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Some foundations have responded to the call of mission by increasing spending in response to exceptional needs 
created by COVID-19. But there is a trade-off: the potential erosion of endowment value over the long term. We 
surveyed what foundations are doing now and modeled potential future implications of higher spending today.  
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With the coronavirus pandemic exploding into a worldwide 
healthcare and economic crisis, we followed up our question-
naire about 2019—the focus of the 2019 Council on Foun-
dations–Commonfund Study of Investment of Endowments 
for Private and Community Foundations®—with a question 
about an action related to 2020: What changes has your foun-
dation made to spending in response to the virus? Most respon-
dents reported holding their effective spending rate steady: 
fifty-four percent of private foundations and 67 percent of 
community foundations said that at the time of taking the 
survey they had made no change to their spending rate in 
response to the pandemic. 

Among foundations changing their spending rate, those 
reporting increases were well in excess of those reporting 
decreases. Thirty-five percent of private foundations and 28 
percent of community foundations reported increasing their 
spending rate; just 6 percent of private foundations. Among 
community foundations, 28 percent said they increased 
their spending rate compared with just 3 percent reporting 
they decreased it. (Five percent of private foundations and 2 
percent of community foundations gave no answer or were 
uncertain.) 

As the accompanying table shows, 48 percent of private 
foundations with assets over $500 million reported increas-
ing their spending rate, while just 3 percent decreased it. In 
the same size cohort, 40 percent of community foundations 
said they increased their rate, 60 percent held it steady and 
none reduced it. As data in the table show, the majority 
of respondents in the other two size cohorts reported no 
change.

We should note that the question about 2020 spending 
asked respondents to report any spending changes they 

had already made at the time of taking the survey related 
specifically to the COVID-19 pandemic, not any changes they 
planned to make going forward. A complementary study 
conducted by the Council on Foundations, Philanthropy Cali-
fornia and Dalberg Advisors looked at what changes in giving 
foundations plan to make as a result of 2020’s compounding 
crises of COVID-19 and racial justice. To see the results of 
that study, please see Shifting Practices, Sharing Power? 
How the US Philanthropic Sector is Responding to the 2020 
Crises. 

TODAY’S NEED … AND TOMORROW’S

A commitment to increase spending in the face of a crisis 
without precedent in living memory is laudable and consis-
tent with the missions of a great many foundations partic-
ipating in the Study. At the same time, it raises questions 
about intergenerational equity: How will stepping up to an 
immediate need today impact the ability to respond to a crisis 
in the future? What is the likelihood that higher spending 
today—even if temporary—will diminish future endowment 
value and thus future spending?

We sought answers to these questions by creating models 
based on various spending scenarios, and using the actual 
asset allocations as reported by private foundations partici-
pating in this year’s Study (shown in the table below) – with 
the assumption of maintaining intergenerational equity. 
We chose to concentrate our analysis on private founda-
tions because they generally do not engage in fund-raising 
and, instead, rely upon the founder’s (or founders’) original 
endowment. Community foundations choosing to elevate 
their spending levels in response to COVID-19 may decide to 
support that increase through fund-raising, and thus may not 
have to increase their draw on existing endowment assets.

Figure VP.1  COVID-19 Spending Changes

numbers in percent (%) Total Foundations Over $500 Million $101-$500 Million Under $101 Million

Private Commu-
nity

Private Commu-
nity

Private Commu-
nity

Private Commu-
nity

178 87 29 15 92 34 57 38

Increased spending 35 28 48 40 38 21 23 29

Decreased spending 6 3 3 0 3 9 12 0

No change 54 67 38 60 59 68 56 68

No answer/uncertain 5 2 11 0 0 2 9 3

http://info.commonfund.org/cof-commonfund-study-of-foundations
http://info.commonfund.org/cof-commonfund-study-of-foundations
http://info.commonfund.org/cof-commonfund-study-of-foundations
https://www.cof.org/content/shifting-practices-sharing-power-how-us-philanthropy-responding-2020-crises
https://www.cof.org/content/shifting-practices-sharing-power-how-us-philanthropy-responding-2020-crises
https://www.cof.org/content/shifting-practices-sharing-power-how-us-philanthropy-responding-2020-crises
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Average Asset Allocation* for Private Foundations for 2019
numbers in percent (%) 

U.S. equities 27

Fixed income 9

Non-U.S. equities 18

Alternative strategies 42

Short-term securities/cash/other 4

*dollar-weighted 

We used the Commonfund Allocation Model (CAM) to 
analyze the effects of the various spending scenarios over a 
20-year period. The CAM creates Monte Carlo simulations 
based on user forecasts for returns, volatility and correlation 
(and, in this case, spending) and runs these simulations for 
the time period specified. Analyzing the distribution of thou-
sands of data points, the CAM can calculate model annual-
ized returns, medians, standard deviations, market values 
and percentiles for different outcomes for entire portfolios.1 
The CAM model is one of many models used to forecast 
spending scenarios and the information below is based on 
certain assumptions. Each foundation making spending 
decisions should use models that take their specific circum-
stances into account. 

1 No financial model or simulation can predict the future or account for the infinite number of possible outcomes in forecasting investment re-
turns or risks. In order to assess the predictive value of any forecast, one should seek to understand the underlying assumptions and information 
that are used to generate the forecast. The results of CAM will vary with any change to the inputs: asset allocation, spending rates or methods, 
contributions, or beginning market value. The results will also change with any periodic updates to the model starting point. Because the model 
uses asset class returns, it is not intended to evaluate or simulate the results of any specific investment program offered by Commonfund. The 
assumptions used for these models can be found in on page 6. These simulations and the assumptions used are just one of many ways to model 
scenarios to help with spending decisions and the scenarios presented here are not meant to represent definitive or absolute ways in which to 
model these scenarios. Important notes pertaining to the CAM tool used to model these scenarios can also be found in Appendix III.

Figure VP.2 shows how the CAM projects the 20-year 
outcomes of spending at various levels—with an assump-
tion of wanting to maintain intergenerational equity. A 
closer look at five of these scenarios illustrates the trade-off 
between spending rates and preservation of endowment 
values as well as the size of the fund after 20 years and total 
dollars distributed (these five scenarios are shown graphi-
cally in Figure VP.3). 

Scenario #1 
A foundation with a $100 million endowment has a policy 
of spending 5 percent of a moving three-year average of 
endowment value. At that effective spending rate, the 
model calculates a 54.9 percent chance of maintaining 
the endowment’s value in real terms over 20 years or 
“intergenerational equity.” The median ending market 
value is projected to be $173.9 million and the cumulative 
spending over that 20-year period is projected to total 
$135.4 million. 

Scenario #2 
If the same foundation increased its spending policy 
to 6 percent for the entire period, there is only a 38.1 
percent chance of maintaining purchasing power over 
20 years. Although the cumulative spend rises to $147.0 
million, the median ending market value of the endow-
ment increases only to $140.2 million, as compared to 
the $173.9 million median market value in the 5 percent 
spend scenario.
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Scenario #3 
What if the foundation with a 5 percent spending policy 
decided to increase its spending rate to 6 percent for two 
years and then revert to the normal 5 percent spend for 
the remainder of the time period? In this case, there is 
a 47.9 percent likelihood of achieving intergenerational 
equity. The median ending market value of the endow-
ment would be $158.9 million and cumulative spending 
would total $134.2 million. (Compare this to Scenario 
#1. How is it that spending more for the first two years 
results in a lower cumulative spend than a level 5 percent 
over the 20-year period, i.e., $134.2 million versus $135.4 
million? Because spending more for two years reduces 
the amount available to compound over the remaining 18 
years.)

Scenario #4 
An approach that may strike a balance between immedi-
ate needs and long-term capital preservation is spending 
7 percent for two years and returning to the 5 percent 
spending policy thereafter. In this case, there is a 45.1 
percent probability of maintaining endowment purchas-
ing power. Spending would total $133.6 million and the 
median ending market value would be $153.5 million.

Scenario #5 
A foundation may feel that needs stemming from the 
pandemic are serious enough to double spending to 10 
percent for two years before reverting to the 5 percent 
policy rate thereafter. In this case, the foundation is 
spending off an ever-smaller base and the chance of 
achieving intergenerational equity after 20 years is only 
37.1 percent. Moreover, this leads to the smallest cumu-
lative spend over the entire time period, $131.8 million, of 
all the scenarios modeled.

Figure VP.2 Spending Scenarios in Response to the Pandemic

Intergenerational Equity* Median Ending Market 
Value ($M) | Nominal

Cumulative Spend over 20-
year Period ($M) | Nominal

Scenario #1 5% Normal Spending Policy 54.9 173.9 135.4

Scenario #2 6% Spend 38.1 140.2 147.0

Scenario #3 6% Spend for 2 Years, 5% Thereafter 47.9 158.9 134.2

6% Spend for 3 Years, 5% Thereafter 47.1 157.3 134.6

7% Spend 24.0 112.3 155.4

Scenario #4 7% Spend for 2 Years, 5% Thereafter 45.3 153.5 133.6

7% Spend for 3 Years, 5% Thereafter 43.2 150.2 133.9

10% Spend 2.6 54.7 166.1

Scenario #5 10% Spend for 2 Years, 5% Thereafter 37.1 137.8 131.8

10% Spend for 3 Years, 5% Thereafter 33.2 130.1 132.1

*Intergenerational equity refers to the percent probability that the portfolio assets are preserved after accounting for the foundations' spending 
rate and inflation.
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CONCLUSION

There is no right or wrong approach to any of these spending 
scenarios. Foundations are in business to fulfill their mission 
and exceptional circumstances may mandate an exceptional 
response. However, understanding the trade-offs with the 
help of models or scenario analyses can be helpful.2 The 
verbatim comments submitted by Study respondents on the 
following page clearly substantiate the human commitment 
felt by many foundations (the verbatim comments are drawn 
from community foundations as well as private foundations 
to provide a representative sample of responses). 

In the final analysis, decisions such as these are the essence 
of strategic governance…what trustees should focus on 
as they guide their foundations into an uncertain future. 
Today’s COVID-19 pandemic, coupled with continued calls 

2 The assumptions used for these models can be found on page 6. These simulations and the assumptions used are just one of many ways 
to model scenarios to help with spending decisions and the scenarios presented here are not meant to represent definitive or absolute ways in 
which to model these scenarios. Important notes pertaining to the CAM tool used to model these scenarios can also be found beginning on page 
6.

for racial justice, indeed represents more than one crisis. But 
what of the next crisis…what, when, where and how severe? 
A natural disaster? Another pandemic? Does meeting 
today’s need compromise the ability to meet tomorrow’s? 
The future is unknowable—but thinking about it long and 
hard can only lead to better decisions. To help facilitate 
these important strategic conversations, we have provided 
the following additional resources.

ADDITIONAL RESOURCES

Balancing Purpose, Payout, and Permanence: Strategy Guide: 
National Center for Family Philanthropy and Council on 
Foundations 

Increasing Giving During COVID-19: Thoughts for Philanthro-
py: Cathleen Rittereiser, Executive Director, Commonfund 
Institute, Council on Foundations

Figure VP.3 20-Year Impact of Spending at Various Rates 

dollars in millions ($)

0
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Scenario #1
5% Spend

Scenario #2
6% Spend

Scenario #3
6% Spend for 2 Years

5% Thereafter

Scenario #4
7% Spend for 2 Years

5% Thereafter

Scenario #5
10% Spend for 2 Years

5% Thereafter

173.9

140.2

158.9 153.5

137.8
135.4

147.0
134.2 133.6 131.8

Cumulative Spend Over 20-Year PeriodMedian Ending Market Value

https://www.cof.org/event/balancing-purpose-payout-and-permanence
https://www.cof.org/event/balancing-purpose-payout-and-permanence
https://www.cof.org/event/balancing-purpose-payout-and-permanence
https://www.commonfund.org/research-center/articles/increasing-giving-during-covid-19
https://www.commonfund.org/research-center/articles/increasing-giving-during-covid-19
https://www.commonfund.org/research-center/articles/increasing-giving-during-covid-19
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Foundations Respond to COVID-19: In their Own Words
The Study’s question about changes in spending in response to the coronavirus pandemic elicited a number of 
comments that add color to the data.

“In response to COVID: Paid discretionary grants earlier in the year (no change to spending, but faster) and reduced 
foundation overhead spending.” Community foundation in the Midwest

“In relation to COVID-19, while we did not change our spend rate, we did start a separate response and recovery 
fund in which over $500,000 has been raised and $240,000 granted out to date.” Community foundation in the 
Midwest

“In 2020, while the spending rate was kept the same, we accelerated some of our grantmaking/payments in 
response to need related to the pandemic.” Community foundation in the Midwest

“In response to the COVID crisis, our community foundation started a community response fund and special grant 
process to support COVID relief and recovery efforts. We partnered with the local United Way for promotion of 
donations to the fund. We redirected a portion of current year grant budget from our unrestricted, field of interest 
and donor advised funds to the community response fund.” Community foundation in the Midwest

“In spring 2020, our board approved a 1 percent increase in our drawdown to address the COVID-19 crisis in our 
community.” Community foundation in the Northeast

“Our spending during COVID has remained the same due to the geographic restrictions of our foundation. Our area 
has not been impacted as much as metropolitan areas, resulting in fewer emergency grant needs.” Private founda-
tion in the Midwest

“We have had some funds created specifically to address COVID-19 needs, with no spending limitations. In addi-
tion, we have had a fund for ‘basic needs’ approve a significant one-time withdrawal from the endowment to 
address the current increase in needs.” Community foundation in the Midwest

“Our foundation will at least double its spending in 2020 due to the increased needs in the community and in 
response to COVID-19. We plan to continue this increased spending for at least three years.” Private foundation in 
the Southeast

“We have decided to spend 10 percent for the next four years COVID-related, but more importantly for racial justice 
issues.” Private foundation on the West Coast

“The board of trustees decided to increase spending significantly in 2020 due to the impact of COVID-19. I would 
expect spending levels to be in the 7 – 10 percent range in 2020.” Private foundation in the Midwest
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Commonfund Allocation Model Important Notes

Figure CAM.1 Capital Market Geometric Return and Volatility

Returns Volatility Returns Volatility

numbers in percent(%) 5-Year 20-Year numbers in percent(%) 5-Year 20-Year

Equities Diversifying Strategies

Global Equity 6.3 7.4 16.5 Hedged Equity 4.7 5.9 11

U.S. Large Cap Equity 6.1 7.3 15.5 Event Driven 5.3 6.7 9

U.S. Small Cap Equity 5.6 7.6 20.8 Relative Value 4.7 6 7

U.S. All Cap Equity 6 7.4 15.8 Market Neutral 3.6 4.1 5

Developed International Equity 6.4 6.8 17.2 Macro 3.2 4.6 11.5

Emerging Markets Equity 7.1 8.4 25.1 Real Assets

U.S. Private Equity 9.7 10.9 19 Commodities 5.3 5.1 15

U.S. Venture Capital 9.7 10.9 30 U.S. TIPs 3.6 3.9 7.7

Fixed Income U.S. MLPs 8.6 8.1 17

Cash 1.7 2.5 1 Public Natural Resources 5.4 6.7 18.2

U.S. Treasuries 10 yr 1.6 3.4 7.7 Private Natural Resources 8.5 10.2 18.9

Limited Duration 2.1 3.1 1.5 Public Real Estate (REITs) 6.5 7.6 17.2

U.S. Core Bonds 2.6 4.2 5.5 Core Private Real Estate 6.3 7.2 12.5

U.S. Short Duration Mortgages 2.3 3.6 2.4 Non-Core Private Real Estate 8.2 9 20.3

U.S. Investment Grade 2.7 4.6 7 Inflation

U.S. High Yield Debt 4.9 5.9 10 CPI 2.2 2.5 3.1

Global Bonds 1.7 3.7 8.1

Emerging Markets Debt (local) 5.4 6.4 14.5

U.S. Private Credit 7.5 8.1 9

Long-Term (20 Years) / Policy –estimates based upon historical returns, academic literature, the expected future equilibrium macroeconomic 
environment and expected active management excess return. Medium-Term (5-Year) / Cyclical –estimates based upon historical returns, the 
academic literature, current valuations, the expected medium term macroeconomic environment and expected active management excess 
return. Return projections are presented net of associated management fees. These forecasts represent Commonfund’s long-term views with 
respect to the stated asset classes as of the date hereof. There can be no assurance that these forecasts will be accurate. These forecasts do 
not represent the actual returns earned by any investor or investment fund or product, nor do they constitute a recommendation of any invest-
ment fund or product. 

IMPORTANT: The projections or other information generated by the Commonfund Allocation Model regarding the likelihood of various 
investment outcomes and the Forecasts used by the Commonfund Allocation Model are hypothetical in nature, do not reflect actual invest-
ment results and are not guarantees of future results. 
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WHAT IS THE COMMONFUND ALLOCATION MODEL? 

The Commonfund Allocation Model (the “CAM”) is a 
custom application of Windham Portfolio Advisor® appli-
cation. The CAM is a financial simulation tool that can help 
investors understand possible outcomes and potential risks 
of an investment strategy and the interrelationships of the 
underlying asset classes comprising that investment strat-
egy. The CAM produces a potential distribution of returns 
for the subject investment strategy. The returns depicted by 
the output of the CAM are hypothetical and do not repre-
sent the actual returns earned by any investor or investment 
fund or product. The CAM output should not be treated as 
a recommendation concerning any specific investment or 
asset class, or any mix thereof, or as a tool that can predict 
specific investment outcomes. The CAM does not guaran-
tee or assure any future investment results.

HOW DOES THE CAM WORK? 

The CAM creates Monte Carlo simulations based on user 
inputted forecasts for returns, volatility and correlation. The 
model runs these simulations for the time period specified 
by the user. Every simulation describes a potential future 
trajectory of the economy. The projections generated by the 
CAM are based on assumptions about performance and 
risk characteristics of various asset classes that may prove 
to be incorrect. Analyzing the distribution of thousands of 
returns, the model can derive statistical summaries includ-
ing medians, standard deviations and percentiles for differ-
ent outcomes for each asset class. With 20 year projections, 
Commonfund can calculate model annualized returns, medi-
ans, standard deviations, market values, and percentiles for 
different outcomes for entire portfolios over 5-year, 10-year, 
15-year, and 20-year time periods. These returns allow 
Commonfund to see the effects of compounding, in terms of 
both return and risk, as well as examine the “tail risk” of the 
distribution. Where applicable, spending policies, gifts, and 
capital campaigns are important considerations in deci-
sion-making and are also incorporated into the model.

UNDERLYING ASSUMPTIONS OF FORECASTS

All simulations rely upon certain forecasts for expected 
returns, volatility and correlation. The forecasts employed 
in the CAM are based on Commonfund’s expectations 
about performance and risk characteristics of various asset 
classes, which are derived from historical data, academic 

and professional literature, and the judgment of Common-
fund investment personnel. The reasonableness of the input 
assumptions (including asset allocations, inflation expecta-
tions, spending policies, capital gifts and rebalancing rules) 
made by Commonfund determines to a significant degree 
the reasonableness of the forecasts.  For example, the fore-
casts take into consideration historical returns from periods 
experiencing interest rate environments that may be consid-
erably different from future interest rate environments; or, 
the forecasts project excess returns for active strategies 
as compared to passive strategies, which Commonfund 
believes is a reasonable expectation but may or may not be 
realized in the future.  Commonfund cannot guarantee the 
accuracy of the information it used in generating the fore-
casts, nor does it represent that the information used will 
necessarily represent market conditions in the future. In all 
cases, the statistical confidence in the predictions falls as 
the simulation period gets shorter. 

INDICES 

The process of forecasting long and medium term asset 
class return begins with the selection of a representa-
tive index for each asset class. An index is a hypothetical 
measure of performance based on the ups and downs of 
securities that make up a particular market. An index does 
not show actual investment returns or reflect payment of 
management or brokerage fees, which would lower the 
index’s performance. Commonfund analyzes the histor-
ical characteristics of all appropriate indices and selects 
the one whose composition and factor exposures most 
closely resembles the asset class under consideration. Data 
may go back as far as 1970 for certain indices but only as 
recently as 1996 for newer indices. Where no representative 
index exists, Commonfund have used historical data from 
Commonfund’s experience as an investor in that particular 
asset class (e.g. natural resources). Representative indices 
help the forecasting process for all relevant CAM inputs, 
including returns, volatility and correlation. Indices are also 
used in instances where portfolios are designed to include 
passive investments and to assess the value added from 
active management. 

The blended return of a portfolio of indices is based on 
historical performance and is provided for illustrative 
purposes only. It does not necessarily represent the actual 
performance of any investor, or an investment recommen-
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dation. The goals, risk tolerance and circumstances of each 
investing institution should be taken into account in deter-
mining whether any such blended investment might be 
appropriate for it.  In addition, the reader should be aware 
that the assumption underlying these returns - namely, that 
the investor maintained a steady allocation among the indi-
ces and rebalanced annually - is artificial in that it does not 
take into account changes that might be made in response 
to significant market events, etc. The depicted performance 
is also based on an assumption that the investor is not being 
charged any asset allocation or overall portfolio fee. 

RISK REPORTING

The projected portfolio return, volatility and value at risk 
outputs from the CAM tool, if any, are used solely for 
illustration, measurement or comparison purposes and as 
an aid or guideline for prospective investors to evaluate a 
particular investment strategy. The outputs reflect a variety 
of factors including, among others, investment strategy, 
portfolio composition, prior performance of selected asset 
classes, volatility measures and market conditions. Volatility 
and performance will fluctuate, including over short periods, 
and should be evaluated over the time period indicated and 
not over shorter periods. Performance targets or objec-
tives should not be relied upon as an indication of actual or 
projected future performance. Actual volatility and returns 
will depend on a variety of factors including overall market 
conditions and the ability of the investment manager to 
implement the investment strategy and reasonably manage 
the inherent risk. No representation is made that these 
targets or objectives will be achieved, in whole or in part, by 
any investment product.

FORECASTS MAY NOT COME TRUE 

No financial model or simulation can predict the future or 
account for the infinite number of possible outcomes in fore-
casting investment returns or risks. In order to assess the 
predictive value of any forecast, one should seek to under-
stand the underlying assumptions and information that are 
used to generate the forecast.

THE RESULTS OF FORECASTS WILL VARY

The results of the CAM will vary with any change to the 
inputs: asset allocation, spending rates or methods, contri-
butions, or beginning market value. The results will also 

change with any periodic updates to the model starting 
point. Because the model uses asset class returns, it is not 
intended to evaluate or simulate the results of any specific 
investment program offered by Commonfund. 

FORECASTS USE ESTIMATED FEES AND EXPENSES

Commonfund’s forecasts are based on projected returns 
net of all fees. These net returns reflect Commonfund’s 
projections for active management returns in excess of both 
the benchmark and active manager fees. In the case of an 
actual investment portfolio, fees and expenses may devi-
ate from those projected by Commonfund. To the extent 
that returns exceed benchmarks for investments that incur 
incentive fees, fees may be higher. Alternatively, managers 
in a specific investor portfolio may be different from those 
employed in the simulation.

INVESTMENT RISKS

The investment asset classes used in the CAM involve vary-
ing degrees of investment risk. Alternative assets in partic-
ular may involve reduced liquidity and risky investment 
strategies. Investors in any of these asset classes could lose 
some or all of their principal. In particular cases (including 
investments on margin, short selling and similar strategies), 
investors could lose more than their principal investment. 

GENERAL GUIDE, NOT SPECIFIC ADVICE 

Monte Carlo simulations do not replicate the investment 
experience of an investor. As such, the results of the CAM 
should only be used as a general guide. In no way should the 
CAM be a substitute for the important policy choices that an 
investor must make in developing its investment program.

HOW DOES THE CAM COMPARE TO  
OTHER FORECASTING MODELS?

A traditional mean variance optimization model uses 
historical-based inputs and/or user inputs to produce an 
efficient frontier along which reside optimal portfolios for a 
given expected return and standard deviation. Monte Carlo 
simulation, in contrast, generates distributions for projected 
returns and risks. With this type of analysis, the user is 
able to analyze the likelihood of achieving goals rather than 
merely focusing on a mean and standard deviation of an 
“optimal” portfolio produced by a mean variance optimi-
zation. Although no analytical tool can completely replace 
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informed professional judgment, the CAM can provide a 
foundation on which to base that judgment.

KEY TERMS

Frequency distribution: shows the number of observa-
tions within the ranges as defined by the horizontal axis.

Directional hedge strategies: an investing strategy that 
consists of a core holding of long equities hedged at all times 
with short sales of stocks and/or stock index options.

Depending on the mix of long and short positions the port-
folio may have either a long or short bias. Not necessarily 
providing complete market neutrality, there will be some 
movement with the market.

Relative value strategies: an investing strategy that typi-
cally targets some kind of absolute-return objective, with-
out reference to any market index and emphasizes capital 
preservation and risk control. Examples of these strategies 
include arbitrage strategies (e.g. convertible, fixed income 
and statistical) as well as credit strategies.

Mean variance optimization: a quantitative asset alloca-
tion technique that creates optimal portfolios using return, 
risk and correlation forecasts that maximize return for differ-
ent levels of risk. A graph of all optimal portfolios is called 
the efficient frontier.

Percentile: a value on a scale of one hundred that indicates 
the percent of a distribution that is equal to or below it.

Standard deviation: a statistical measure of the degree to 
which an individual value in a probability distribution tends 
to vary from the mean of the distribution; the larger the stan-
dard deviation, the greater the degree of dispersion around 
the average value.

Daily/monthly/quarterly liquidity: investment purchases 
and/or redemptions may be transacted once per day, month 

or quarter.

Illiquid: investment programs (e.g. limited partnerships) in 
which redemptions may be transacted only at liquidation of 
the investment program, typically after a number of years.

HEPI: Higher Education Price Index.

CPI: Consumer Price Index.

Market Beta: a measure of the volatility of a portfolio in 
comparison to a particular market as a whole (i.e. the S&P 
500, Barclays US Aggregate Bond Index, etc.).

Sharpe Ratio: A risk-adjusted measure calculated using 
standard deviation and excess return to determine reward 
per unit of risk. A greater Sharpe Ratio indicates better 
historical risk-adjusted performance.

Value at Risk: measures the left tail risk of a distribu-
tion, calculated by estimating the probability of portfolio 
losses based on a confidence level of 95%. Larger Value at 
Risk (VaR) measures are more attractive than lower VaR 
measures (i.e. a VaR of -3% is more attractive than a VaR of 
-9%).

Conditional Value at Risk: a measure of left tail risk on the 
condition that a given confidence level (95%) is exceeded, 
calculated by estimating the probability of portfolio losses 
beyond a given confidence level. Larger Conditional Value at 
Risk (CVaR) measures are more attractive than lower CVaR 
measures (i.e. a CVaR of -3% is more attractive than a CVaR 
of -9%).

Max Drawdown: the peak-to-trough decline during a time 
agnostic period of a portfolio. Smaller values are more 
attractive than larger values; calculated by finding the larg-
est peak to trough decline of the 1,000 projected scenarios.
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Market Commentary
Information, opinions, or commentary concerning the financial markets, economic conditions, or other topical subject matter are prepared, writ-
ten, or created prior to posting on this Article and do not reflect current, up-to-date, market or economic conditions. Commonfund disclaims any 
responsibility to update such information, opinions, or commentary. 

To the extent views presented forecast market activity, they may be based on many factors in addition to those explicitly stated in this Article. 
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. Managers who may or may not subscribe to the views expressed in this Article make investment 
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Commonfund disclaims any responsibility to provide the recipient of this presentation with updated or corrected information.
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