet or exceed the spending rate plus an appropriate inflation
measurement.

Historical data shows that achieving this objective is very difficult. One of the key determinants of whether an endowed
portfolio achieved intergenerational equity over the past 25 years was the level of private investments in the portfolio,
which offers the potential for higher returns than their public market equivalents, in addition to diversification and vola-
tility dampening.
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We examine why private capital can be a viable component
of an institution’s investment program, how to size an allo-
cation appropriately, and what governance and implementa-
tion considerations matter most.

THE RETURN CHALLENGE FOR ENDOWMENTS

While larger endowments are more often in the spotlight,
institutions with smaller endowments (under $250M in
assets) comprise roughly half of higher education institu-
tions, according to NACUBO-Commonfund Study of Endow-
ments (NCSE) data.

As seen in the chart below, endowments under $50 million
reported a 10-year average annual net return of 7.5 percent
and a 25-year average annual net return of 5.7 percent,
against average spending rates of approximately 4.6 percent
as of June 30, 2025. When long-term inflation of approx-
imately 2.5-3.1 percent is added to spending rates, many
smaller institutions face a meaningful gap between required
total returns and actual performance. When using the
Higher Education Price Index (HEPI) as a benchmark - which
historically trends higher than CPI - the gap is even larger.

10-YEAR AND 25-YEAR RETURNS COMPARED TO INFLATION
ADJUSTED SPEND

Numbers in percent (%)

N W U1 N 0O

Under
$50M

$51M-
$100M

$10IM-  $25TM-  $501M-  $1B- Over
$250M  $500M $1B $5B $5B

W 10-Vr Return

[ 25-Yr Return
=« Spending + 10-Yr CPI 3.06
== Spending + 25-Yr CP| 2.52

Source: 2025 NACUBO-Commonfund Study of Endowments (NCSE).
10-year and 25-year annualized net returns as of June 30, 2025.
10-year annualized CPI (BLS CPI-U): 3.06%. 25-year annualized CPI:
2.52%.

A key driver of this gap can be portfolio composition. Larger
endowments have historically allocated a greater share of
assets to private markets—private equity, private credit,
venture capital, and real assets—and have benefited from
the illiquidity premium those asset classes can provide.
Smaller endowments, by contrast, tend to maintain higher
concentrations in public equities and fixed income, limiting
access to potential return enhancement over full market
cycles. For example, FY2025 data shows that the largest
endowments allocated 32 percent to private asset classes,
compared with 3.4 percent for the smallest.

ASSET ALLOCATION BY ENDOWMENT SIZE
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Source: 2025 NACUBO-Commonfund Study of Endowments (NCSE).

The 2025 Commonfund Study of Independent Schools and
the 2024 Council on Foundations-Commonfund Study of
Foundations document similar patterns: smaller institutions
across these segments are systematically underweight
private markets relative to their larger peers.
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THE ROLE OF PRIVATE CAPITAL
IN A LONG-TERM PORTFOLIO

Private capital—encompassing private equity, private credit,

venture capital, secondaries, and real assets—can serve
multiple portfolio construction objectives:

* Enhanced long-term return potential through the illiquid-
ity premium, which has historically ranged from approx-
imately 2-4 percent over comparable public market
equivalents, though returns are highly manager-depen-
dent and not guaranteed.

« Diversification and reduced correlation to public equity
markets over full market cycles.

* Income generation and inflation sensitivity through real
assets and private credit.

* Reduced short-term mark-to-market volatility, which can
support governance stability.

Even modest target allocations—typically in the range of
15-20 percent of the total portfolio—can provide meaningful
benefits over time, provided the allocation is sized appropri-
ately relative to each institution’s specific liquidity profile.
Below, we highlight the excess return captured over the long
run by institutions with over 20 percent allocation to private
investments.

STRONG CORRELATION BETWEEN
PERFORMANCE & ILLIQUID ALLOCATIONS
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Source: 2025 NACUBO-Commonfund Study of Endowments (NCSE).
Illiquid allocations include private equity, venture capital, secondaries,
private debt, private real estate, private energy and infrastructure, and
other private real assets as reported in the 2025 NCSE.

It isimportant to note that private market returns are

highly dispersed. Top-quartile managers have historically
generated a disproportionate share of total private market
outperformance. Manager selection and consistent access
to high-quality managers are therefore critical determinants
of outcomes—a factor that meaningfully affects the imple-
mentation approach smaller institutions should consider. As
the chart below illustrates, top-quartile managers delivered
IRRs 10.9%-18.8% higher than bottom-quartile managers
across 2013-2022 vintage years.

MANAGER SELECTION IS KEY TO CAPTURING
OUTPERFORMANCE
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Source: MSCI Private Capital Intel. Data as of September 30, 2025.
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DETERMINING THE OPTIMAL ALLOCATION:
NEED, ABILITY, AND WILLINGNESS

For all endowments and foundations evaluating private capi-

tal, we recommend working through three key questions.
These assessments go beyond the portfolio size.

Need

How much additional return do you require beyond what
public markets are expected to deliver? Quantify the gap
between your return target and forward-looking public
market assumptions.

Ability

How much illiquidity can your institution realistically
absorb? Assess spending requirements, cash reserves,
and capital call obligations under stress scenarios.

Willingness

Does your board or investment committee have the
conviction and patience to build a diversified, multi-
vintage private program? Education and transparent
reporting are essential.

Need

Start by quantifying the gap between your long-term return
target and forward-looking public market return expecta-
tions. If your spending policy, inflation assumptions, growth
and fee drag collectively require a net return of, for exam-
ple, 6.5-7.0 percent, and your public market portfolio is
expected to deliver approximately 6.0 percent over the long
run, the difference represents a quantifiable shortfall that
private capital may help address.

Ability

An honest evaluation of spending requirements, cash
reserves, gift flow patterns, and potential exposure to simul-
taneous market drawdown, elevated spending, and capital
call activity. The goal of this stress-testing exercise is to
determine what level of illiquidity the institution can absorb
without becoming a forced seller of assets at inopportune
times.

Willingness

Even where the need is clear and the ability is present,
private capital requires genuine, sustained conviction from
a board or investment committee. Building a diversified,
multi-vintage private program typically takes seven to ten
years. A committee that lacks full commitment increases
the risk of inconsistent decision-making at precisely the
wrong moments in the cycle. Education, transparent report-
ing, and a clearly articulated private markets philosophy

are essential to building and sustaining that conviction over
time.

IMPLEMENTATION CONSIDERATIONS FOR SMALLER
INSTITUTIONS

Institutions commonly raise several valid concerns when
evaluating private capital, including manager access, fee
structures, operational complexity, internal resource and
staffing constraints, and cash-flow management. These are
legitimate considerations and addressing them thoughtfully
is part of sound implementation.

Partnering with an outsourced provider can mitigate many
of the challenges institutions face. Providers can deliver
support across manager due diligence, fee negotiation,
commitment pacing and cash-flow planning, operational
and reporting infrastructure, and investment committee
education — helping institutions build and sustain a private
capital program with institutional-grade discipline.



https://www.commonfund.org/blog/considerations-for-smaller-institutions-seeking-ocio
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CONCLUSION

Private capital is no longer an asset class accessible only
to the largest institutional investors. For all endowments
and foundations, it represents a strategic tool that can
help bridge the gap between required spending rates and
constrained public market return expectations.

The decision to allocate to private markets should be
grounded in a rigorous assessment of need, ability, and will-
ingness—with careful attention to manager selection, port-
folio construction, and liquidity management. Implemented
with discipline and appropriate governance, a private capital
program can expand long-term growth opportunities and
help institutions better support their missions.

To learn more about Commonfund'’s approach to private
capital for endowments and foundations, please contact
your Commonfund relationship manager or visit
www.commonfund.org.



http://www.commonfund.org
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Important Notes

Certain information contained herein has
been obtained from or is based on third-party
sources and, although believed to be reliable,
has not been independently verified. Such
information is as of the date indicated, if
indicated, may not be complete, is subject to
change and has not necessarily been updated.
No representation or warranty, express or
implied, is or will be given by The Common
Fund for Nonprofit Organizations, any of

its affiliates or any of its or their affiliates,
trustees, directors, officers, employees or
advisers (collectively referred to herein as
“Commonfund”) or any other person as to the
accuracy or completeness of the information
in any third-party materials. Accordingly,
Commonfund shall not be liable for any direct,
indirect or consequential loss or damage
suffered by any person as a result of relying
on any statement in, or omission from, such
third-party materials, and any such liability is
expressly disclaimed.

All rights to the trademarks, copyrights, logos
and other intellectual property listed herein
belong to their respective owners and the use
of such logos hereof does not imply an affili-
ation with, or endorsement by, the owners of
such trademarks, copyrights, logos and other
intellectual property.

To the extent views presented forecast market
activity, they may be based on many factors
in addition to those explicitly stated herein.
Forecasts of experts inevitably differ. Views
attributed to third-parties are presented to
demonstrate the existence of points of view,
not as a basis for recommendations or as
investment advice. Market and investment
views of third-parties presented herein do not
necessarily reflect the views of Commonfund,
any manager retained by Commonfund to
manage any investments for Commonfund
(each, a "Manager") or any fund managed

by any Commonfund entity (each, a “Fund"”).
Accordingly, the views presented herein may
not be relied upon as an indication of trading
intent on behalf of Commonfund, any Manag-
er or any Fund.

Statements concerning Commonfund's views
of possible future outcomes in any investment
asset class or market, or of possible future
economic developments, are not intended,
and should not be construed, as forecasts or
predictions of the future investment perfor-
mance of any Fund. Such statements are also
not intended as recommendations by any
Commonfund entity or any Commonfund
employee to the recipient of the presenta-
tion. It is Commonfund'’s policy that invest-
ment recommendations to its clients must
be based on the investment objectives and
risk tolerances of each individual client. All
market outlook and similar statements are
based upon information reasonably available
as of the date of this presentation (unless an
earlier date is stated with regard to particular
information), and reasonably believed to be
accurate by Commonfund. Commonfund
disclaims any responsibility to provide the
recipient of this presentation with updated
or corrected information or statements. Past
performance is not indicative of future results.
For more information, please refer to Import-
ant Disclosures.
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