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Investment Performance 2021: As Good As
It Gets
The good news is that, according to the current administration, the rich
will pay for everything.
The bad news is that, according to the current administration, you're
rich.
-- P. J. O'Rourke
Institutional investors delivered once-in-a-lifetime investment
performance for fiscal 2021, from about 25 percent at the sleepiest
public pensions to 65 percent at Washington University, St Louis.
As the late standup comedian Jackie Mason used to quip, “these are
returns even the mafia can’t get.”
Take the eight Ivy endowments, for example. Their performance
soared from a tepid 6.28 percent average a year ago (and ten-year 9.52
percent) to a sizzling 41.75 percent for fiscal 2021 as our chart below
shows.
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CEO/CIO
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$bn

10-year
Rtn %
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1-yr
Rtn %
FY 2020

1-yr
Rtn %
FY 2021

Brown

Dietze, Jane

6.9

10.20

12.10

51.5

Princeton

Golden, Andrew K.

37.7

10.60

5.60

46.9

Dartmouth

Ruth, Alice A.

8.5

10.40

7.60

46.5

Cornell

Miranda, Kenneth

10

7.50

1.90

41.9

U of Pennsylvania

Ammon, Peter H.

20.5

9.30

3.40

41.1

Yale

Mendelsohn, Matt

42.3

10.90

6.80

40.2

Harvard

Narvekar, Narv

53.2

8.18

7.30

33.6

Columbia

Lew, Kim Y.

14.4

9.10

5.50

32.3

9.52

6.28

41.75

Ivy Endowment return averages
70% MSCI ACWI/30% BBG BC Agg

26.3%

All things equity had a run for the ages, but how long can it last?
As of June 30, 2021, the S&P 500 tallied a twelve-month total return of
40.79 percent against the Barclays Agg ETF return of minus 0.3 percent.
Even a plain vanilla 70/30 portfolio rang up about 26 percent.
Private-market-heavy, risk-on endowments, foundations, and pensions
enjoyed their best performance ever, thanks to eye-popping venture
capital and private equity returns and good old-fashion leverage.
But here’s the caveat, if history teaches us anything, it’s that nothing
lasts forever, be it empires or bull markets. Everything ends, the only
question is when.

And now here’s the bad news

According to Preqin, the unrealized portion of global venture-capital
portfolios skyrocketed to $1.33 trillion by March 2021, up from $803
billion in December 2019.
How are multi-asset institutional investors going to handle their asset
allocations over the next few years when venture capital marks are up
80 percent, yet nothing is being realized (where's the cash?) and
investment staffs have planned for VC commitments in the 15 percent
to 25 percent range.
As Sam Gallo, CIO at the University System of Maryland Foundation
puts it, what do you do when an overvalued asset class takes over your
book, eats up your risk budget, and threatens your ability to continue
allocations across the entire portfolio? Meanwhile, every VC manager
and their cousin is raising a new fund every month and if you don't reup, they will never let you in again.
Here’s another dilemma. Let’s say a pension or endowment lays on a
one percent bitcoin position that jumped to eight percent overnight.
Should they rebalance back to one percent so as not to reduce their
allocations to other asset classes?
Or what if bitcoin drops fifty percent as it has done at least seven times
in the past, cutting that new eight percent allocation down to four
percent of book?
Endowments and pensions are supposed to be long term investors, so
in theory they should hold on to their bitcoin position.
But keep in mind that CIOs get bonuses by minimizing tracking error
relative to their benchmarks, especially on the downside. No board
likes to miss benchmarks by more than two percent a year.

What to do?

This Time is Different
Howard Marks, in his last two memos, the Winds of Change and
Something of Value, has been pondering this period of spectacular
investment performance and where it might lead. Here are a few of his
reference points.
• We’ve rarely had businesses as dominant as the tech leaders, with
the growth runways they have and the profit margins and capital
efficiency they enjoy making them more dominant with each
passing day
• We’ve never seen businesses with the ability to scale as rapidly
and frictionlessly.
• We’ve never had such a catalyst for technology adoption as we’ve
had in the coronavirus pandemic.
• We’ve had a boom of new public companies coming to market,
both IPOs and SPACs, reversing the long trend of a shrinkage in
the number of public companies.
• We’ve never had interest rates as low as they are and as likely to
stay low for as long as has been telegraphed.
The question then for all investors; boards, CIOs, Wall Street and retail
is this, have investment fundamentals really changed? Should we forget
about value and Buffett’s “cigar butts” in the street and buy at
whatever the price?

Or do we take our cue from This Time Is Different: Eight Centuries of
Financial Folly by Carmen M. Reinhart and Kenneth S. Rogoff and heed
their warning "that financial fallouts occur in clusters and strike with
surprisingly consistent frequency, duration, and ferocity."
As the late Hollywood actor Jack Palance supposedly said, “The only
two things you can truly depend upon are gravity and greed.”

Final Thoughts
Mr. Marks, reflecting on his long career in finance in Something of
Value, has this to say, “if you find a company with the proverbial license
to print money, don’t start selling its shares simply because they’ve
shown some appreciation. You won’t find many such winners in your
lifetime, and you should get the most out of those you do find.”
-- Charles Skorina
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