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This is a financial promotion. Your capital is at risk, the value of investments may fall
and rise and you may not get back the full amount you invested. Past performance is not

indicative of future returns.

The endowment model of investing, which
advocates healthy diversification across
traditional and alternative assets, has come
under fire. At a time when simpler and lower
cost public equity and bond portfolios have
been delivering strong returns, some critics
are questioning whether multi-asset class
diversification generates value given its
complexity and higher fees.

Yet in a world beset by uncertainty, we believe
that investing in a diverse range of carefully
chosen opportunities across asset classes
remains the most resilient model for long-
term portfolios. Implementing this model
effectively requires scale, depth of experience
in each asset class, adaptability as markets
evolve, and a sharp focus on constructing
portfolios with a ‘value for money’ approach.

In today’s environment, it is hard to avoid the swirl
of headlines around the performance of alternative
assets, such as private equity, private credit and
hedge funds, that underpin the diversifying approach
of the endowment model. So much so that investors
may well conclude that they would be better off
choosing a more traditional passive 60/40 equity/
government bond portfolio, where fees are lower and
investment selection more straightforward. However,
we would argue that concentrating capital in just two
asset classes is risky as there are periods, such as the
1970s and as recently as in 2022, where both equities
and bonds saw large losses in real terms.

Indeed, much of the commentary fails to consider
the true or complete risk-return characteristics
that alternative investments can bring to a well-
constructed multi-asset class portfolio. At Partners
Capital, we have evolved our own multi-asset class

investment approach, applying the foundational
principles of the endowment model and iterating it
as capital markets evolved over the last 15+ years.
We call this the Advanced Endowment Approach
(“AEA”). We use the word advanced with a large
dose of humility, noting that the approach will only
be effective into the future if it continues to evolve in
the face of an ever-changing investment landscape.

Let’s start with the headlines: is there any validity
to the criticisms being levelled at private equity,
private credit and hedge funds?

Starting with private equity, some question the role
of the asset class after it underperformed against the
S&P 500 in recent years, with predictions that the
‘golden age’ of private equity is over now that debt
costs have risen. While it is true that low interest rates
flattered returns in the years running up to 2021,
private equity relies on multiple levers to outperform:
the three most important ones are valuation multiple
expansion (buy low, sell high!), leverage and
operating earnings growth. Private equity managers
that rely heavily on the first two factors undoubtedly
face a much tougher environment to generate
outperformance, although of course public equity
managers also face these same headwinds. However,
private equity managers who derive a substantial
portion of their outperformance from helping
portfolio companies drive earnings growth are still
very much capable of generating premium returns.
We expect a private equity portfolio built around
managers who can drive operating improvements
and maintain strict valuation discipline should
continue to outperform public markets by 3% to 5%
— a valuable premium for investors!. Co-investments
from these managers at heavily discounted fees are

! Hypothetical return expectations are based on simulations with forward looking assumptions, which have inherent imitations. Such forecasts are not a reliable

indicator of future performance.
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an additional lever to boost returns from private
equity. However, we note that this additional lever is
only available to investors who can deploy a highly
disciplined process to access these deals and avoid
issues related to adverse selection.

Private credit has faced criticism as capital flowing
into the asset class has bid up deal prices leading

to fears that the deals don’t compensate investors
adequately for the risks assumed. To put capital
flows in perspective, private credit today remains

a relatively niche part of global lending activity, at
$1.5T in assets compared to $140T in overall global
fixed income markets. Private credit is also far from
a homogeneous asset class and covers a wide range
of strategies including classic mid-market corporate
lending, real estate-backed financing and specialist
capital solutions that provide financing to specific
sectors starved of capital at certain points in the
cycle. Investors with exposure to the largest, most
‘vanilla’ deals may not achieve excess returns, but
those with a carefully chosen portfolio that includes
deals off the beaten track across attractive sub-
sectors should generate 2% to 4% outperformance
relative to traded high yield bonds!.

Hedge funds is a catch-all term for a variety of
capital market strategies. In many ways, grouping
them together as an asset class makes little sense

and most media coverage tends to compare hedge
fund returns to the performance of equity indices.
Yet most hedge fund strategies have different

risk characteristics from those of equity market
indices. We focus on hedge fund strategies that
have limited exposure to equity market indices

or other broad macro risks like interest rates and
inflation. In our view, a well-constructed portfolio
of such hedge funds is best considered as a low-
risk alternative to bonds as opposed to equities.
This ‘absolute return’ portfolio is likely to offer
higher returns and be more resilient than bonds.
As shown in Exhibit 1, a broad hedge fund index
such as HFRI Conservative Index has outperformed
US Treasuries by 2.5% per annum over the last

10 years, while also protecting capital in difficult
markets (largest decline was 7.5% in this period
versus more than 23% for US Treasuries in

the same time period). We would expect well-
constructed absolute return portfolios to perform
better than broad hedge fund indices, offering 3%
to 5% outperformance relative to government
bonds.

In conclusion, while there are areas within each of
the private equity, private credit and hedge fund
asset classes that may prove less successful in
today’s environment, we believe that there remain
significant opportunities in these alternative asset
classes that make them compelling for investors.

Exhibit 1: Annual Return and Largest Decline of a Broad Hedge Fund Index (HFRI
Conservative Index) vs US Treasuries Over the Last 10 Years (to 30 June 2024)
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! Hypothetical return expectations are based on simulations with forward looking assumptions, which have inherent imitations. Such forecasts are not a reliable
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When discussing the role of various asset classes,
investment practitioners tend to drive the discussion
with terms such as expected returns, volatility, beta
and correlations to name a few. But stepping up

a level, there is compelling economic logic to the
principles of multi-asset class diversification.

Embracing a broad set of asset classes is simply
about putting your eggs into several baskets. This

is valuable to investors because the performance

of each asset class varies according to the prevailing
macroeconomic environment at any given time. In
Exhibit 2 below, the shading indicates when each
asset class is expected to perform well against the
backdrops of low growth, high growth, declining

or increasing inflation. Bonds tend to perform
relatively better when growth is low and inflation

is declining, while equities (public and private)
thrive in high-growth environments. Inflation-
linked bonds, property and commodities generate
stronger returns when inflation is rising or expected
to rise. Absolute return hedge funds are relatively
agnostic to the macroeconomic backdrop and tend
to generate stable returns in most environments.

In an unpredictable world, with rising geopolitical
tension, uncertain inflation prospects, an equally
uncertain rates and fiscal environment, plus now

the emerging threats and opportunities from Al,

a portfolio approach that caters to multiple scenarios
provides more reliable long-term resilience.

Exhibit 2: The core thesis underpinning multi-asset class diversification is that it hedges

against different economic scenarios.
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Source: Partners Capital

Note: Shaded cell indicates asset class performance is likely to be strong in that economic environment.

3 | Third Quarter 2024



Investor Perspectives

Advancing the Endowment Model

While there are cheap and easy ways to invest

in a traditional equity/bond portfolio, accessing
alternative asset classes requires paying higher
fees, accepting some level of illiquidity, and being
comfortable with a lack of day-to-day transparency
on investments. As a result, deploying a diversified
multi-asset class approach is easier said than done.

Architect of the endowment model, David Swensen,
famously said: “Almost everybody belongs on the
passive end of the continuum. Very few belong on
the active end.”

Swensen made this statement more than 20 years
ago because investing in alternative asset classes
requires paying high fees. Finding the few that
outperform net of all fees is not easy. Since he
made this statement, investments in alternative
asset classes have ballooned with nearly $22T or
15% of global capital invested in these asset classes.

With so much choice available, how do investors
know where to look? Unsurprisingly, the solution is
depth of research and experience. According to the

NACUBO-Commonfund Study of Endowments,
there is a clear correlation between size and
performance, (see Exhibit 3). Smaller endowments
have lagged the largest by 2.5% a year over the
last 10 years. As this data suggests, modest
portfolios managed by small internal teams

based in a single location may struggle to adopt

a true endowment model of investing that has an
appropriate allocation, and is able to gain access,
to high-quality managers in alternative asset
classes. Without sufficient scale, investors seeking
to build a more resilient multi-asset class portfolio
should partner with organisations that have

the expertise, scale and alignment of incentives
necessary to execute this approach successfully.

An important pre-requisite for successfully
implementing this approach is to ‘stay the

course’. Just like a broken clock is right twice

a day, simpler approaches to investing will seem
appealing at certain points in time. This often
leads to abandoning the more complex endowment
approach at precisely the wrong time. This

risk is perhaps most important for investors to
guard against.

Exhibit 3: Endowment Performance by Size (periods ending 30 June 2023)
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Source: NACUBO-Commonfund Study of Endowments2

* https://edge.sitecorecloud.io/nacubo1-nacubo-prd-de8b/media/Nacubo/Documents/EndowmentFiles/2023-NCSE-Public-Tables--One-Three-Five-and-10-

Year-Returns-by-Size-and-Type--FINAL.pdf

by
6@ PARTNERS CAPITAL LLP

Third Quarter 2024 | 4


https://edge.sitecorecloud.io/nacubo1-nacubo-prd-dc8b/media/Nacubo/Documents/EndowmentFiles/2023-NCSE-Public-Tables--One-Three-Five-and-10-Year-Returns-by-Size-and-Type--FINAL.pdf
https://edge.sitecorecloud.io/nacubo1-nacubo-prd-dc8b/media/Nacubo/Documents/EndowmentFiles/2023-NCSE-Public-Tables--One-Three-Five-and-10-Year-Returns-by-Size-and-Type--FINAL.pdf

Investor Perspectives

Advancing the Endowment Model

The Five Spokes of the Advanced
Endowment Approach (AEA)

For more than two decades, Partners Capital has
acted as an investment partner for endowments,
foundations, and family offices seeking to

build resilient and robust portfolios. Through
accumulated experience and learning, we have
evolved our own multi-asset class investment
approach, applying the foundational principles

of the endowment model and iterating it as capital
markets evolved over time.

We call this the Advanced Endowment Approach
(AEA) and set out the five underpinning spokes
below:

1. The right portfolio building blocks: most
importantly, the right diversified safety net
allocations, tapping into illiquidity premium,
and adding sufficient inflation protection.

2. The right managers: identify and access those
that have true differentiation.

3. The right partnership structures with
a ‘value for money mindset’: scale is our friend
in getting fee discounts, co-investments and
customised strategies.
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4. Early-mover advantage: being ahead of the
curve into newer asset classes and investment
themes before they become consensus —

e.g., private debt in early 2010s, litigation
financing in 2015.

5. Exceptional execution and risk-
management: monitor all aspects of risk
and rigorously rebalance to a stable risk level to
consistently maintain the portfolio’s resilience.
Leave no stone unturned when optimising portfolio
management costs as this is risk-free return.

Where to next?

The endowment model is as relevant today as it

ever was, with a track record that continues to
deliver impressive results for many institutions.

Yet we don’t see the Advanced Endowment Approach
(AEA), which is based on the original endowment
model, as set in stone. Over the 23 years that
Partners Capital has been in business, we have
continuously adapted, refined and innovated our
approach according to our clients’ needs and the
changing economic environment. The market and
investor requirements will continue to shift over time
and while the endowment model forms the bedrock
for our thinking, we will continue to learn and iterate
to deliver the best possible results for our clients.
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Within the United Kingdom, this material has been issued by Partners Capital LLP, which is
authorised and regulated by the Financial Conduct Authority of the United Kingdom (the
“FCA"), and constitutes a financial promotion for the purposes of the rules of the Financial
Conduct Authority. Within Hong Kong, this material has been issued by Partners Capital
Asia Limited, which is licensed by the Securities and Futures Commission in Hong Kong (the
“SFC”) to provide Types 1, 4 and 9 services to professional investors only. Within Singapore,
this material has been issued by Partners Capital Investment Group (Asia) Pte Ltd, which is
regulated by the Monetary Authority of Singapore as a holder of a Capital Markets Services
licence for Fund Management under the Securities and Futures Act and as an exempt
financial adviser. Within France, this material has been issued by Partners Capital Europe
SAS, which is regulated by the Autorité des Marchés Financiers (the “AMF”).

For all other locations, this material has been issued by Partners Capital Investment Group,
LLP which is registered as an Investment Adviser with the US Securities and Exchange
Commission (the “SEC”)and as a commodity trading adviser and commodity pool operator
with the Commodity Futures Trading Commission (“CFTC”) and is a member of the National
Future’s Association (the “NFA”).

This material is being provided to clients, potential clients and other interested parties
(collectively “clients”) of Partners Capital LLP, Partners Capital Asia Limited, Partners

Capital Investment Group (Asia) Pte Ltd, Partners Capital Europe SAS and Partners Capital
Investment Group, LLP (the “Group”) on the condition that it will not form a primary basis for
any investment decision by, or on behalf of the clients or potential clients and that the Group
shall not be a fiduciary or adviser with respect to recipients on the basis of this material
alone. These materials and any related documentation provided herewith is given on a
confidential basis.

This material is not intended for public use or distribution. It is the responsibility of every
person reading this material to satisfy himself or herself as to the full observance of

any laws of any relevant jurisdiction applicable to such person, including obtaining any
governmental or other consent which may be required or observing any other formality
which needs to be observed in such jurisdiction. The investment concepts referenced

in this material may be unsuitable for investors depending on their specific investment
objectives and financial position.

This material is for your private information, and we are not soliciting any action based upon it.
This report is not an offer to sell or the solicitation of an offer to buy any investment. While all
the information prepared in this material is believed to be accurate, the Group, may have relied
on information obtained from third parties and makes no warranty as to the completeness or
accuracy of information obtained from such third parties, nor can it accept responsibility for
errors of such third parties, appearing in this material. The source for all figures included in this
material is Partners Capital Investment Group, LLP, unless stated otherwise.

Opinions expressed are our current opinions as of the date appearing on this material only.
We do not undertake to update the information discussed in this material. We and our
affiliates, officers, directors, managing directors, and employees, including persons involved
in the preparation or issuance of this material may, from time to time, have long or short
positions in, and buy and sell, the securities, or derivatives thereof, of any companies or
funds mentioned herein.

Whilst every effort is made to ensure that the information provided to clients is accurate and
up to date, some of the information may be rendered inaccurate by changes in applicable
laws and regulations. For example, the levels and bases of taxation may change at any time.
Any reference to taxation relies upon information currently in force. Tax treatment depends
upon the individual circumstances of each client and may be subject to change in the future.
The Group is not a tax adviser and clients should seek independent professional advice on

all tax matters.

Within the United Kingdom, and where this material refers to or describes an unregulated
collective investment scheme (a “UCIS”), the communication of this material is made only
to and/or is directed only at persons who are of a kind to whom a UCIS may lawfully be
promoted by a person authorised under the Financial Services and Markets Act 2000 (the
“FSMA”) by virtue of Section 238(6) of the FSMA and the Financial Services and Markets Act
2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (including
other persons who are authorised under the FSMA, certain persons having professional
experience of participating in unrecognised collective investment schemes, high net worth
companies, high net worth unincorporated associations or partnerships, the trustees of
high value trusts and certified sophisticated investors) or Section 4.12 of the FCA’s Conduct
of Business Sourcebook (“COBS”) (including persons who are professional clients or

eligible counterparties for the purposes of COBS). This material is exempt from the scheme
promotion restriction (in Section 238 of the FSMA) on the communication of invitations or
inducements to participate in a UCIS on the grounds that it is being issued to and/ or directed
at only the types of person referred to above. Interests in any UCIS referred to or described
in this material are only available to such persons and this material must not be relied or
acted upon by any other persons.

Within Hong Kong, where this material refers to or describes an unauthorised collective
investment schemes (including a fund) (“CIS”), the communication of this material is made
only to and/ or is directed only at professional investors who are of a kind to whom an
unauthorised CIS may lawfully be promoted by Partners Capital Asia Limited under the Hong
Kong applicable laws and regulation to institutional professional investors as defined in
paragraph (a) to (i) under Part 1 of Schedule to the Securities and Futures Ordinance (“SFO”)
and high net worth professional investors falling under paragraph (j) of the definition of
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“professional investor” in Part 1 of Schedule 1 to the SFO with the net worth or portfolio
threshold prescribed by Section 3 of the Securities and Futures (Professional Investor) Rules
(the “Professional Investors”).

Within Singapore, where this material refers to or describes an unauthorised collective
investment schemes (including a fund) (“CIS”), the communication of this material is made only
to and/or is directed only at persons who are of a kind to whom an unauthorised CIS may lawfully
be promoted by Partners Capital Investment Group (Asia) Pte Ltd under the Singapore applicable
laws and regulation (including accredited investors or institutional investors as defined in Section
4A of the Securities and Futures Act).

Within France, where this material refers to or describes to unregulated or undeclared
collective investment schemes (CIS) or unregulated or undeclared alternative Investment
Funds (AIF), the communication of this material is made only to and/or is directed only at
persons who are of a kind to whom an unregulated or undeclared CIS or an unregulated
or undeclared AIF may lawfully be promoted by Partners Capital Europe under the French
applicable laws and regulation, including professional clients or equivalent, as defined in
Article D533-11, D533-11-1, and D533-13 of the French Monetary and Financial Code.

Certain aspects of the investment strategies described in this presentation may from time
to time include commodity interests as defined under applicable law. Within the United
States of America, pursuant to an exemption from the US Commodity Futures Trading
Commission (CFTC) in connection with accounts of qualified eligible clients, this brochure is
not required to be, and has not been filed with the CFTC. The CFTC does not pass upon the
merits of participating in a trading program or upon the adequacy or accuracy of commodity
trading advisor disclosure. Consequently, the CFTC has not reviewed or approved this trading
program or this brochure. In order to qualify as a certified sophisticated investor a person
must (i) have a certificate in writing or other legible form signed by an authorised person

to the effect that he is sufficiently knowledgeable to understand the risks associated with
participating in unrecognised collective investment schemes and (ii) have signed, within the
last 12 months, a statement in a prescribed form declaring, amongst other things, that he
qualifies as a sophisticated investor in relation to such investments.

This material may contain hypothetical or simulated performance results which have
certain inherent limitations. Unlike an actual performance record, simulated results do not
represent actual trading.

Also, since the trades have not actually been executed, the results may have under- or
over-compensated for the impact, if any, of certain market factors, such as lack of liquidity.
Simulated trading programs in general are also subject to the fact that they are designed
with the benefit of hindsight. No representation is being made that any client will or is
likely to achieve profits or losses similar to those shown.

These results are simulated and may be presented gross or net of management fees. This
material may include indications of past performance of investments or asset classes that
are presented gross and net of fees. Gross performance results are presented before
Partners Capital management and performance fees, but net of underlying manager fees.
Net performance results include the deduction of Partners Capital management and
performance fees, and of underlying manager fees. Partners Capital fees will vary depending
on individual client fee arrangements. Gross and net returns assume the reinvestment of
dividends, interest, income and earnings.

The information contained herein has neither been reviewed nor approved by the referenced
funds or investment managers. Past performance is not a reliable indicator and is no guarantee
of future results.

Investment returns will fluctuate with market conditions and every investment has the potential
for loss as well as profit. The value of investments may fall as well as rise and investors may not get
back the amount invested. Forecasts are not a reliable indicator of future performance.

Certain information presented herein constitutes “forward-looking statements” which can
be identified by the use of forward-looking terminology such as “may”, “will”, “should”,

“expect”, “anticipate”, “project”, “continue” or “believe” or the negatives thereof or other
variations thereon or comparable terminology.

Any projections, market outlooks or estimates in this material are forward —looking
statements and are based upon assumptions Partners Capital believe to be reasonable. Due
to various risks and uncertainties, actual market events, opportunities or results or strategies
may differ significantly and materially from those reflected in or contemplated by such
forward-looking statements. There is no assurance or guarantee that any such projections,
outlooks or assumptions will occur.

Certain transactions, including those involving futures, options, and high yield securities,
give rise to substantial risk and are not suitable for all investors.

The investments described herein are speculative, involve significant risk and are suitable
only for investors of substantial net worth who are willing and have the financial capacity to
purchase a high risk investment which may not provide any immediate cash return and may
resultin the loss of all or a substantial part of their investment. An investor should be able to
bear the complete loss in connection with any investment.

All securities investments risk the loss of some or all of your capital and certain investments,
including those involving futures, options, forwards and high yield securities, give rise to
substantial risk and are not suitable for all investors.
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