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of the spending range in the last decade, 
having previously moved the boundary 
from 5.00 to 5.75 percent in 2006. 

In fiscal 2015, the Endowment 
spending distribution, in aggregate, 
equaled $875 million.4 Spending per 
Endowment unit equated to 4.2 percent 
of market value at the start of fiscal 2015.

a S S e T  a l l O c a T i O n
Asset allocation involves deciding what 
share of the portfolio should be placed in  
the various broad asset categories. The 
decisions attempt to balance the relative 
merits of equities versus fixed income, 
domestic versus foreign investments, and 
publicly traded versus non-marketable assets.

Princeton’s long-term asset allocation  
decisions are embodied in a Policy Portfolio 
that describes the asset categories in which  
Princeton will invest, a set of target weights 
that indicate how the portfolio will be 
positioned in “normal” market conditions, 
and a range of weightings within which 
exposures can be adjusted in response 
to mid-term opportunities arising from 

significant market disequilibria or to other 
unusual circumstances. Figure 1 at left 
depicts the Policy Portfolio targets.

Readily manifest is Princo’s bias 
toward equities or equity-like assets—95 
percent of the portfolio is allocated toward 
these investments. Also striking is the  
relatively small portion, 10 percent, of the  
portfolio dedicated directly to Domestic 
Equities. Large portions of the portfolio 
are allocated to other high expected-return 
categories. Independent Return, Private 
Equity, and Real Assets bear further 
description. Independent Return is broadly 
defined as consisting of investment vehicles 
that seek high absolute returns that are 
typically independent of broad market 
trends. Private Equity and Real Assets 
include investments in private companies, 
venture capital opportunities, real estate, 
and natural resources. These areas can 
offer attractive opportunities for skilled, 
patient investors.

The Policy Portfolio is diversified 
among asset categories for a number of 
reasons. Most importantly, Princo seeks 
return premia, in both risk-adjusted and 
absolute terms. In each equity asset 
category, Princeton has competitive 
advantages that create superior return 
potential. A broader opportunity set 
means that the portfolio may be capable 
of producing high returns more often 
and in a greater variety of environments. 
The multi-asset class approach also offers 
diversification benefits that help to control 
risk in most environments.

Princo’s Directors, working closely 
with Princo Staff, review the Policy 
Portfolio annually. As part of the most 
recent review, Princo reduced the policy 
target for Real Assets to 19 percent from 

4 Investment earnings distributed in 
fiscal year 2015 in the amount of $881 
million in the Statement of Activities is 
composed of Endowment spending of 
$875 million, plus earnings from funds 
held in trust by others, working capital, 
planned giving investments, and other 
non-endowment investments.
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21 percent. This was offset by increasing 
the Domestic Equity policy target to 10 
percent from 9 percent, and increasing the 
Independent Return target to 25 percent 
from 24 percent. 

The decision to reduce the Real 
Assets target is aimed at modestly 
enhancing the Endowment’s liquidity.  
To offset the decrease, we chose to increase 
the Independent Return target as we like 
the “all weather” characteristics of the asset 
category—it can generate strong returns 
both in periods when traditional strategies 
perform well, and when they do not. The 
recommendation to increase the Domestic 
Equity target is driven by bottom-up, 
manager-specific considerations, as well 
as the desire to create room to have more 
liquid equity exposure. 

Table 1 gives a historical perspective, 
showing how the Policy Portfolio has 
evolved over two decades. Clearly evident 
is the long-standing practice of aggressive 
positioning. While non-traditional 
investments have grown as a share of  
the portfolio, this growth represents 

Table 1 
P R i n c e TO n  u n i V e R S i T y  e n d OW M e n T  P O l i c y  P O R T F O l i O  Ta R G e T S *
Every Five Years Since 1996

asset class 1996 2001 2006 2011 2016
Domestic Equity 45.0 % 20.0 % 15.0 % 7.5 % 10.0 %
International Equity:
 Developed Markets 10.0 % 7.5 % 8.5 % 6.5 % 6.0 %
 Emerging Markets 0 % 7.5 % 8.5 % 9.0 % 10.0 %
Independent Return 0 % 25.0 % 25.0 % 25.0 % 25.0 %
Private Equity 15.0 % 15.0 % 15.0 % 23.0 % 25.0 %
Real Assets 10.0 % 10.0 % 18.0 % 23.0 % 19.0 %

 Total Equity 80.0 % 85.0 % 90.0 % 94.0 % 95.0 %

Fixed Income and Cash 20.0 % 15.0 % 10.0 % 6.0 % 5.0 %

 Total  100 % 100 % 100 % 100 % 100 % 
 
*Policy targets are pro forma based on current asset class definitions.

deliberate-paced expansion reflecting 
extensive consideration over multiple years.

Diversification into international 
investments is an important part of our 
multi-asset class approach. Princo believes 
such investments have the potential to 
increase long-term expected returns while 
helping to manage portfolio risk. Relative 
to the U.S., international markets tend 
to be less efficient, providing meaningful 
opportunities for adding value through 
active management.

An important part of Princo’s 
approach to international investments is 
an emphasis on “foreign local” managers 
based outside the United States. Over 
time we have gained more exposure to 
such managers in both marketable and 
non-marketable categories. Indeed, we 
have formally articulated efforts in this 
regard as our “Grand Unifying Theme.” 
This theme, while very important, is  
not fully visible in the Policy Portfolio  
because it cuts across several asset 
categories. On June 30, 2015, about 33 
percent of the Endowment (including 


