WisdomTree BLOG ARTICLE

IN DEFENSE OF THE ENDOWMENT
MODEL (YET AGAIN)
Scott Welch — Chief Investment Officer – Model Portfolios
06/18/2021

This article is relevant to ﬁnancial professionals who are considering offering model portfolios to their clients. If you are
an individual investor interested in WisdomTree ETF Model Portfolios, please inquire with your ﬁnancial professional.
Not all financial professionals have access to these Model Portfolios.
I have been writing about, advocating for and defending “the endowment model” for more than 10 years.1 And
periodically I have to accept being smacked around for doing so. But I tend to be a long-term, strategic investor. With
the recent and sad passing of endowment model proponent David F. Swensen of Yale University, let me try again.
First, let me deﬁne terms. In the endowment world that Swenson worked in, there are no taxes and time horizons are
infinite; therefore, illiquidity is not an issue. This results in an endowment model that holds very little bonds, only enough
public equity to make a difference and lots and lots of private and alternative investments, plus real assets.

Of course, in the world of tax-paying high net worth and afﬂuent retail investors, who do not have inﬁnite time horizons,
things are different. Does that mean the endowment model doesn’t translate? I don’t think that is true. Adjusting for the
realities of human behavior and taxes, I believe that an appropriate endowment model for individuals means the
following:
Broad and global diversification
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Intelligent use of active vs. passive investment strategies (e.g., a cost/beneﬁt optimization of active management
fees or, to use WisdomTree’s phrase, Modern Alpha®)
A prudent use of non-traditional or lower correlation investments in an attempt to improved overall portfolio
diversification (e.g., real assets and alternatives)
A long-term time horizon
Investment discipline through full market cycles
We manage our different risk-banded Endowment Models in exactly this way, and we believe they deserve more
attention as long-term solutions for many advisors and end clients. Financial advisors who are registered on the
WisdomTree website can learn more about them in our recently launched Model Adoption Center.
All these Models are multi-asset, with allocations to global equities, ﬁxed income, real assets and alternative
investments. Somewhat uniquely, we believe, we are able to fund the less-traditional asset class positions because we
allocate to NTSX, the U.S. version of our Efﬁcient Core strategies, which takes a leveraged 90/60 position in large-cap
U.S. equities and U.S. Treasuries. This provides us with a “core” allocation to stocks and bonds while leaving capital to
allocate to other strategies.
On the real asset side, we have allocations to energy MLPs, infrastructure and, via our own GCC, a dynamically managed
broad basket of commodities.
On the alternative investment side, we have allocations to a short-biased strategy and two variations of hedged equity
strategies, including our own put-writing strategy, PUTW.
Going forward, we will consider additional diversifying strategies, including managed futures, long/short equity,
global macro and diversified arbitrage.
The explicit purpose of these Models seeks to to deliver consistent, absolute return performance, regardless of
underlying market conditions. And, to date, they have performed as expected. They will not keep up with a raging bull
equity market, but they are designed to not lose as much in down or disruptive markets. And, historically, that’s what
they’ve delivered.2
In addition to our Endowment Model, we also offer an explicit Volatility Management Model Portfolio. This is one of
our “outcome-focused” strategies, designed with explicit investment objectives in mind. In this case, to be used as a
complement to existing, more traditional portfolios when the advisor and/or end client wants a more “endowment-like”
portfolio experience.
In addition to the short-biased and hedged equity strategies that are embedded in our Endowment Model, the “Vol
Man” Model also has explicit allocations to diversified arbitrage and interest rate volatility/inflation hedge strategies.
As with all WisdomTree Model Portfolios, our Endowment and Volatility Management portfolios share certain common
characteristics:
1.
2.
3.
4.

They are global in nature
They are ETF-centric, seeking to optimize fees and taxes
They are “open architecture” and include both WisdomTree and third-party strategies
They charge no strategist fee3

Conclusions
It is incorrect to say, as some people have, that the “endowment model is dead.” It is more accurate to say, given the
years-long bull run in traditional U.S. stocks and bonds, that it has been “sleeping” for a while (just like the cicadas that
now cover my backyard).
But, with interest rates and credit spreads where they are, and with equity market valuations stretched to all-time highs,
we deﬁnitely are receiving more questions from advisors about less-traditional and/or more-diversifying portfolio
solutions.
We think both the Endowment Model and the Volatility Management Model can be appropriate solutions to those
questions.
We hope you will take a look.
1Scott Welch, “In Defense of the Endowment Model,”
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IMCA Investments & Wealth Monitor, May–June 2010, 32-26. https
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://investmentsandwealth.org/getattachment/75a77ec3-2a97-44f7-bae8-196e6c52b895/IWM10MayJun-EndowmentMode
l.pdf
2Past performance is no guarantee of future results.
3Other fees and expenses may apply
Important Risks Related to this Article

WisdomTree Model Portfolio information is designed to be used by ﬁnancial advisors solely as an educational resource,
along with other potential resources advisors may consider, in providing services to their end clients. WisdomTree’s
Model Portfolios and related content are for information only and are not intended to provide, and should not be relied
on for, tax, legal, accounting, investment or ﬁnancial planning advice by WisdomTree, nor should any WisdomTree
Model Portfolio information be considered or relied upon as investment advice or as a recommendation from
WisdomTree, including regarding the use or suitability of any WisdomTree Model Portfolio, any particular security or any
particular strategy. In providing WisdomTree Model Portfolio information, WisdomTree is not acting and has not agreed
to act in an investment advisory, ﬁduciary or quasi-ﬁduciary capacity to any advisor or end client, and has no
responsibility in connection therewith, and is not providing individualized investment advice to any advisor or end client,
including based on or tailored to the circumstance of any advisor or end client. The Model Portfolio information is
provided “as is,” without warranty of any kind, express or implied. WisdomTree is not responsible for determining the
securities to be purchased, held and/or sold for any advisor or end client accounts, nor is WisdomTree responsible for
determining the suitability or appropriateness of a Model Portfolio or any securities included therein for any third party,
including end clients.
Advisors are solely responsible for making investment recommendations and/or decisions with respect to an end client
and should consider the end client’s individual ﬁnancial circumstances, investment time frame, risk tolerance level and
investment goals in determining the appropriateness of a particular investment or strategy, without input from
WisdomTree. WisdomTree does not have investment discretion and does not place trade orders for any end client
accounts. Information and other marketing materials provided to you by WisdomTree concerning a Model Portfolio—
including allocations, performance and other characteristics—may not be indicative of an end client’s actual experience
from investing in one or more of the funds included in a Model Portfolio. Using an asset allocation strategy does not
ensure a proﬁt or protect against loss, and diversiﬁcation does not eliminate the risk of experiencing investment losses.
There is no assurance that investing in accordance with a Model Portfolio’s allocations will provide positive performance
over any period. Any content or information included in or related to a WisdomTree Model Portfolio, including
descriptions, allocations, data, fund details and disclosures, are subject to change and may not be altered by an advisor
or other third party in any way.
WisdomTree primarily uses WisdomTree Funds in the Model Portfolios unless there is no WisdomTree Fund that is
consistent with the desired asset allocation or Model Portfolio strategy. As a result, WisdomTree Model Portfolios are
expected to include a substantial portion of WisdomTree Funds notwithstanding that there may be a similar fund with a
higher rating, lower fees and expenses or substantially better performance. Additionally, WisdomTree and its afﬁliates
will indirectly beneﬁt from investments made based on the Model Portfolios through fees paid by the WisdomTree Funds
to WisdomTree and its affiliates for advisory, administrative and other services.
No level of diversification or non-correlation can ensure profits or guarantee against losses.
For more investing insights, check out our Economic & Market Outlook
View the online version of this article here.
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IMPORTANT INFORMATION
U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.
There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, ﬁxed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.
Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a speciﬁc time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or ﬁndings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.
The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any ﬁnancial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its afﬁliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss proﬁts) or any other damages (
www.msci.com)
Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Kara Marciscano, Jianing Wu and Brian Manby are registered representatives of Foreside Fund
Services, LLC.
WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.
You cannot invest directly in an index.
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DEFINITIONS
Illiquidity : The state of a security or other asset that cannot easily be sold or exchanged for cash without a substantial
loss in value. Illiquid assets also cannot be sold quickly because of a lack of ready and willing investors or speculators to
purchase the asset. The lack of ready buyers also leads to larger discrepancies between the asking price (from the seller)
and the bidding price (from a buyer) than would be found in an orderly market with daily trading activity.
Fixed income : An investment security that provides a return in the form of ﬁxed periodic payments and the eventual
return of principal at maturity.
Master limited partnership (MLP) : Investment structure where holdings typically must derive most of their cash ﬂows
from real estate, natural resources or commodities, combining the tax beneﬁts of a partnership—taxes occur when
holders receive distributions—with the liquidity of a publicly traded company.
Managed futures : An alternative investment strategy in which futures contracts are used as part of the investment
strategy.
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