
OCIOs offer 
resilient 
solutions for 
endowments 
under siege

Colleges, universities, and affiliated foundations must now 
contend with a confluence of constraints stemming from 
the global health pandemic. Economic recession threatens 
charitable contributions and state support. Reduced in-person 
enrollment puts tuition payments and other revenue sources 
at risk. The fast fall in demand for fossil fuels raises the stakes 
in energy divestment calls from climate activists. Meanwhile, 
volatile markets, along with record-low interest rates, 
complicate longstanding asset allocation and spending policies 
designed to help fund annual operating budgets. While mission-
driven institutions must adapt and meet the extraordinary 
circumstances of the moment, permanent capital—invested 
to balance spending needs now and into perpetuity—can’t 
concede too much to current challenges without compromising 
intergenerational neutrality. Caught between competing claims 
of scholars of today and those of tomorrow, it’s no wonder so 
many endowment investment offices seem spread so thin. The 
good news is they don’t have to go it alone.



Smaller 
endowments 
suffered bigger 
losses at the onset 
of the lockdown 

For many endowments and foundations, this year has evoked unnerving reverberations of 2008’s global 
financial crisis. We saw market prices fall and correlations rise as risk assets sold off and once again 
undermined the tenets of conventional diversification. According to a NACUBO survey of reflecting 
responses from 333 institutions, the estimated rate of return for U.S. endowment funds in the first 
quarter of 2020 averaged a net negative 13.4%, rendering roughly one out of every five underwater, when 
the endowment’s market value “falls below the original gift amount.”¹ Bigger funds, more likely to benefit 
from a singularly focused army of in-house asset class experts, lost comparatively less. But smaller 
peers—some overseen by a lone CFO shouldering a variety of additional noninvestment responsibilities—
suffered disproportionately. During the first quarter, the average return spread between the largest funds, 
over $1 billion, and the littlest, under $25 million, was about 320 basis points.¹

1 nacubo.org/Research/2020/COVID-19-Research/Q1-2020-Endowment-Survey, June 12, 2020.

Smaller endowments experienced larger losses in the first quarter of 2020
Average estimated net investment rates of return (%) 
December 31, 2019–March 31, 2020, by endowment size (USD)

Source: nacubo.org/Research/2020/COVID-19-Research/Q1-2020-Endowment-Survey, June 12, 2020.



Tuition and  
other revenues 
remain at risk

One of the most pressing problems for higher education endowments now is how to meet spending 
policy requirements given volatile markets, low interest rates, and anticipated declines in tuition and 
other sources of income. Nearly 8 out of 10 institutions are concerned or extremely concerned about 
declines in enrollment and, by extension, tuition and other enrollment-related sources of revenue. The 
majority also remain concerned or extremely concerned about decreases in annual giving, and 4 out of 
10 are concerned or extremely concerned about declines in state funding.²

2 nacubo.org/Research/2020/COVID-19-Research/May-26-Flash-Poll, May 26, 2020.

Most institutions are (extremely) concerned about enrollment, revenue, and the future
Participating institutions that report concern about liquidity-related challenges (%)

Liquidity-related challenge
Not at all 
concerned

Somewhat 
concerned Concerned

Extremely 
concerned

Enrollment decline 4 19 32 46

Loss of other auxiliary reverue 5 19 41 35

Uncertainty about the future 3 16 47 35

Decline in state funding 45 19 15 21

Loss of summer auxiliary revenue 15 27 39 19

Decrease in annual giving 4 42 38 15

Decline in athletic revenue 49 25 16 10

Decrease in endowment value 11 43 37 9

Faculty and staff benefit obligations 27 39 26 8

Loss in clinical revenue 75 17 5 4

Decline in research activity 68 25 6 1

Source: nacubo.org/Research/2020/COVID-19-Research/May-26-Flash-Poll, May 26, 2020.



Some spending 
policies are now 
unlikely to stick

Complicating expected revenue shortfalls further, expected returns remain low across most mainstream 
asset classes. Central bank intervention worldwide has pinned short-term policy rates near zero with no 
hikes in sight, while asset purchases have kept a lid on longer-term government bond yields, too. While 
the 10-year U.S. Treasury note now yields a nominal 0.7%,³ the average expected spending rate for fiscal 
year 2019 was 4.5%.¹ Even high-yield corporate bond prices that sold off to yield low double digits in 
March are once again trading at spreads of only a fraction of their peak, suggesting investors might not be 
receiving adequate compensation for bearing below investment-grade credit risk today.

With all these constraining factors at play, upholding current spending policies is no longer a given. While 
only 1 out of 10 among the biggest endowments (over $1 billion) expect to alter their spending policies, 
4 out of 10 schools with the smallest endowments (under $25 million) likely can’t maintain their current 
spending policies.¹ Many endowments urgently need to reassess their liquidity profiles, update their cash 
flow projections, and review their risk management strategies. 

3 wsj.com, October 2, 2020.

1 nacubo.org/Research/2020/COVID-19-Research/Q1-2020-Endowment-Survey, June 12, 2020. 

1 nacubo.org/Research/2020/COVID-19-Research/Q1-2020-Endowment-Survey, June 12, 2020.

Institutions with smaller endowments are less likely to maintain their 
spending policies post-pademic
Institutions that expect to maintain spending policy in fiscal year 2021, by endowment size (%) (USD)

Source: nacubo.org/Research/2020/COVID-19-Research/Q1-2020-Endowment-Survey, June 12, 2020.



Strategies for 
meeting the 
moment and 
building long-run 
resiliency

Given that the investment horizon for the typical endowment is perpetuity, permanent capital can’t 
concede too much to current challenges. It takes discipline to manage an endowment for long-term 
keeps amid the pain of the moment. In some cases, it may also take outside help. 

Not every institution of higher learning can afford to maintain a large in-house investment department. 
Many are seeking the help of outside expertise to be able to meet current spending needs, on the one 
hand, and grow the principal into perpetuity, on the other hand. Outsourced chief investment officer 
(OCIO) providers can offer comprehensive services that combine advice, risk modeling, sustainability 
stewardship, strategic divestment planning, custody, asset allocation, portfolio management—and 
access to niche investment opportunities including:

 • Private credit for capital preservation and premium yields—Private credit investors provide 
debt capital financing—direct loans—to companies that may not have access to bond markets. In 
exchange, the lender receives interest payments and principal repayment. Senior loans reside at the 
top of a company’s capital structure. That means the investors holding them get paid first—before the 
company’s subordinated debtholders and its equity owners. Senior secured private credit provides 
a compelling solution for long-term investors seeking to preserve principal while capitalizing on the 
illiquidity premium to earn a yield-spread advantage over otherwise comparable mainstream fixed-
income issues.

 • Real assets for inflation protection—Private real assets include investments as diverse as airports, 
apartments, dams, farms, forests, and warehouses, yet they all share two defining features. First, 
they’re not publicly traded, and therefore they offer the potential to earn an illiquidity premium over 
mainstream markets. Second, their intrinsic value is rooted in what’s concrete, enduring, and essential. 
Unlike more cyclical financial assets, this tends to make real assets less vulnerable to unexpected 
changes in inflation, consumer preferences, and global growth. When chosen carefully, certain real 
assets—real estate, timber, agriculture, and infrastructure—can also generate long-dated inflation-
adjusted income streams. In fiscal year 2019, the average endowment allocated over 12.3% to 
real assets on an asset-weighted basis. However, smaller endowments (under $25 million) remain 
disproportionately underweight with an average allocation of only 3.2%. Meanwhile, the largest players 
(over $1 billion) allocate over four times more to the category.⁴

 • Private equity for alpha potential—Some of the most sophisticated institutional investors have 
been shifting portfolio allocations toward private equity and away from public equities for years. 
The dollar-weighted average allocation of all U.S. higher education endowments to private equity 
quadrupled—from 3% to 12%—between 2002 and 2019, while the allocation to domestic public 
equities declined by over half—from 37% to 14%—during that period.⁵ The reason is that, relative 
to listed public equities, regression analysis reveals that private equity performance has been driven 
more by alpha and less by beta.⁶ Again, the illiquidity premium—the reward investors earn for bearing 
the risk of holding assets that can’t be easily traded—represents a meaningful prospective source of 
private equity alpha.

While there’s no silver bullet that will address all the budgetary and capital market challenges 
endowments are up against today, there are strategies that can help insulate portfolios from capital 
losses, generate real income in a low-yielding environment, and integrate new sources of alpha. 
Reliance on such strategies—and the OCIOs who can wield them most effectively—may be increasingly 
important in the brave new world that lies ahead.

4 nacubo.org/Press-Releases/2020/US-Educational-Endowments-Report-5-3-Percent-Average-Return-in-FY19, January 30, 2020. 
5 nacubo.org/Research/2020/Public-NTSE-Tables 
6 “Wisdom in Curiosity,” KKR Global Institute, October 2019.



Please reach out to your consultant for support in navigating these challenges.  
We’re also available to discuss your portfolio and develop and investment strategy with you.  
Visit manulifeim.com/ca/resilientsolutions

A widespread health crisis such as a global pandemic could cause substantial market volatility, exchange trading suspensions and closures, and affect portfolio performance. For example, 
the novel coronavirus disease (COVID-19) has resulted in significant disruptions to global business activity. The impact of a health crisis and other epidemics and pandemics that may 
arise in the future, could affect the global economy in ways that cannot necessarily be foreseen at the present time. A health crisis may exacerbate other preexisting political, social, and 
economic risks. Any such impact could adversely affect the portfolio’s performance, resulting in losses to your investment.

Investing involves risks, including the potential loss of principal. Financial markets are volatile and can fluctuate significantly in response to company, industry, political, regulatory, market, 
or economic developments. These risks are magnified for investments made in emerging markets. Currency risk is the risk that fluctuations in exchange rates may adversely affect the value 
of a portfolio’s investments.

The information provided does not take into account the suitability, investment objectives, financial situation, or particular needs of any specific person. You should consider the suitability 
of any type of investment for your circumstances and, if necessary, seek professional advice.

This material, intended for the exclusive use by the recipients who are allowable to receive this document under the applicable laws and regulations of the relevant jurisdictions, was 
produced by, and the opinions expressed are those of, Manulife Investment Management as of the date of this publication and are subject to change based on market and other conditions. 
The information and/or analysis contained in this material has been compiled or arrived at from sources believed to be reliable, but Manulife Investment Management does not make any 
representation as to their accuracy, correctness, usefulness, or completeness and does not accept liability for any loss arising from the use of the information and/or analysis contained. 
The information in this material may contain projections or other forward-looking statements regarding future events, targets, management discipline, or other expectations, and is only as 
current as of the date indicated. The information in this document, including statements concerning financial market trends, are based on current market conditions, which will fluctuate 
and may be superseded by subsequent market events or for other reasons. Manulife Investment Management disclaims any responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their directors, officers, or employees shall assume any liability or responsibility for any direct or indirect loss or 
damage or any other consequence of any person acting or not acting in reliance on the information contained herein. All overviews and commentary are intended to be general in nature 
and for current interest. While helpful, these overviews are no substitute for professional tax, investment, or legal advice. Clients should seek professional advice for their particular 
situation. Neither Manulife, Manulife Investment Management, nor any of their affiliates or representatives is providing tax, investment, or legal advice. This material was prepared solely 
for informational purposes, does not constitute a recommendation, professional advice, an offer, or an invitation by or on behalf of Manulife Investment Management to any person to buy 
or sell any security or adopt any investment strategy, and is no indication of trading intent in any fund or account managed by Manulife Investment Management. No investment strategy or 
risk management technique can guarantee returns or eliminate risk in any market environment. Diversification or asset allocation does not guarantee a profit or protect against a loss in any 
market. Unless otherwise specified, all data is sourced from Manulife Investment Management. Past performance does not guarantee future results.

Manulife Investment Management
Manulife Investment Management is the global wealth and asset management segment of Manulife Financial Corporation. We draw on more than a century of financial stewardship to 
partner with clients across our institutional, retail, and retirement businesses globally. Our specialist approach to money management includes the highly differentiated strategies of 
our fixed-income, specialized equity, multi-asset solutions, and private markets teams, along with access to specialized, unaffiliated asset managers from around the world through our 
multimanager model. 

These materials have not been reviewed by and are not registered with any securities or other regulatory authority, and may, where appropriate, be distributed by the following Manulife 
entities in their respective jurisdictions. Additional information about Manulife Investment Management may be found at  manulifeim.com/institutional.

Australia: Hancock Natural Resource Group Australasia Pty Limited, Manulife Investment Management (Hong Kong) Limited. Brazil: Hancock Asset Management Brasil Ltda. Canada: 
Manulife Investment Management Limited, Manulife Investment Management Distributors Inc., Manulife Investment Management (North America) Limited, Manulife Investment 
Management Private Markets (Canada) Corp. China: Manulife Overseas Investment Fund Management (Shanghai) Limited Company. European Economic Area and United Kingdom: Manulife 
Investment Management (Europe) Ltd., which is authorized and regulated by the Financial Conduct Authority; Manulife Investment Management (Ireland) Ltd., which is authorized and 
regulated by the Central Bank of Ireland Hong Kong: Manulife Investment Management (Hong Kong) Limited. Indonesia: PT Manulife Aset Manajemen Indonesia. Japan: Manulife Investment 
Management (Japan) Limited. Malaysia: Manulife Investment Management (M) Berhad (formerly known as Manulife Asset Management Services Berhad) 200801033087 (834424-U). 
Philippines: Manulife Asset Management and Trust Corporation. Singapore: Manulife Investment Management (Singapore) Pte. Ltd. (Company Registration No. 200709952G). South 
Korea: Manulife Investment Management (Hong Kong) Limited. Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife Investment Management (Taiwan) Co. Ltd. United States: John 
Hancock Investment Management LLC, Manulife Investment Management (US) LLC, Manulife Investment Management Private Markets (US) LLC, and Hancock Natural Resource Group, Inc. 
Vietnam: Manulife Investment Fund Management (Vietnam) Company Limited.

Manulife Investment Management, the Stylized M Design, and Manulife Investment Management & Stylized M Design are trademarks of The Manufacturers Life Insurance Company and are 
used by it, and by its affiliates, under license.
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