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It’s Harder Than You Think 
 
Too many people think investing is easy – Warren Buffett 
 
Guest commentary: Jon Hirtle 
Executive Chairman, Hirtle Callaghan 
 
Most universities distribute about 4.5 to 5 percent of their 
endowment’s value each year to support school operations. The 
investment office therefore must earn a bare minimum 4.5 to 5 percent 
to maintain the nominal value of the endowment and its ability to 
support the university in perpetuity. 
 
But what about purchasing power? Inflation whittles away at buying 
power or “real” value, so endowments add an inflation component to 
their earning targets. The average inflation rate since World War Two 
has been 3.65 percent, a cumulative price increase of 1,653.36%. So, 8 
percent would seem to be the minimum return required. 
 

https://www.google.com/search?q=who+said+Too+Many+People+Think+Investing+Is+Easy&sca_esv=1cdd3e2116a3bced&gl=us&ei=qv6xZ8bOG6THkPIPg6aq0QM&ved=0ahUKEwjGy5Hhu8iLAxWkI0QIHQOTKjoQ4dUDCBA&uact=5&oq=who+said+Too+Many+People+Think+Investing+Is+Easy&gs_lp=Egxnd3Mtd2l6LXNlcnAiMHdobyBzYWlkIFRvbyBNYW55IFBlb3BsZSBUaGluayBJbnZlc3RpbmcgSXMgRWFzeTIEEAAYRzIEEAAYRzIEEAAYRzIEEAAYR0isE1CJBliJBnABeAKQAQCYAQCgAQCqAQC4AQPIAQD4AQGYAgKgAgXCAgoQABiwAxjWBBhHmAMA4gMFEgExIECIBgGQBgSSBwEyoAcA&sclient=gws-wiz-serp#fpstate=ive&vld=cid:029af3b5,vid:p4HFS1M3a_Q,st:0
https://www.in2013dollars.com/us/inflation/1945?amount=3770#:~:text=$3%2C770%20in%201945%20is%20equivalent,on%20the%20latest%20inflation%20rates.


But it’s not that simple. Schools have faced massive cost pressures for 
years. According to Mercer, “Over the past 40 years, the inflation rate 
in the US higher education space — as measured by the Commonfund 
Institute’s Higher Education Price IndexTM (HEPI) — has exceeded the 
headline inflation rate as measured by the Consumer Price Index (CPI) 
by almost 40% on a cumulative basis.” 
 
Given this uncertainty, prudent endowment boards aim for returns that 
include some growth in the capital, at least another 1 percent a year on 
average to cover contingencies and development. All things considered 
– operating expenses, financial aid, growth, and the unexpected (Covid 
cost schools billions) – we think a 9 percent hurdle rate is a more 
realistic goal. 
 
What to do? 
 
Capital market theory assumes that “the greater the risk that an 
investment may lose money, the greater its potential for providing a 
substantial return. Setting aside the historically strong stock market 
returns over the last decade (and two bear markets in 2020 and 2022) , 
“since 1950, public stocks have, on average, produced about 6 percent 
over inflation with one major caveat, there’s lots of price volatility 
along the way. (Chart: S&P Historic Performance.) 
 

https://www.mercer.com/en-us/insights/investments/not-for-profit/higher-education-inflation/
https://ssb.texas.gov/risk-return-you-cant-have-one-without-other
https://www.fool.com/investing/2024/08/05/average-stock-market-return-10-years/
https://www.investopedia.com/ask/answers/042415/what-average-annual-return-sp-500.asp#:~:text=The%20S%26P%20500%20is%20a,real%20return%20drops%20to%206.37%25.


 
 
Over that same time horizon, investment grade bonds have on average 
produced a scant 2 percent over inflation, albeit with far less volatility. 
 
So why not hold 100 percent stock portfolios? The problem is the 
above-mentioned volatility. The stock market experiences dramatic 
price drops from time to time, destabilizing budgets and generally 
scaring the hell out of trustees. 
 
How about adding bonds to dampen drawdowns? Not so fast. 
Investment grade bonds are indeed far less volatile, but with real 
returns of only 2 percent, not close to what institutions need. 
 
The Capable, Independent Investment Office 
 
Welcome to my world. How can we capture real endowment returns 
that exceed what is required while actively managing downside risk? 
Here’s how we look at it:  
 
We source and select a myriad of compelling investments that 
complement each other by rising and falling in price at different times, 
then assemble them in a way that captures stock-market-like returns 
with something like bond market volatility. 



 
This is no small task. It requires a team of experienced professionals 
collaborating closely and, ideally, working inside an independent 
investment office with substantial power. 
 
Only the largest universities have the resources to support such an 
office. Most endowments and foundations do not. David Swensen 
described the choice as between “those that are set up to make high-
quality active management decisions and those that aren’t.” 
 
Governance Alpha 
 
There is yet another challenge. When endowments fail to achieve their 
required return over time, the investment staff or the Investment 
Committee or both are accountable. “Alpha” is investment jargon for 
value added or subtracted by active investment decisions. 
 
Governance Alpha is a term that we coined years ago to differentiate 
the impact of committee or CIO decisions from those made by 
underlying specialist money managers. Just like Manager Alpha, 
Governance Alpha can be either positive or negative. 
 
When an endowment fails to earn its required return, it is most often 
the result of Governance Alpha, well-documented behavioral 
tendencies, present in all humans, which challenge retail investors and 
endowment committees alike. 
 
For example, “Recency Bias” encourages committees to chase recent 
returns. Without a seasoned and savvy CIO with the power to check 
those tendencies, Governance Alpha often turns negative. That’s why a 
professional and independent investment operation is so important. 
 
The OCIO solution 

https://charlesskorina.com/the-8-solution/
https://www.investopedia.com/terms/b/behavioralfinance.asp#:~:text=Some%20common%20behavioral%20financial%20aspects,not%20incorporating%20irrational%20emotional%20behavior.
https://www.investopedia.com/terms/b/behavioralfinance.asp#:~:text=Some%20common%20behavioral%20financial%20aspects,not%20incorporating%20irrational%20emotional%20behavior.
https://corporate.vanguard.com/content/corporatesite/us/en/corp/articles/improving-investing-outcomes-minimizing-investor-bias.html


 
OCIO firms offer the proven performance of the best large institutional 
and family investment offices. And they have the resources, talent, 
structure, and process to deliver those required returns and cope with 
operational and regulatory burdens and the complexity of modern 
portfolios. 
 
—Jon Hirtle 
 
-------------------------------------------------- 
 
Final thoughts 
 
The U.S. college and university system is one of America’s greatest 
competitive advantages, but it’s expensive. Financing that system is a 
growing challenge and taxing endowment earnings or forcing spending 
mandates on schools will only make it worse. 
 
Princeton’s president Christopher L. Eisgruber, in his annual State of the 
University letter 2025, writes that the Princeton endowment pays out 
over 5 percent each year and supports all University’s operations.  
 
“Absent additional fundraising and investment income, if we expend an 
amount equal to 5% (or more) of today’s endowment value year after 
year into the future, then the entire University endowment, no matter 
how large, will be gone in 20 years or less.” 
 
Rolf Wegenke, President, Wisconsin Association of Independent 
Colleges and Universities argues that: “the principle of this tax will have 
destructive consequences on every taxpayer and that the precedent set 
by this tax will be a pattern applied to the rest of the colleges and 
universities in the country. 
 

https://president.princeton.edu/blogs/presidents-annual-state-university-letter-2025-%E2%80%9Cprinceton-under-construction%E2%80%9D-our-commitment
https://president.princeton.edu/blogs/presidents-annual-state-university-letter-2025-%E2%80%9Cprinceton-under-construction%E2%80%9D-our-commitment
https://www.wisconsinsprivatecolleges.org/news/what-stake-attacks-college-endowments/


Alexis de Tocqueville’s seminal book, Democracy in America (1865), 
identified both voluntary action of private citizens and a widespread 
commitment to education as two of America’s greatest strengths. The 
tax on university endowments undermines both private charity and 
higher education.” 
 
—Charles Skorina 


