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Non-profit fiduciaries seek to balance current needs with preserving purchasing power to 

support future beneficiaries. The spending policy is the primary tool for managing this 

trade-off. An effective spending policy can provide a steady anchor for non-profit 

investors across market cycles.  

The spending policy is the articulation of how fiduciaries balance current spending and 

long-term preservation of purchasing power. In this paper, we unpack the spending 

policy by breaking it into two components: spending rate and spending methodology. 

A clear and well-defined spending policy helps ensure discipline around annual spending 

and alignment with organizational objectives. However, a spending policy only achieves 

its intended impact if it is consistently followed. Key insights in evaluating spending 

policies are: 

o Spending above real returns erodes the real asset base 

o Spending over 5% is difficult to sustain 

o More stable spending policies protect current beneficiaries, but shift risk to future 

beneficiaries 

o Higher spending rates and/or more stable methodologies slow recovery from 

investment losses 

o A policy is only effective if it is consistently followed  

This paper provides a framework for non-profit fiduciaries to craft effective spending 

policies that help them meet their objectives and support the needs of their communities 

for generations to come. 
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Spending policy components 
 

A spending policy combines two decisions: spending rate and spending 

methodology. 

An organization’s spending rate is typically expressed as either a 

percentage of assets or as a fixed dollar amount to be spent each year. An 

organization’s spending methodology and its parameters determine 

how annual spending is calculated and how quickly spending responds to 

changes in asset values.  

These concepts are illustrated in two sample spending policies in Exhibit 1. 

Exhibit 1: Sample spending policy components 

Spending policy Spending rate Spending methodology Key parameter 

5% of 3-year average assets 5% Percentage of moving average 3-year average 

$5 million annually, adjusted for inflation $5 million Fixed Increased with CPI 

 

Spending rate 
 

The primary lever in balancing intergenerational equity is the spending 

rate. Key considerations in determining the appropriate spending rate are: 

o What level of spending will support the impact you want to make on 

your mission today? 

o Is perpetuity an important objective? Or is perpetuity a desired 

outcome, but not more important than the ability to support the mission 

at the desired level now? 

o Can you tolerate high investment risk associated with seeking high 

returns? 

o Are you able to fundraise? If so, can those inflows subsidize current 

spending? Or are they only intended to further grow the asset base? 

Intergenerational equity requires the spending rate to be in line with or 

below long-term real returns. Current beneficiaries typically prefer higher 

spending rates to support their programs and services today. However, if 

the spending rate is above the real returns, the inflation-adjusted asset 

base will decline over time, providing less support for future beneficiaries 

than is given to current beneficiaries. Organizations seeking to maintain 

purchasing power in perpetuity need a spending rate that is equal to or 

less than the portfolio’s expected real return. 

  

Organizations seeking 

to maintain 

purchasing power in 

perpetuity need a 

spending rate that is 

equal to or less than 

the portfolio’s 

expected real return. 
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Exhibit 2 illustrates the probability of supporting various spending rates in 

perpetuity with a variety of asset allocations. If there is a less than 50% 

likelihood of maintaining the real asset base over time, then it is expected 

that the future beneficiaries will receive less support than the current 

beneficiaries.  

Exhibit 2: Forward-looking probability of maintaining the real asset base  

Based on spending rate and asset allocation1 

Spending 
rate 

Asset allocation 

100% 
Bonds 

20%  
Equity 

40%  
Equity 

60%  
Equity 

80%  
Equity 

100%  
Equity 

3% 46% 60% 68% 70% 69% 67% 

4% 25% 36% 50% 55% 59% 60% 

5% 12% 17% 30% 40% 46% 50% 

6% 3% 6% 17% 29% 37% 41% 

7% <2% 2% 8% 19% 29% 34% 

For illustrative purposes only. These calculations do not represent actual future performance 
and are not guarantees of future results.  

Lower spending rates and/or higher allocations to equity increase the 

likelihood of maintaining purchasing power. Spending above 5% creates a 

meaningful hurdle for organizations seeking to preserve purchasing power 

in perpetuity, even with a growth-oriented portfolio. Even with a 5% 

spending rate, a growth-oriented portfolio with a high level of investment 

risk must be tolerated to have a meaningful likelihood of maintaining the 

real asset base through time.  

In some cases, organizations may choose to spend more than the 

expected real return, even if the objective is intergenerational equity. There 

may be instances where spending today results in investments (e.g., 

construction of a new park) that benefit the community or mission in the 

present and the future. Organizations can also consider ways to support 

their future beneficiaries through fundraising – although many non-profits 

look for fundraising to grow the real asset base, not offset current 

spending. 

  

________________________ 

1 Based on Russell Investments June 2026 capital market assumptions. Forecasting represents predictions of market prices and/or 
volume patterns utilizing varying analytical data. It is not representative of a projection of the stock market, or of any specific investment. 

o Lower spending 

and/or higher 

equity makes 

perpetuity more 

attainable. 

o Higher equity 

allocations allow 

for higher 

spending. 
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Spending methodology 
 

Despite its relatively lower impact, the spending methodology is a key 

ingredient in determining how to balance the needs of current beneficiaries 

with those of future beneficiaries. It determines how quickly market gains 

and losses affect annual spending levels, and therefore the extent to which 

market losses impact an organization’s current spending or its long-term 

asset preservation. Key considerations in determining your spending 

methodology are: 

o Is it important to maintain the real asset pool in all market 

environments to support future generations? 

o Do you prefer a known (budgeted) amount of spending? Or have high 

fixed costs that could not be reduced in the short term? 

o Do the needs of your community grow in an economic downturn? And 

would you prioritize meeting those needs over future generations? 

Spending methodologies range from stable to reactive. More stable 

methodologies provide predictable spending but increase uncertainty 

around future asset preservation following market declines. More reactive 

methodologies help preserve purchasing power after market declines but 

require organizations to tolerate greater year-over-year spending 

variability.  

In choosing a spending methodology and defining its parameters, an 

organization must carefully weigh the trade-offs between predictable 

spending and protecting the asset base in down markets.  

The percentage of assets and hybrid rule methodologies often strike a 

balance between spending stability and long-term asset preservation.  

The percentage of assets rule looks to spend a set percentage of the asset 

base, either based on the beginning-of-year value or an averaged value 

over time. Hybrid rule methodologies base a portion of the spending on a 

percentage of the value of assets and a portion on the spending level in 

the previous year. For example, with a hybrid methodology that has a 70% 

weighting to historical spending, the spending will be set at 70% of the 

previous year’s spending, adjusted for inflation, plus 30% of the spending 

rate applied to the beginning-of-year market value of assets. Both 

approaches can provide relatively predictable spending while allowing for 

some reduction in spending after market losses to help stabilize the asset 

base. The extent to which spending is stabilized through time depends on 

the underlying parameters2. With the percentage-of-moving-average-

assets methodology, the longer the averaging period, the more stable the 

________________________ 

2 For the percentage-of-moving-assets methodology, the parameter chosen is the period of time in which assets are averaged when 
calculating the asset value that is applied to the spending rate. The longer the averaging period, the less reactive the spending is to 
changes in the market value of assets. The hybrid methodology instead focuses on the extent to which the current asset value factors 
into the current year’s spending level. It does this by dictating the percentage of the current year’s spending that is based on the 
spending from the prior year with the remainder being calculated as a percentage of the current asset value. The higher the percentage 
used in the hybrid methodology, the more the spending is fixed year-over-year and less reactive to changes in the market value of 
assets. 

More stable 

methodologies 

provide predictable 

spending but increase 

uncertainty around 

future asset 

preservation following 

market declines. 

 

More reactive 
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declines but require 

organizations to 

tolerate greater year-

over-year spending 

variability. 
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spending is, while a shorter averaging period or the use of the beginning-

of-year value creates a more reactive spending policy.  

An extreme example of creating stable spending is fixed spending. Fixed 

spending is when the nominal or real spending dollars remain constant 

year over year, despite fluctuations in the asset base. Fixed spending can 

be appropriate when operating costs are difficult to adjust, but it leaves the 

asset base more vulnerable during periods of market stress. 

Exhibit 3 illustrates the expected downside to both real (inflation-adjusted) 

average spending over the next 10 years and the real asset base in 10 

years for a range of spending methodologies. The downside represents the 

5th percentile worst outcome at the end of the 10-year period for both the 

average real spending and real asset base. The most stable spending 

policy is the fixed policy, while the percentage-of-beginning-of-year-assets 

policy is the most reactive policy.  

Exhibit 3: The expected downside average annual real spending and the real asset base 
depending on spending methodology 

Based on a $100 million starting asset base, a portfolio of 80% equity and 20% bonds, and a 5% spending rate  

  
 

For illustrative purposes only. Based on Russell Investments June 2026 capital market assumptions. Forecasting represents predictions of 
market prices and/or volume patterns utilizing varying analytical data. It is not representative of a projection of the stock market, or of any 
specific investment. Based on an 80% equity and 20% core bonds portfolio. Downside represents the 5th percentile outcome. 

Reactive policies help preserve assets in a downturn as shown by having a 

higher downside asset value but reduce current spending as shown by 

having more significantly reduced downside spending. Stabilizing the 

spending shifts risk to the asset base and future beneficiaries, as shown by 

the fixed spending policy leading to the greatest downside for the asset 

base.  

Exhibit 3 focuses on the implications of the spending methodology in 

negative market environments. The results are different in periods of 

strong asset performance. In periods of strong asset performance, a more 
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stable spending policy will allow the surplus gains to accumulate for future 

generations. A reactive spending methodology will spend more of the gains 

on the current generation, leaving fewer surplus gains to accrue to future 

generations. However, as long as the real returns are higher than the 

spending rate in strong investment markets, the expectations of both 

current and future beneficiaries will be met and therefore the tension 

between their needs is not as concerning.  

Putting it together 
 

Spending rate and methodology work together to determine long-term 

sustainability and risk to the asset base and spending levels. Organizations 

with higher levels of spending often adopt aggressive portfolios to ensure 

the real expected return is in line with the spending rate, creating a greater 

reliance on market outcomes. When markets decline, higher spending 

rates lock in a larger share of portfolio losses, making recovery more 

difficult. Exhibit 4 demonstrates the likelihood of recovering from a total 

portfolio drawdown in the first year of 10% or higher within seven years 

depending on the spending rate and spending methodology. 

Exhibit 4: Likelihood of recovering asset base over 7 years 
from a first-year drawdown of 10% or worse  

Based on a portfolio of 80% equity and 20% bonds 

 Spending level 

Spending methodology 4%  5%  6%  

% of Beginning-of-year market value 61% 52% 39% 

% of 3-year average market value 61% 52% 38% 

% of 7-year average market value 59% 45% 36% 

Fixed spending increasing with inflation 55% 39% 30% 

For illustrative purposes only. Based on Russell Investments June 2026 capital market 
assumptions. These calculations do not represent actual future performance and are not 
guarantees of future results. 

Higher spending levels make it more difficult to recover from market 

drawdowns. More stable spending methodologies also delay recovery by 

maintaining spending levels from a reduced asset base. 

The volatility of spending is determined not only by the spending policy, but 

also by the asset allocation. A less volatile asset allocation will lead to less 

volatility in the asset base and therefore lower fluctuations in spending 

even if the spending policy is reactive to changes in the asset base. 

Whereas an asset allocation that allows for highly volatile returns will lead 

to greater fluctuations in the asset base, and therefore more volatile 

spending. 

  

When markets 

decline, higher 

spending rates lock in 

a larger share of 

portfolio losses, 

making recovery 

more difficult. 
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Governance and implementation 

considerations 
 

An important element of spending is the tendency for an organization to 

actually follow its spending policy. In practice, this often breaks down,  

especially if the final spend is determined by a vote of the board. A well-

designed spending policy that is not followed will not achieve its intended 

outcomes. A similar concern is around organizations that have a spending 

policy that articulates a methodology to spend based on the beginning-of-

year or a longer moving-average value of assets, but allow themselves the 

ability to change the spending percentage each year3. 

Deviations from the spending policy frequently favor current beneficiaries, 

as they are the ones that are likely to be present in the room. Protecting 

future beneficiaries requires adhering to the spending policy, despite the 

urge to spend more than implied by the policy. 

The other consideration is the timing of the spending relative to when it is 

set. Some organizations may have more drawn-out governance processes 

that lead to the spending based on the results at the end of fiscal year 

2025 being spent in fiscal year 2027, not 2026. If this is the case, no matter 

how reactive the spending policy is, the actual spending will not be nearly 

as reactive to short-term changes in the market value of assets due to the 

lag in spending. 

 

Conclusions 
 

Spending policy decisions often receive less attention than asset allocation decisions. 

Yet the spending policy has a large influence on whether future beneficiaries receive the 

same level of support as current beneficiaries. The spending policy can be designed to 

ensure intergenerational equity, to maximize current spending, to encourage stable 

distributions from year to year, or to achieve other goals. A spending policy defines how 

an organization balances current impact with long-term sustainability. While different 

approaches reflect different priorities, unsustainable policies ultimately fail both current 

and future beneficiaries. 

A thoughtfully designed spending policy is a powerful tool in times of volatility and 

uncertainty. The most effective policies are those that are carefully designed and 

consistently followed. 

  

________________________ 

3 Based on the 2025 Council on Foundations Study, 27% of private foundations and 11% of community foundations decide on an 
appropriate rate each year. Based on the 2025 NACUBO-Commonfund Study of Endowments, 4% of endowments decide on an 
appropriate rate each year. 

While different 

approaches reflect 

different priorities, 

unsustainable policies 

ultimately fail both 

current and future 

beneficiaries. 

 



 

 

Where to next? 

 

Call Russell Investments at 866-739-7979 

or visit russellinvestments.com/nonprofit 

About Russell Investments 

Russell Investments is a leading global investment solutions partner providing a wide range of 

investment capabilities to institutional investors, financial intermediaries, and individual investors 

around the world. Since 1936, Russell Investments has been building a legacy of continuous 

innovation to deliver exceptional value to clients, working every day to improve people’s financial 

security. Headquartered in Seattle, Washington, Russell Investments has offices worldwide, 

including: Dubai, London, Mumbai, New York, Paris, Shanghai, Sydney, Tokyo, and Toronto. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Important Disclosures 

Nothing contained in this material is intended to constitute legal, tax, 

securities, or investment advice, nor an opinion regarding the 

appropriateness of any investment, nor a solicitation of any type. The 

general information contained in this publication should not be acted 

upon without obtaining specific legal, tax, and investment advice 

from a licensed professional. 

Russell Investments' ownership is composed of a majority stake held 

by funds managed by TA Associates Management, L.P., with a 

significant minority stake held by funds managed by Reverence 

Capital Partners, L.P. Certain of Russell Investments' employees and 

Hamilton Lane Advisors, LLC also hold minority, non-controlling, 

ownership stakes. On July 2, 2026, Russell Investments Group, Ltd. 

(“Russell Investments”) entered into a definitive agreement and plan 

of merger (the “Transaction”) pursuant to which Russell Investments 

will be acquired by a consortium led by B Capital Group 

Management, L.P. that includes California Public Employees 

Retirement System. The Transaction is expected to close by the end 

of Q1 2027, subject to the receipt of regulatory approvals and other 

customary closing conditions. 

Frank Russell Company is the owner of the Russell trademarks 

contained in this material and all trademark rights related to the 

Russell trademarks, which the members of the Russell Investments 

group of companies are permitted to use under license from Frank 

Russell Company. The members of the Russell Investments group of 

companies are not affiliated in any manner with Frank Russell 

Company or any entity operating under the “FTSE RUSSELL” brand. 

Copyright © 2026. Russell Investments Group, LLC. All rights 

reserved. This material is proprietary and may not be reproduced, 

transferred, or distributed in any form without prior written permission 

from Russell Investments. It is delivered on an "as is" basis without 

warranty.  

First used: September 2026 

AI-31135-09-29 

https://russellinvestments.com/content/ri/us/en/institutional-investor/solutions/investment-programs/non-profits
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