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In the current market environment, we see falling 
equity return expectations and potential for higher 
levels of sticky inflation straining the ability of non-
profits to maintain real spending power over the long 
term. This places us at an inflection point for non-profit 
organizations, particularly those with an inflexible 
spending rate. As such, it now seems an appropriate 
time to review, modify, or affirm spending policies. 
Yes, spending policy discussions can be rather dull, 
but they are critically important nonetheless, as 
spending policy directly impacts your organization’s 
ability to shape its mission. 

A LIKELY CHALLENGING MARKET 
IN THE COMING YEARS
We expect equity market returns will meaningfully decline more in the coming 
decade than in recent history. This sentiment is driven by a trifecta of lower 
expected growth, increased geopolitical risk, and higher anticipated inflation 
than what has been the norm. Exhibit 1 shows return expectations from our most 
recent Capital Markets Assumptions research, where equity returns in the next 
10 years fall considerably below the previous 10 years. 

HOW YOUR SPENDING POLICY 
CAN JEOPARDIZE YOUR GOALS 
Lower expected equity returns could challenge 
spending potential for non-profits.

What it is
With expected lower equity 
returns over the next 10 
years, we outline some of 
the difficult choices that 
non-profit organizations face 
over their spending rates.

Why it matters
Lower returns and elevated 
inflation could cause non-
profits to cut into their funds’ 
principal if they don’t reduce 
their spending rates.

Where it’s going
Now could be a good time 
for non-profits to model 
how a variety of market 
scenarios may impact 
spending and asset values 
over time, and to consider 
the circumstances in which 
they would be willing to 
adjust spending.

https://www.capitalmarketassumptions.com/
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EXHIBIT 1: RETURN FORECASTS POSE A SPENDING CHALLENGE 

Lower equity return forecasts may put a strain on non-profit organizations’ ability to spend.

Actual vs. Expected 10-Year Returns by Asset Class

■ Last 10 Years         ■ Northern Trust 10-Year Forecast 
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Sources: Northern Trust, Bloomberg. Annualized return data in local currency from June 30, 2013 to June 30, 2023. Forecasts are from Northern Trust’s 2024 
Capital Market Assumptions research, representing the forward-looking period from June 30, 2023 to June 30, 2033. Index performance returns do not reflect 
any management fees, transaction costs or expenses. It is not possible to invest directly in any index. Past performance is not indicative of future results.

EXHIBIT 2: LOWER EXPECTED PORTFOLIO PERFORMANCE

Our return forecasts indicate that returns may decline in the next 10 years.

2022 NACUBO-TIAA Actual 10-Year Portfolio Return vs. Northern Trust 10-Year Forecast

To show how these lower returns may impact a diversified portfolio, Exhibit 2 
shows portfolio performance over the last 10 years from the 2022 NACUBO-TIAA 
Study of Endowments Report for portfolios with more than $1 billion in assets 
versus our expectations for a similarly positioned portfolio in the next 10 years.

Sources: Northern Trust, 2022 NACUBO-TIAA Study of Endowments Report. The average dollar-weighted asset allocation for the 2022 NACUBO-TIAA Study of 
Endowments Report’s Over $1 Billion group reflects 75.3% in equities, 9.5% in fixed income, 12.2% in real assets, and 3.0% in other holdings. More detailed asset 
allocation information can be found within the report. The 10-year forecast represents the expected return for a similar portfolio, based on Northern Trust’s 2024 
Capital Market Assumptions research. 
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HOW PORTFOLIO PERFORMANCE 
IMPACTS SPENDING 
Views vary from investment organization to organization, but directionally the tone 
is universal — don’t expect the returns generated for the past 10 years, or even 
much of the past 20 years, to be replicated over the coming decade. 

How does this impact spending? Some organizations — primarily foundations 
— have a firm floor on spending 5% annually to maintain their tax-exempt status. 
Other organizations — mostly endowments — have flexibility in setting policy 
and they also have the greatest diversity of practices in spending policies. 
In Exhibit 3, we show the current practices from the 2022 NACUBO-TIAA Study 
of Endowments, with the vast majority reporting a spending policy based on a 
percentage of the rolling average of the endowment’s market value. Both of these 
dominant types of policies rely on the portfolio to generally earn an investment 
return greater than inflation plus their spending, in order to maintain (or, ideally 
extend) inflation-adjusted spending over time. That proposition is more 
challenging with lower expectations for market returns.

EXHIBIT 3: SPENDING POLICY PRACTICES: MOST ARE A STATIC PERCENTAGE OF ASSETS

Most institutions determine their spending through a percentage of a simple moving average of market value, putting a strain 
on spending when portfolio performance lags for extended periods.

Spending Policies Employed by Respondents

Source: 2022 NACUBO-TIAA Study of Endowments Report. Note: Respondents include 654 institutions. Respondents were able to choose more than one response; 
therefore, the percentages do not sum to 100%. 
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Sources: Northern Trust, 2022 NACUBO-TIAA Study of Endowments Report. The average dollar-weighted asset allocation for the 2022 NACUBO-TIAA Study of 
Endowments Report’s Over $1 Billion group reflects 75.3% in equities, 9.5% in fixed income, 12.2% in real assets, and 3.0% in other holdings. More detailed asset 
allocation information can be found within the report. The 10-year forecast represents the expected return for a similar portfolio, based on Northern Trust’s 2024 
Capital Market Assumptions research. 

EXHIBIT 4: INFLATION COMPLICATES THE SPENDING CHALLENGE

Portfolio returns may barely clear the real return threshold of a 5% spending rate plus inflation given lower expected market 
returns and higher levels of inflation.

Northern Trust Expected 10-Year Portfolio Return vs. Inflation + Spending Target

WHAT NON-PROFITS CAN DO AMID 
EXPECTATIONS OF LOW RETURNS 
This dilemma leaves non-profit fiduciaries in a difficult position with a few 
potential options: 

Increase risk-taking with the aim of achieving a higher return 

This type of approach generally exposes portfolios to additional risks, such as 
volatility and illiquidity, that likely won’t fit your needs.

Inflation compounds this challenge further as higher levels of inflation raise the 
performance target that an organization needs to achieve on a real basis to avoid 
depleting the corpus of the pool. If an organization seeks to spend 5% annually 
not including an adjustment for inflation, we anticipate that means about 7.5% 
assuming the long-term historical average of 2.5%.1 Exhibit 4 again shows the 
10-year expected portfolio return of 7.8% (from Exhibit 2) narrowly squeaks 
by the fixed threshold of 7.5%. The expected outcome is even more grim when 
we modeled out the asset allocation for other cohorts who have allocated less 
to return-seeking assets like private equity.
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1 Despite today’s elevated inflation environment, for modeling purposes over long-term periods (i.e., 10 years or greater), we believe it is prudent to use 2.5% 
which reflects the approximate 20-year historical average. 

https://www.capitalmarketassumptions.com/
https://www.capitalmarketassumptions.com/
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Accept the cyclicality of the markets and the occasional erosion of the corpus

It is important to look at the very long term — 10 to 20 years — when considering 
spending and the impact it has on the corpus of your asset pool. In some markets, 
the corpus will grow, net of all spending and inflation, and in others the corpus will 
shrink. We think the correct asset mix, staying the course, and not over-spending 
in markets where the corpus is growing is important. If you are still concerned 
about erosion of corpus due to spending, consider whether to factor in your 
capital inflows and fundraising into your planning. We’ve found that organizations 
tend to look at contributions as a way to bolster short-term spending needs.

Spend less 

Spending less can be difficult, and the practices of peers underscore this. Even 
with the flexibility to spend less, 86% of NACUBO-TIAA 2022 respondents stated 
they have no intention to lower spending in the next two to three years. According 
to the 2022 Council on Foundations-Commonfund Study, 65% of private and 73% 
of community foundations did not change their spending levels. Nearly one-fifth 
of private foundations and 10% of community foundations reported increased 
spending. Only 5% and 6% of private and community foundations, respectively, 
decreased spending. However, by spending less today, you can help preserve the 
corpus to lead to the ability to spend more tomorrow in absolute dollar terms.

ONE STRATEGY TO ADAPT 
TO LOWER RETURNS
Given the high probability of a lower expected return environment, the math 
behind reducing your spending rate in the short-term may actually lead to 
greater dollars spent in the longer-term. While it may be counterintuitive that 
a lower spending rate leads to increased spending in dollars over time, it may 
make more sense when one considers the prospective return environment. We 
think this approach works best for organizations that have some flexibility in their 
spending needs and place more emphasis on long-term impact than meeting 
short-term needs. 

To underscore this point, in Exhibit 5 we again utilized the 2022 NACUBO-TIAA 
Study of Endowments Report’s Over $1 Billion cohort’s average dollar-weight 
asset allocation as of June 30, 2022 and applied our 20-year capital market 
assumptions to a starting market value of $1 billion. From there, we ran spending 
simulations of 3.5%, 4%, 4.5%, 5% and 5.5% based on the most recent market 
value per year. Time horizon and patience are critical but what is depicted in 
Exhibit 5 below is that there is a convergence in year 27 whereby the portfolio with 
a 3.5% spending rate distributes more annually and, ultimately, cumulatively than 
the portfolios with higher spending rates in perpetuity. This ability to spend more 
in later years is driven by the higher asset values for portfolios with lower spending 
rates, as shown in the chart on the next page.

By spending less today, you 
can help preserve the corpus 
to lead to the ability to spend 
more tomorrow in absolute 
dollar terms. 
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EXHIBIT 5: LESS SPENDING NOW CAN BOOST SPENDING CAPACITY LONG-TERM 

The left chart shows how spending at a lower rate in earlier years with a $1 billion portfolio can allow for more 
spending long-term. As the right chart shows, this is because lower spending in the early years allows the portfolio 
to accumulate notably more wealth long-term.

Annual Spending Based on Spending Rate 
($ millions)

 3.5%          4.0%          4.5%          5.0%          5.5%

Ending Wealth (50th Percentile) Based on Spending Rate 
($ billions)

 3.5%          4.0%          4.5%          5.0%          5.5%

Sources: Northern Trust, 2022 NACUBO-TIAA Study of Endowments Report. The average dollar-weighted asset allocation for the 2022 NACUBO-TIAA Study of 
Endowments Report’s Over $1 Billion group reflects 75.3% in equities, 9.5% in fixed income, 12.2% in real assets, and 3.0% in other holdings. More detailed asset 
allocation information can be found within the report. The 50-years of returns for the assets in the portfolios are based on our 20-year average annualized returns  
in our most recent Capital Market Assumptions research.
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EXHIBIT 6: A REGULAR SPENDING POLICY REVIEW MAY HELP

Roughly 30% of foundations don’t review their policies at least annually or aren’t sure how often they review it. 
Those who don’t have a regularly scheduled review may want to start soon given market expectations.

Frequency of Spending Policy Review

■ Annually ■ Every Other Year ■ Never Review It ■ Other ■ No Answer/Uncertain

TIME TO REVISIT YOUR SPENDING 
POLICY? SOME KEY QUESTIONS TO ASK
Exhibit 6 shows that most foundations review their spending policies annually 
and a small minority never review it at all. We have found practices amongst 
endowments to be similar. Of course, sound governance practices call for 
a periodic review of spending policy when possible, preferably annually.  

66%

17%

12%

2%

3%

72%

14%

5%

6%

3%

Private Foundations Community Foundations

Source: 2022 Council on Foundations–Commonfund Study of Foundations report, which included responses from 171 private foundations 
and 106 community foundations.

Regardless of how you decide to forge on, you may find the potential questions 
below helpful for a finance committee, investment committee or board discussion 
on your spending policy. We believe that this type of dialogue reflects good 
housekeeping measures for all organizations, especially before taking the plunge 
and modifying your spending policy.

Consider short-term spending vs. long-term portfolio growth 

• Is short-term spending more important than long-term asset growth?

Model your spending policy’s impact on asset growth 

• �Have you modeled spending policy relative to long-term asset growth in a variety 
of return environments? 
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Prepare for spending volatility 

• �Have you modeled the potential impact of volatility and lower spending on your 
institution’s needs? 

• �Can your institution adapt to lower spending if necessary? If so, what would be 
a tolerable spending floor?

• �Have you set reasonable parameters to move outside of your spending policy 
under certain circumstances? 

• �Can fundraising/contributions augment spending in certain environments?

Educate stakeholders 

• �Have you provided education and modeling to key stakeholders in advance so 
that you can react in a challenging environment?

CRITICAL CHOICES ABOUT SPENDING
Over the next 10 years, we expect declining equity returns and potentially higher 
levels of  inflation compared to long-term averages, which could strain the ability 
of non-profit organizations — particularly those with inflexible spending rates — 
to maintain real spending power over the long-term. To address this problem, 
investors can increase risk-taking to potentially enhance return (which we don’t 
recommend), accept the cyclicality of returns and allow spending to cut into 
principal, or reduce their spending rates. While we understand that organizations 
may struggle to cut spending or can’t do so because of policy restraints, those 
who can take a longer view may find that a lower spending rate now could set up 
more spending capacity later. Now could be a good time to model how a variety 
of market scenarios may impact spending and investable assets, consider under 
what circumstances the organization would adjust spending, and educate 
stakeholders on those scenarios.

As a leader in the outsourced 
chief investment officer 
(OCIO) industry since 1979, 
we manage $148 billion in 
outsourced assets, including 
$34.5 billion on behalf of 
not-for-profit organizations, 
as  of December 31, 2023.

Learn more about 
Outsourced Chief 
Investment Officer (OCIO) 
Services at Northern Trust 
Asset Management.

https://ntam.northerntrust.com/united-states/institutional/solutions/outsourced-cio
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HOW YOUR SPENDING POLICY CAN JEOPARDIZE YOUR GOALS

ABOUT NORTHERN TRUST 
ASSET MANAGEMENT
Northern Trust Asset Management is a global investment manager that helps 
investors navigate changing market environments in efforts to realize their 
long-term objectives. Entrusted with $1.18 trillion in assets under 
management as of December 31, 2023, we understand that investing 
ultimately serves a greater purpose and believe investors should be 
compensated for the risks they take — in all market environments and any 
investment strategy. That’s why we combine robust capital markets research, 
expert portfolio construction and comprehensive risk management in an 
effort to craft innovative and efficient solutions that seek to deliver targeted 
investment outcomes. As engaged contributors to our communities, we 
consider it a great privilege to serve our investors and our communities with 
integrity, respect and transparency.

How helpful 
was this paper?

https://northerntrustfeedback.allegiancetech.com/cgi-bin/qwebcorporate.dll?idx=4QHYEG&rating=1&title=how-your-spending-policy-can-jeopardize-your-goals%20_whitepaper_global_12112023
https://northerntrustfeedback.allegiancetech.com/cgi-bin/qwebcorporate.dll?idx=4QHYEG&rating=2&title=2021-one-year-outlook-vaccine-shaped-recovery_global_12082020
https://northerntrustfeedback.allegiancetech.com/cgi-bin/qwebcorporate.dll?idx=4QHYEG&rating=0&title=2021-one-year-outlook-vaccine-shaped-recovery_whitepaper_global_12082020
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IMPORTANT INFORMATION

The information contained herein is intended for use with current or prospective clients of Northern Trust Investments, Inc. (NTI) or its affiliates. The information is 
not intended for distribution or use by any person in any jurisdiction where such distribution would be contrary to local law or regulation. NTI or its affiliates may 
have positions in and may effect transactions in the markets, contracts and related investments different than described in this information. This information is 
obtained from sources believed to be reliable, its accuracy and completeness are not guaranteed, and is subject to change. Information does not constitute 
a recommendation of any investment strategy, is not intended as investment advice and does not take into account all the circumstances of each investor.

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or recommendation 
with respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely upon this information as 
a substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors. References to specific securities and their issuers are for 
illustrative purposes only and are not intended and should not be interpreted as recommendations to purchase or sell such securities. Indices and trademarks 
are the property of their respective owners. Information is subject to change based on market or other conditions.

All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market risks, strategy risks, advisor 
risk, and risks with respect to its investment in other structures. There can be no assurance that any portfolio investment objectives will be achieved, or that any 
investment will achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique can guarantee returns or eliminate 
risk in any market environment. Risk controls and models do not promise any level of performance or guarantee against loss of principal. Any discussion of risk 
management is intended to describe NTI or its affiliates’ efforts to monitor and manage risk but does not imply low risk.

Past performance is not a guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance returns 
contained herein are subject to revision by NTI or its affiliates. Comparative indices shown are provided as an indication of the performance of a particular 
segment of the capital markets and/or alternative strategies in general. Index performance returns do not reflect any management fees, transaction costs or 
expenses. It is not possible to invest directly in any index. Net performance returns are reduced by investment management fees and other expenses relating to 
the management of the account. Gross performance returns contained herein include reinvestment of dividends and other earnings, transaction costs, and all 
fees and expenses other than investment management fees, unless indicated otherwise. For additional information on fees, please refer to Part 2a of the Form 
ADV or consult an NTI representative.

Forward-looking statements and assumptions are NTI or its affiliates’ current estimates or expectations of future events or future results based upon proprietary 
research and should not be construed as an estimate or promise of results that a portfolio may achieve. Actual results could differ materially from the results 
indicated by this information.

Northern Trust Asset Management is composed of Northern Trust Investments, Inc., Northern Trust Global Investments Limited, Northern Trust Fund Managers 
(Ireland) Limited, Northern Trust Global Investments Japan, K.K., NT Global Advisors, Inc., 50 South Capital Advisors, LLC, Northern Trust Asset Management 
Australia Pty Ltd, and investment personnel of The Northern Trust Company of Hong Kong Limited and The Northern Trust Company.

NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE

© 2024 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A.
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