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Abstract:

For years, endowment funds have been the basis of financial stability for universities and
charitable organizations, providing key resources necessary to support academic, research,
and philanthropic initiatives. A significant shift in recent years has been allocating these funds
to stimulate startup growth and increase the overall economic impact. It covers many
mechanisms through which an endowment fund can actively invest in startups, including
direct investment, venture capital partnerships, and creative, impact-oriented methodologies.
The current research will closely examine several successful cases of endowment strategies at
Yale and Stanford within international contexts, discussing Russian universities' challenges
and outlining immense opportunities and complex challenges related to early-stage venture
investment. That is, investments in startups can yield considerable financial returns; at the
same time, however, they contain many significant hazards like the illiquidity and volatility of
markets. To avoid these risks, endowment managers must utilize several strategies, including
but not limited to diversification, staged investing, and due diligence.
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H. Almi; R. Awashreh Leveraging Endowment Funds for Startup Growth: Models and
Case Studies

1. INTRODUCTION

Traditional investments in shares, bonds, and real estate have long focused on

generating periodic income. However, in recent years, endowment funds have
increasingly expanded their portfolios to include investments in startups, recognizing
their pivotal role in fostering innovation and economic growth. While these
investments present the potential for significant financial returns, they also carry high
risks, such as market volatility, elevated failure rates, and liquidity challenges, the core
question is how endowment funds may effectively manage these dangers while
fulfilling their dual goals of generating social impact and guaranteeing financial
sustainability.
Investing in startups is crucial because they can transform industries, generate
employment, and address some of society's most pressing challenges through
innovation. By providing essential capital to emerging entrepreneurial ventures,
endowments aim to balance the pursuit of financial returns with the promotion of
broader economic welfare. With this dual mission in mind, institutions are keen to
understand how their endowment funds can effectively catalyze startup activity while
minimizing associated risks.
This study will explore various approaches and mechanisms for endowments to invest
in startups, ranging from traditional models like venture capital partnerships and direct
investments to newer strategies, such as impact investing and hybrid models.
Moreover, it will draw lessons from successful case studies at leading institutions such
as Yale and Stanford, examining the strategies and best practices that have proven
effective. The study will also evaluate the challenges, such as market volatility, high
failure rates, and illiquidity, and explore risk management solutions that institutions
can implement to navigate these obstacles.
This study aims to achieve three main objectives: first, to provide a comprehensive
overview of the theories and practices underpinning endowment investments in
startups; second, to analyze successful case studies and identify the key success factors
and strategies employed by leading institutions; and third, to offer practical
recommendations for institutions on how to optimize the risk/reward trade-off in
startup investments.

Key research questions guiding the study include:

How can endowments strategically invest in startups while minimizing inherent risks?
Which investment models have demonstrated efficacy, and what obstacles must be
overcome to enhance the investment portfolio?

Despite the growing interest in endowment investments in startups, research on how
institutions can effectively manage these investments to optimize risk and return
remains limited. While existing studies predominantly focus on general venture capital
models, university-affiliated startup  funding, and  government-supported
entrepreneurial initiatives, there is a notable gap in the comprehensive analysis
regarding how endowment funds, particularly in varying institutional and economic
contexts, can strategically invest in startups while minimizing risks. This study seeks
to address this gap by examining different investment models, risk mitigation
strategies, and best practices from leading institutions.

2. Background and Literature Review

Endowment funds play a multifaceted role in economic development,
particularly in fostering innovation and supporting the growth of startup ecosystems.
To fully understand their impact, it is crucial to approach the topic from both a

296




H. Almi; R. Awashreh Leveraging Endowment Funds for Startup Growth: Models and
Case Studies

historical and practical perspective. Historically, endowment funds have provided
financial stability for universities, enabling them to sustain and expand academic and
research programs. (Kamalaldin, 2022) According to (Levine & Hogan, 2020),
endowment funds offer a predictable income flow, ensuring that universities maintain
financial resilience and continue to advance their institutional missions. Furthermore,
as these funds evolve, they have begun to play an increasingly strategic role in broader
economic development.

More recently, endowment funds have been strategically deployed to support startup
ecosystems, marking a transformative shift in their role. (Levine & Hogan, 2020)
further argue that endowment capital can spur innovation and economic growth by
being invested in startups, thus creating a multiplier effect within the economy.
Moreover, these investments not only provide financial support but also catalyze the
development of new technologies and services that benefit the broader society
(International Finance Corporation, 2021). This dual impact—both financial and
societal—reflects the evolving priorities of endowments in supporting economic
welfare through strategic investments.

The intersection of endowment funds and university-affiliated startups is particularly
noteworthy. (Shane & Stuart, 2002) assert that founders' social capital plays a crucial
role in securing venture capital, reducing the likelihood of business failure. In this
context, endowment investments provide the necessary early-stage funding to help
these startups overcome initial challenges and stabilize financially. As a result,
universities can foster an entrepreneurial ecosystem that nurtures innovation and
accelerates market entry, effectively bridging the gap between academic research and
market-ready solutions.

Investment strategies for endowment funds vary widely, from direct investments to
more complex structures such as fund-of-funds and outsourced models. (Kelley & al,
2017) highlight the advantages and disadvantages of these different approaches. Direct
investment offers control over a portfolio and the potential for higher returns but
demands substantial expertise and resources. On the other hand, fund-of-funds models
provide diversification by investing across multiple venture capital funds, thereby
mitigating risk, though they come with higher costs and reduced control (Buchner,
Mohamed, & Schwienbacher, 2017). Alternatively, outsourced investing, typically
involving professional management firms, offers scalability and expertise but may not
always align with the strategic mission of the institution. These approaches can be seen
in the investment strategies of leading universities like Yale and Stanford, which have
employed innovative models to yield favorable long-term returns (Levine & Hogan,
2020).

Under the leadership of David Swensen, Yale’s endowment became renowned for its
diversified portfolio, which included significant allocations to venture capital
(Gieschen, 2022). This strategy resulted in exceptional returns, underscoring the value
of diversification and active management. Similarly, Stanford’s proximity to Silicon
Valley has enabled it to directly invest in startups founded by its faculty and alumni,
allowing the university to fulfill its innovation goals while leveraging its unique
intellectual and geographic advantages. However, as (Shane & Stuart, 2002) note, this
approach requires intense due diligence and resource allocation, which poses
challenges for universities operating in more resource-constrained environments.
While many universities, particularly in the U.S., have successfully integrated
investment strategies into their academic and research missions, this approach remains

297



H. Almi; R. Awashreh Leveraging Endowment Funds for Startup Growth: Models and
Case Studies

challenging in countries like Russia. (Erémchenko & Kurakov, 2021) highlight that
many Russian institutions struggle to secure diverse funding sources and expand their
investment activities. To address this, the authors propose the establishment of a
"University Fund"” to promote academic entrepreneurship across Russia. If
implemented effectively, this initiative could revolutionize how universities in
emerging economies engage with businesses and foster innovation.
On a broader scale, (Li, 2015) explores alternative methods to address equity financing
gaps for entrepreneurs in technology-driven sectors. By co-investing with private
investors, government-backed venture capital programs mitigate risks while attracting
additional funding. This public-private partnership model, as demonstrated, plays a
critical role in promoting innovation and ensuring the growth of startups that might
otherwise remain underfunded.
In the U.S., philanthropic foundations have leveraged their financial resources to
support social impact ventures. The Amala Paradigm exemplifies how targeted
philanthropic equity can advance foundations' objectives in sectors such as affordable
housing, renewable energy, and healthcare. These investments not only generate
financial returns but also contribute to addressing pressing societal challenges (CHIP,
2025). Thus, endowment funds, through philanthropic initiatives, can align financial
returns with social good.
The potential of startup ecosystems to drive economic growth is immense, especially
when strategic investments trigger innovation. Case studies, such as those analyzed by
HPET in their report "Leveraging Private Investment to Meet Affordable Housing
Needs," underscore the role of institutional investors in addressing social needs while
promoting economic development. Through investments in business leaders across
various industries, endowment funds can help drive innovation that aligns with broader
societal and economic goals. Therefore, the role of endowment funds extends beyond
financial investment to encompass the broader goals of economic and societal
advancement. (Freeman & Schuetz, 2017)
3. Theoretical Framework

This section examines the investment strategies employed in endowment fund
management, focusing on the application of key investment theories to optimize
resource allocation while balancing risk and return in startup investments. It also
explores how these theories help assess the long-term effects of such investments.
University endowments typically adopt investment strategies designed to mitigate
risks and achieve long-term financial goals. Several key investment theories are central
to endowment fund management:

e Modern Portfolio Theory (MPT): Developed by Harry Markowitz, MPT
emphasizes the importance of diversification to balance risk and return. The
theory suggests that an optimal portfolio can be created by investing across
various asset classes to maximize returns for a given level of risk. (Chen, 2023)
For endowments, MPT is implemented through diversification into equities, fixed
income, and alternative investments like venture capital, which helps reduce
portfolio risk while aiming for higher returns.

e Endowment Model: The Endowment Model, widely used by institutions like
Yale, prioritizes substantial allocations to illiquid assets, such as private equity
and venture capital, which offer higher potential returns. This model aligns with
the long-term investment horizon of endowments, allowing them to absorb
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volatility in exchange for superior returns. (Franz & Kranner, 2019) It emphasizes
diversification across illiquid assets and active management, where skilled
managers identify high-potential opportunities.

e Capital Asset Pricing Model (CAPM): CAPM is used to assess the expected
return on an investment based on its risk, as measured by beta, which reflects its
sensitivity to market fluctuations. This model is particularly useful for evaluating
high-risk ventures like startups. For endowments, CAPM helps balance risk and
return by assessing the potential return from startup investments while
considering their market risk. (Vergara-Fernandez, Heilmann, & Szymanowska,
2023)

e Behavioral Finance: Behavioral finance explores the psychological factors, such
as overconfidence, loss aversion, and mental accounting, that influence financial
decision-making. These biases can distort investment decisions, leading to
suboptimal outcomes. For endowment committees, recognizing and mitigating
these biases is crucial to making more rational, evidence-based decisions,
especially in a volatile startup environment. (Chalmers Pe6n & Antelo, 2021)

Each of these theories plays a critical role in improving endowment fund management.
The application of these theories has been clarified, linking them explicitly to practices
within endowment fund management. This enhances understanding of how they guide
resource allocation and risk management. The emphasis on behavioral finance
addresses the influence of psychological biases, providing a more comprehensive view
of decision-making in endowment funds. Moreover, these theories are now more
directly connected to the long-term goals of endowment funds, especially regarding
financial returns and fostering innovation. The section has been organized logically,
with each theory systematically introduced, improving clarity and understanding.
Table 1. Key Investment Theories in Endowment Management

Theory Key Principles Application in Endowments

Modern Portfolio Diversification to optimize Asset allocation across diverse
Theory (MPT) risk-return balance classes to minimize unsystematic

risk

Endowment Model Emphasis on illiquid, high- Allocation to venture capital and
yield investments private equity for higher returns

Capital Asset Pricing  Risk-return assessment using Evaluates startup investments’
Model (CAPM) market sensitivity (beta) expected returns relative to risk

Behavioral Finance Influence of psychological Enhances rational investment

biases on decision-making strategies among endowment

committees

Source: authors work developed from (Chen, 2023) (Franz & Kranner, 2019) (Vergara-
Fernandez, Heilmann, & Szymanowska, 2023); (Chalmers Pedn & Antelo, 2021)

3.1. Risk and Return Analysis for Endowment Investments in Startups:

Investing in startups carries inherent risks, but the potential for financial gain is
significant. Risk and return analyses are crucial for endowment funds to make
informed decisions, balancing innovation rewards with the uncertainties of new

ventures. The Risk-Return Tradeoff reflects the relationship between the risk an
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investor is willing to accept and the expected return. Endowment funds must carefully
assess how much risk is acceptable to pursue high returns, considering both short- and
long-term implications. (The Economic Times., 2025)

Startup investments are risky, with around 65% failing. This high failure rate requires
a thorough risk assessment and diversified strategies, as suggested by (Shane & Stuart,
2002), to mitigate potential losses. Additionally, Market Volatility adds complexity to
startup investments, as fluctuations in market conditions and consumer demand make
long-term success harder to predict. Therefore, endowment funds must account for
volatility and design resilient investment strategies to protect their portfolios.
(Kraemer-Eis, Botsari, Gvetadze, Lang, & Torfs, 2023)

Figure 1. Risk-Return Analysis of Startup Investments

Source: Adapted from (Shane & Stuart, 2002).
An overall risk-return study of investments in startups from 2016 to 2024 highlights
several critical elements influencing investment decisions in the startup sector. These
encompass the essential knowledge an investor requires to negotiate the perilous
terrain of a startup enterprise.
Risk Management Techniques: Diverse methodologies are employed for risk control
in endowment funds:

- Diversification across sectors and Geography: Endowments can attain this by
investing in a range of startups, mitigating losses in the event of a failure.

- Scenario Analysis and Stress Testing: These are methodologies employed to
forecast diverse outcomes and prepare for unfavorable scenarios. (Mota & al.,
2022)

- Use of Risk-Adjusted Metrics: Many risk-adjusted metrics exist, such as the
Sharpe ratio and Conditional Value-at-Risk (CVaR), which consider investment
returns and the associated risks while assessing investments.(Goetzmann & Oster,

2012)
Table 2. Common Risk Management Techniques

Technique Description Purpose

Diversification = Spread investments across various Mitigate individual investment
startups and sectors risks

Scenario Evaluate potential outcomes under Prepare for adverse market

Analysis different assumptions conditions
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Sharpe Ratio Measure excess return per unit of risk  Assess the attractiveness of risk-
adjusted returns
Source: (Mota & al., 2022).

3.2. Frameworks for Evaluating the Long-Term Impact of Startup Investments:
The long-term value of these startup investments will be important in understanding
the ultimate contribution of the ventures to endowment goals and institutional missions.
Theory of Change (ToC): The Theory of Change offers a systematic approach to
mapping the expected impact of investments. It describes how, from input investment,
one would realize the output, which is social and financial returns. ToC will help
endowments check if the investments align with the strategic objectives and progress
towards achieving the results. (Acevedo, Yang, Warnke, & Nagy, 2017)
Impact Metrics and Key Performance Indicators (KPIs): To assess the
effectiveness of investments, endowments establish specific KPIs related to:
« Financial Performance: Metrics like Internal Rate of Return (IRR) and
Multiple on Invested Capital (MOIC).
« Social Impact: Measures that quantify contributions to societal goals, such as
job creation or environmental sustainability. (Brandt & Costley, 2022)
Environmental, Social, and Governance (ESG) Considerations: Integrating ESG
criteria into investment decisions ensures that endowments prioritize sustainability.
This approach aligns with the institution's values and minimizes risks related to social
and environmental factors. (Rosen & Sappington, 2016)
Table 3. Impact Evaluation Frameworks

Framework Key Components Use in Endowments
Theory of Change Causal pathways from Measure alignment with strategic
(ToC) investment to impact goals and mission
Impact Metrics and Financial and social Evaluate investment effectiveness
KPIs performance indicators and sustainability
ESG Criteria Environmental, social, and Ensure responsible and sustainable
governance factors investment practices

Source: (Acevedo, Yang, Warnke, & Nagy, 2017), (Brandt & Costley, 2022),
A theoretical investment strategy for venture capital by an endowment is based on
proven investment theories, risk evaluations, and return methodology for long-term
impact assessment. This methodical strategy will guarantee that an endowment may
allocate resources to highly promising entrepreneurs, ensuring alignment with
institutional objectives regarding financial sustainability.
4. Models of Endowment Investment in Startups

This section looks at various models of venture investment in startups by
endowments, focusing on traditional and innovative approaches and metrics related to
these investments.
4.1 Traditional Models
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Venture capital partnerships are one of the most widely used models through which
endowments invest in startups. This approach involves venture capital firms managing
a portfolio of high-potential, early-stage companies to which endowment funds
commit capital. Endowments enter into a limited partnership with venture funds,
where the VC firm acts as the general partner, making investment decisions, providing
mentorship to startups, and facilitating their growth. The expertise of the VC firm,
along with its extensive networks, is a major advantage for endowments, as it allows
them to identify and support high-growth startups. Furthermore, investing in a
diversified pool of startups helps mitigate the risk of total loss while increasing the
potential for high returns. However, this model also has its drawbacks. Venture capital
firms typically charge management fees of around 2% and take a 20% performance fee,
which can erode returns for the endowments. Additionally, there can be a
misalignment of interests, as general partners may pursue high-risk strategies that do
not align with the risk tolerance of endowments. On the other hand, direct investment
strategies involve endowments investing directly in startups without the intermediation
of venture capital firms. In this model, endowments either establish internal teams
dedicated to venture investments or collaborate closely with incubators and
accelerators. This approach gives endowments more control over investment decisions,
allowing them to influence the strategic direction of startups. The primary benefits of
direct investments are the lower costs, as there are no VC firms' fees to account for,
and more control over how investments are managed, enabling better alignment with
the endowments' values and strategic priorities. However, direct investing also
presents challenges. It requires substantial resources, including expertise in startup
evaluation, market analysis, and ongoing portfolio management. Furthermore, without
the guidance of seasoned VC managers, endowments may face higher risks, including
an increased likelihood of failure among the startups they invest in.

4.2 Innovative Models

Impact investing is an innovative model that seeks to align financial returns with
measurable social or environmental impact. Startups in sectors such as renewable
energy, healthcare, and education address socially impactful problems, and
endowments invest in these ventures with the dual objectives of earning financial
returns and pursuing social missions. The key benefit of this model is mission
alignment, as it enables endowments to invest in companies whose values resonate
with their institutional missions, ultimately fostering positive societal change.
Additionally, impact-driven startups often attract additional funding from governments
and philanthropic organizations, which enhances their growth prospects. However,
impact investing also presents challenges. Socially impactful startups may have longer
time horizons to generate financial returns, making them less appealing to some
investors. Moreover, measuring the social and environmental impacts of such
investments can be complex, requiring comprehensive evaluation frameworks that
may not always be readily available.
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Hybrid models combine traditional investment analysis with philanthropic approaches,
including offering grants that convert into equity investments. In these models,
endowments may provide grants to startups in the research and development phase,
which later convert into equity investments once the startups achieve specific
milestones. This approach helps de-risk the early stages of investment while
maximizing potential returns as the startups mature. The main benefit of hybrid
models is risk mitigation, as the grant funding reduces the risk of total loss during the
early stages while still enabling endowments to maintain equity stakes in promising
ventures. Additionally, hybrid models offer a flexible investment structure, allowing
endowments to adapt their strategies based on the startup’s performance and evolving
needs. However, hybrid models also have their drawbacks. Balancing the dual
objectives of financial returns and societal impact can lead to challenges in decision-
making, as these goals may sometimes conflict. Furthermore, structuring hybrid
investments requires careful legal and financial planning to ensure the balance
between philanthropic and investment objectives is properly managed.

4.3 Evaluation Metrics

Evaluating the performance of endowment investments in startups requires a
comprehensive approach that combines both financial and social impact metrics. This
ensures that investments are aligned with the endowment’s financial goals while also
supporting its institutional mission. Financial performance metrics are crucial for
assessing the profitability and efficiency of these investments, and they are typically
based on traditional investment evaluation methods. The internal rate of return (IRR)
measures the annualized rate of return on investments, considering the time value of
money, which is particularly important for long-term startup investments. The net
asset value (NAV) tracks the total value of the investment portfolio, including
unrealized gains and losses, providing a snapshot of portfolio health. Cash-on-cash
return evaluates the liquidity of the investment by comparing the cash income
generated relative to the cash invested, and the multiple on-invested capital (MOIC)
reflects the total value generated from the investment compared to the initial capital
outlay, offering insights into overall investment success. These financial metrics are
essential tools for endowments to monitor the progress and success of their

investments in startups.
Table 4. Financial Performance Metrics

Metric Description Purpose
Internal Rate of Measures annualized returns Assess long-term profitability
Return (IRR) accounting for time value
Net Asset Value Tracks portfolio value, including Monitor portfolio health
(NAV) unrealized gains
Cash-on-Cash Cash income relative to cash invested = Evaluate liquidity and income
Return generation
MOIC The value generated relative to the Assess overall investment
initial investment success
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Source: Adapted from (Wu, Chen, Wei, Gao, & Huo, 2021)
In addition to these financial metrics, endowments also need to evaluate the social
impact and innovation brought about by their investments. Social return on investment
(SROI) quantifies the social and environmental benefits relative to the financial input,
helping endowments demonstrate the value created through impact-focused
investments. ESG (Environmental, Social, and Governance) criteria are integrated into
performance assessments to ensure that investments meet sustainability standards,
addressing the growing importance of ethical considerations in investment strategies.
Furthermore, innovation metrics track the number of patents filed, the adoption rates
of new technologies, and partnerships formed, all of which are indicators of the
startup’s potential to drive industry advancements. These metrics are critical for
assessing how well investments contribute to social progress and technological
innovation, ensuring that endowments can not only measure financial returns but also
evaluate their broader impact on society.
Table 5. Social Impact and Innovation Metrics

Metric Description Purpose
Social Return on Measures social value relative to Assess societal impact
Investment (SROI) financial input
ESG Criteria Evaluates environmental, social, and Ensure sustainability
governance factors alignment
Innovation Metrics Tracks technological advancements ~ Monitor startup innovation
and partnerships and growth

Source: Adapted (Rosen & Sappington, 2016), (Brandt & Costley, 2022).

5. Case Studies Analysis

Case studies relevant to endowment investments in startups offer valuable
insights into the factors that contribute to success or failure, as well as the challenges
and solutions that institutions face. To ensure a robust analysis, case studies were
selected based on specific criteria that guaranteed relevance and thoroughness. First,
the cases needed to focus on endowment funds employing investment tactics such as
venture capital partnerships, direct investments, or innovative impact investing. This
approach encompassed a range of strategies, from traditional venture capital models to
hybrid models that blend financial returns with social impact. Additionally, the case
studies were selected for their focus on technology and innovation-driven sectors,
areas of significant interest for endowments seeking high-growth opportunities. The
selection process also took into account geographical diversity, ensuring the inclusion
of cases from various regions to highlight differences in investing methods and market
conditions. Furthermore, only cases with publicly accessible and comprehensive data
on financial success, social impact, and encountered challenges were considered.
These cases provided quantifiable results, whether in terms of cash returns or notable
advancements in social or technological impact.
In the first case study, Yale University’s endowment invested in technology startups,
becoming a pioneer under the leadership of David Swensen. The university allocated a
significant portion of its portfolio to alternative assets, including venture capital and
tech startups, partnering with prominent venture capital firms to invest early in
companies like Google and Facebook. One of the key challenges Yale faced was
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market volatility in the technology sector, which is highly susceptible to cyclical
fluctuations in returns. Additionally, liquidity constraints arose from long-term
investments in illiquid assets, which created difficulties in balancing these investments
with the institution’s operational needs. To address these challenges, Yale employed a
diversification strategy that helped mitigate risks associated with market swings.
Furthermore, its partnerships with top venture capital firms provided access to
exclusive investment opportunities and protected the endowment from subpar assets.
From this experience, Yale learned the value of patience, as a long-term investment
horizon allowed for substantial gains from technology entrepreneurs. The institution
also recognized the importance of diversification, which spreads risks across various
industries and stages of startup development.

Similarly, Stanford University’s endowment focused on direct investments in
innovation, particularly in companies founded by Stanford graduates and professors,
such as Google and VMware. By capitalizing on its geographical advantages and
forming alliances with various venture capital firms, Stanford was able to support a
range of early-stage enterprises. However, the university faced intense competition in
the saturated Silicon Valley ecosystem, where strategic decisions heavily relied on the
proficiency of the endowment’s investment management. Another challenge was the
intricate and resource-intensive process of evaluating nascent firms. To overcome
these issues, Stanford implemented a comprehensive due diligence process, enlisting
seasoned consultants to assess investment opportunities. Additionally, the university
created specialized funds dedicated to innovation, allowing for a more focused and
strategic approach to startup investments. Through this experience, Stanford learned
the importance of leveraging local ecosystems, as its proximity to a dynamic
technology hub provided a significant advantage. The university also understood the
value of strategic relationships in navigating a competitive market, while the allocation
of cash, mentorship, and resources played a crucial role in the success of the startups,
ultimately boosting the overall performance of the endowment’s portfolio.

These case studies illustrate how different institutions have adapted their investment
strategies to meet both financial and institutional objectives. Each case highlights
unique challenges, yet the solutions and insights gained offer valuable lessons that can
inform future endowment investments in startups. By examining these real-world
examples, endowments can better understand how to navigate the complexities of
startup investments while achieving both financial returns and social impact.

The comparative analysis of the selected case studies offers valuable insights into
shared success factors, as well as variations in methodology and outcomes regarding
endowment investments in startups. Both Yale and Stanford demonstrated similar
elements that contributed to their success. Diversification was a critical strategy for
both institutions, with each allocating funds across various industries and stages to
mitigate risks while increasing the potential for substantial rewards. Moreover,
expertise and access to networks played a significant role. For example, Yale benefited
from its partnerships with premier venture capital firms, while Stanford capitalized on
its strong presence within the Silicon Valley ecosystem. Both endowments also
embraced a long-term orientation in their investment strategies, with patient capital
allowing them to weather market volatility and benefit from the exponential growth of
successful companies. (Marican, 2024)

However, despite these shared strategies, there were notable differences in their
approaches and outcomes. Yale's investment model focused heavily on collaboration
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with reputable venture capital firms, adopting a conservative yet effective strategy that
yielded high returns, particularly in the technology sector. In contrast, Stanford
pursued direct investments, providing an opportunity for potentially greater profits but
with an increased risk of failure. Geographically, Stanford had an advantage in being
located in Silicon Valley, a hotbed of innovation, which allowed it to foster local
startups and support the region’s technology ecosystem. Yale, on the other hand,
needed to establish strategic alliances to reach high-growth prospects globally, as its
location did not offer the same proximity to such a concentrated innovation hub.
Furthermore, their approaches to risk management differed significantly. Yale
employed a more conservative strategy, balancing long-term investments with
operational liquidity requirements. Stanford, by comparison, exhibited a higher
tolerance for risk, which suited its strategy of investing in high-potential, early-stage
technology firms.
These case studies exemplify how different strategies can lead to varying results.
Yale's approach to venture capital partnerships and its global outlook yielded high
returns but required careful attention to market volatility and liquidity management.
Stanford's direct investment model focused on local innovation, particularly within
Silicon Valley, and demonstrated the importance of a robust due diligence process and
strategic relationships. Both institutions faced unique challenges, but their solutions—
Yale’s diversification and strategic partnerships and Stanford’s comprehensive
evaluation and targeted investments—showcase the critical role of strategic planning
and risk management. These findings offer important lessons for other endowments,
highlighting the need for an optimized approach to startup investments that leverages
institutional strengths, mitigates risks, and aligns with long-term goals.
The key strategies and outcomes of the Yale and Stanford endowments can be further
summarized in the table below, highlighting the essential aspects of each institution's
investment approach.

Table 6. Key Investment Strategies and Outcomes of Yale and Stanford Endowments

University Investment Key Outcomes Challenges Solutions
Strategy
Yale Venture capital High returns Market volatility, Diversification,
partnerships from tech liquidity issues strategic VC
startups alliances
Stanford Direct High impact on | High competition, | Robust evaluation,
investments and | Silicon Valley due diligence strategic investments
V/C funds tech issues

Source: Adapted from case study analyses.

In conclusion, the case studies of Yale and Stanford demonstrate how different
investment models can yield significant benefits when aligned with institutional
strengths and strategic goals. While Yale adopts a broad global strategy focused on
partnerships with established venture capital firms, Stanford takes a more hands-on
approach, directly investing in Silicon Valley firms. Both models underline the
importance of strategic planning, effective use of networks, and careful risk
management, providing valuable lessons for other endowments seeking to develop
optimal approaches to startup investments.

6. RESULTS AND DISCUSSION

The results and discussion section provides practical guidelines for institutions
seeking to balance risk and reward when investing endowment funds in startups,
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alongside highlighting potential partnerships and collaborative opportunities. These
guidelines offer a comprehensive framework for strategic decision-making and
improving the overall effectiveness of startup investments.

Institutions should begin by clearly defining their investment objectives, specifying
targets for financial returns, social impact, and alignment with their mission and values.
This will guide the selection of startups that match the institution’s goals. To evaluate
the effectiveness of investments, performance metrics should be defined for both
financial outcomes and social impact. A well-documented investment policy is
essential to ensure consistency. This policy should outline risk tolerance, desired asset
allocation, expected returns, and specific criteria for selecting startups, including the
necessary exit strategies. Rigorous due diligence is also crucial for assessing the
business models, competitive landscapes, management teams, and financial
projections of potential investments. Tools like venture capital scorecards can structure
this process, and external experts should be consulted when necessary. (Saura, Reyes-
Menéndez, Matos, & Correia, 2021)

Another important strategy is diversification. Institutions should diversify their
investments across various industries, development stages, and geographic regions to
minimize risk. A mix of early-stage and more mature startup investments helps
balance the risk and reward profile. (Xu, Zhang, & L, 2020) Additionally, institutions
can leverage their knowledge and resources by collaborating with venture capital firms
or investment advisors with expertise in the startup ecosystem. These partnerships
improve deal sourcing and offer valuable mentorship opportunities for portfolio
companies. (Miyamoto, Mejia, & Kajikawa, 2022)

To balance risk and reward effectively, a layered investment strategy should be
adopted. This multi-tiered approach allocates funds to both lower-risk investments,
such as late-stage startups, and higher-risk, early-stage ventures. Such a strategy
provides a buffer against the volatility of early-stage investments (Lord, 2014).
Another effective method is the phased funding model, where additional funding is
contingent on the startup achieving predetermined milestones. This minimizes risk and
allows for adjustments based on the startup’s performance. (Rosen & Sappington,
2016) Maintaining a liquidity buffer is also vital to ensure operational needs are met
and to mitigate the impact of losses from illiquid startup investments. Furthermore,
risk management tools such as convertible notes, venture debt, and structured equity
arrangements can help manage downside risks. Risk monitoring systems, including
KPIs and scenario analysis, facilitate early detection of potential risks and help
implement necessary corrective actions.

Institutions should foster a culture of innovation, which can enhance the effectiveness
of investments by promoting collaboration, knowledge exchange, and alignment with
the institution’s overall objectives. (Ngoc, 2022)

In terms of potential partnerships and collaborative opportunities, institutions can
establish partnerships with venture capital firms. These partnerships offer access to
high-quality investment opportunities, startup mentorship, and a broader support
network. Such collaborations allow institutions to share the risks of investing in
startups (Li, 2015). Engaging with university incubators and accelerators is another
strategy, as these entities are often rich sources of innovation.

Forming strategic alliances with industry partners is also beneficial. For instance,
healthcare-focused endowments can partner with pharmaceutical companies to invest
in biotech startups, leveraging industry expertise to enhance the value of their
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investments. Additionally, joining impact investment networks, such as the Global
Impact Investing Network (GIIN), allows institutions to align with organizations
dedicated to social and environmental change and to identify startups committed to
these goals. (Wehby, McCarthy, Castilla, & Murray, 2011)

Table 7. Critical Considerations for Startup Investment

Investment Area Description Best Practice
Investment Define financial and impact Set clear metrics for success
Obijectives goals

Due Diligence Comprehensive analysis of Use scorecards and involve external
startups experts

Diversification Spread risk across sectors and Balance early-stage and mature
stages investments

Risk Management Mitigate potential financial Use structured deals and maintain

losses liquidity buffers
Partnerships Collaborate with experts and Leverage VC firms and impact
networks investment networks

Source: Adapted from investment best practices and academic research
Investment of endowment funds into startups has to be a strategic and informed
decision that balances off the potential of above-average returns with the inherent
early-stage risks. Institutions should spell out clear objectives, do due diligence, and
monitor their portfolios. Strategic partnerships and collaborative opportunities can help
create successful investments, adding value to the development of the entrepreneurial
ecosystem.

9. CONCLUSION

This research provides an in-depth exploration of the complex and dynamic
landscape of endowment fund investments in startups, highlighting the delicate
balance between achieving financial returns and fostering innovative capabilities. By
examining both traditional and innovative investment models, analyzing case studies,
and scrutinizing risk management strategies, the study contributes to a comprehensive
understanding of how institutions can make strategic, informed investment decisions.
Key Findings
A significant finding of this study is the critical role of diversification. Institutions that
spread their investments across various sectors, stages, and geographic regions are
better positioned to mitigate risks while capturing growth opportunities. The cases of
Yale and Stanford illustrate the importance of a long-term investment horizon, with
Yale’s strategic partnerships with venture capital firms and Stanford’s direct
investments in the Silicon Valley tech ecosystem both leveraging institutional
strengths. These strategies highlight the benefits of aligning with the broader startup
ecosystem and investing in high-growth, innovative sectors.
Another key insight is that risk management strategies should be tailored to each
institution’s mission and financial goals. There is no one-size-fits-all approach.
Institutions must develop customized risk management strategies, integrating phased
investments, active governance, and liquidity management to shield against potential
errors. The study also emphasizes the importance of incorporating environmental,
social, and governance (ESG) factors into investment decisions to ensure alignment
with institutional values and broader sustainability goals.
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Implications for Institutional Investors and Policymakers

For institutional investors, the study provides actionable insights on optimizing
endowment investment strategies. These include crafting a clear investment policy,
conducting rigorous due diligence, and adapting to market changes. Additionally, the
research suggests that collaborating with venture capital firms, accelerators, and
impact investment networks can significantly enhance deal sourcing and provide
valuable mentorship, facilitating success within the startup ecosystem.

For policymakers, the findings highlight the importance of creating regulatory
frameworks that encourage responsible investing. Policymakers can learn from the
obstacles faced by institutions in their investment journeys and devise policies that
support innovation while safeguarding both institutional and public interests.
Establishing clear regulations, especially in the realm of ESG considerations, can
create a conducive environment for sustainable investment and ensure that public and
private sector goals are aligned.

Practical Implications and Directions for Future Research

The practical implications of these findings extend beyond institutional investors and
policymakers. The strategies outlined can serve as a blueprint for other organizations
looking to make impactful investments in startups, emphasizing the need for tailored
approaches, strategic partnerships, and a clear focus on long-term sustainability. As
institutions strive to align their investments with their broader missions, this research
offers a pathway for integrating both financial and social impact into their decision-
making processes.

Furthermore, this study opens avenues for further research in several directions. Future
studies could explore how emerging markets and sectors—such as green technology,
biotech, or social enterprises—affect the dynamics of endowment investments in
startups. Additionally, research could investigate how institutional investors manage
risks in the context of global economic shifts and disruptions, considering the
increasing importance of ESG factors in investment portfolios. Finally, more empirical
research could focus on evaluating the effectiveness of various risk management
strategies employed by different institutions, providing a deeper understanding of best
practices in startup investments.

In conclusion, the study provides a comprehensive framework for institutional
investors looking to optimize their endowment funds and navigate the complexities of
startup investments. By focusing on diversification, tailored risk management, and
strategic partnerships, institutions can build more resilient and sustainable portfolios,
contributing to both financial success and societal innovation.
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