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The Yale Endowment Model  

 

The Yale Endowment has been one of the first and most committed large endowments to 

invest the majority of its assets into alternative investments. Yale’s approach is not only 

bold but has proven to be very lucrative. Their endowment has generated 13.5% annual 

gains over a 20-year investment period.  This performance represents a 600% increase in 

value since 1993.  To further put Yale’s investment performance in perspective, had Yale’s 

allocation since 1993 reflected a traditional 60% public equity/40% fixed income 

allocation, the Endowment would be worth less than $9B, less than half of the 2013 value 

of nearly $21B.  The strategy employed by the Yale Endowment has become a model for the 

allocation strategies of many institutional investors, large family offices, and the wealthiest 

of individuals.   

 

As an investor or investment advisor, you’d rightly ask, what did they invest in to generate 

returns that have ranked them #1 in the Cambridge (largest endowment consulting firm) 

Annual Survey of University Endowments for nine of the past ten years?  In short, the 

answer is Private Equity.   

 

Lack of Access 

According to Preqin (largest PE industry database), Private Equity assets under 

management total $3.5 trillion, or roughly 25% less than the combined total AUM of 

Fidelity Investments ($1.7T) and Vanguard ($2.8T), the two largest mutual fund families in 

the U.S.  While many, if not most investors, are familiar with these venerated fund families, 

very few individual investors are familiar with TPG Capital, Apollo Management, or Advent  



 
 
 
 

 

 

International, and virtually none of those households have any investments with this group 

of three of the largest U.S.-based Private Equity firms.   

 

The majority of individual investors have no access to Private Equity investments since (a) 

the minimums are too high ($10mm-$100mm would be common), (b) suitability standards 

requiring liquid net worth of more than $5mm, and most importantly, (c) these firms do 

not want retail investors, nor the reporting responsibility that comes with providing their 

funds to less affluent and less sophisticated investors. For these structural reasons, Private 

Equity has not been widely accessible to individual investors. 

 

The net result of these factors is that individual investors have missed out on the ability to 

effectively utilize the investment allocation strategy responsible for Yale’s success and the 

outperformance realized by other institutional investors that have meaningful exposure to 

Private Equity.  

 

What’s in a Label? 

 

Private Equity means an equity investment (which can result in minority or majority 

control), typically accompanied by leverage (debt financing) in established, and successful 

privately held businesses or businesses that are taken private or otherwise recapitalized by 

professional investors.  According to Preqin, roughly 80%+ of Private Equity capital is 

committed to buyouts, with the balance going toward mezzanine finance 

(junior/subordinated debt), secondary investments (purchases of Private Equity interests 

from one investor by another), and growth capital (typically used for expansion of a proven 

business model).   

 

Private Equity is separate and distinct from Venture Capital, which represents investments 

in earlier stage, often pre-revenue and certainly pre-profit businesses, which naturally 

carry a much greater risk profile.  Private Equity is primarily focused on “execution risk”  



 
 
 
 

 

 

(can a business grow and operate more efficiently?) and Venture Capital is engaged in 

“concept risk” (will the product/service work, and become a sustainable business?).   

 

The vast majority of Private Equity investments are expected to succeed, whereas Venture 

Capitalists expect many of their investments to fail, and subsequently VC funds attempt to 

generate extraordinary returns from just a few of their investments.  To use a baseball 

comparison, PE is focused on batting average (getting lots of hits and doing so consistently) 

and VC is focused on slugging average (getting lots of extra-base hits, regardless of number 

of strike outs). 

 

What’s the Payoff? 

 

It’s a daunting task for individual investors and advisors to find suitable and accessible 

Private Equity opportunities, so it is understandable that many give up or don’t try in the 

first place.  However, the rewards are very much worth the effort.  According to Cambridge 

Associates, over the past 10 years, Private Equity, after fees, has outperformed the large 

cap and broader public stock market indices by between 4.6%-6.8% per year, which 

equates to a final portfolio value of between 50% and nearly 100% more value at the end of 

10 years.  Additionally, the consistency of Private Equity’s performance, according to the 

Cambridge Associates’ data, is even more impressive, with the 15 year return comparisons 

having produced between 4.7%-7.1% higher returns annually, and the 20 and 25 year 

results having netted similar public index beating performance of 3.5%-4.7% more per 

year.  This outperformance, compounded over these longer measurement periods would 

have equated to portfolio values of double, triple, and even quadruple public equities, net of 

fees.  Savvy investors like the Yale Endowment have known and benefited from this 

outperformance for years.  Yale currently has a target portfolio allocation of 31% for the 

Private Equity asset class. 

 

 



 
 
 
 

 

 

Bridging the Gap 

 

There is a clear dilemma for investors who seek Equity exposure, but don’t have access to 

the asset class. An additional challenge is to make sure that “access” means legitimate 

Private Equity exposure, and not just a misguided label without the return potential and 

portfolio diversification benefits of real Private Equity participation.   

 

There is, however a very small group of niche firms who’ve been providing some level of 

access to Private Equity through select advisory relationships, and there will likely be 

others that emerge as investors demand access to these strategies.  Several credit oriented 

groups (Private Debt) have made forays into the advisory channel, and that’s a good start, 

but just as investors wouldn’t expect public equity-like (stock) returns from public debt 

(bonds), the Private Debt strategies aren’t likely to deliver sufficient returns to compensate 

for their risks, fees, or “Private Equity” return expectations.  Investors can expect more BDC 

and interval fund offerings that include Private Equity, and currently there are a few good 

choices that have been vetted by, and are now available on the platforms of several 

independent broker dealer and registered investment advisory companies.  In short, the 

gap is closing, and individual investors should be the beneficiaries of this trend. 

 

Sources:  

https://www.preqin.com/item/2014-preqin-global-private-equity-report/1/8194 

http://investments.yale.edu/images/documents/Yale_Endowment_13.pdf 

 

About the Author:  Kirk Michie is a Partner with Triton Pacific, a lower middle market 

Private Equity firm in Los Angeles.  Mr. Michie has 30 years of experience in investment 

and wealth management including financial and estate planning, asset allocation, 

retirement income planning, banking, insurance, and family office services. Previously he 

was a Partner & Senior Manager Director at Kayne Anderson Rudnick in their Private  
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Clients division, and has served in similar capacities at Sanford C. Bernstein & Co., Inc., 

Bessemer Trust, Merrill Lynch, and Wells Fargo. In all instances Kirk has been integrally  

involved with strategy, platform development, acquisitions, investment policy, pricing, 

vendor relations, and compliance. As a senior investment professional, Kirk is a frequent 

speaker at industry conferences, and has been involved with Tiburon Strategic Advisors 

and their CEO Summits for several years. Kirk received his BS from USC.  Triton Pacific has 

successfully raised and deployed four Private Equity funds through retail financial advisors 

and is currently rolling out a public BDC that provides individual investors access to 

Private Equity investments. 

 

 

 


