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 As the financial vice president and treasurer of a well-endowed private college, I am often 
called on to explain to alumni, parents, media, and other interested parties why we cannot spend 
more freely from our endowment. Why, they invariably ask, can’t we stop sitting on that 
burgeoning pot of money and use it to ease the burden on tuition-paying parents and donation-
making alumni? The answer has everything to do with being prudent and disciplined—and with 
not making any unduly rosy assumptions about the future. 
 
 For many of the nation’s most prestigious colleges and universities, endowment totals 
appear gigantic. At Swarthmore College, the endowment stood at $1.5 billion at the June 30, 
2012 fiscal year-end. On a per-student basis, ours is one of the largest endowments in the 
country, and income generated by it allows us to spend on each of our approximately 1,500 
students well more than what tuition alone would cover. Above all, it means more professors 
teaching smaller classes with better resources, and it allows us to award millions of dollars in 
need-based scholarships to the one-half of our students in need of financial aid. 
 
 In explaining our endowment spending rate, I often use the analogy of a person’s 
retirement fund. If you were retired and knew you had one year to live, you could spend 100 
percent of that fund. If you knew you had four years, you could spend 25 percent each year 
(ignoring interest and gains); if eight years, 12.5 percent, and so on. For a typical 65-year-old 
retiree with an average life expectancy, most financial planners would recommend a spending 
rate in the neighborhood of 4 to 6 percent, depending on the makeup of the investment profile. 
 
 That, in fact, is quite similar to the rate at which Swarthmore and most peer schools draw 
from their endowments. We spend 4 to 5 percent each year, even though an endowment, which 
is designed to last in perpetuity, should in theory be spent at a rate even slower than that of the 
hypothetical retiree. 
 
 How do we arrive at that 4- to 5-percent rate? One should look first at the long-term 
return on an endowment, adjusting for inflation and endowment growth from donations. Using 
historical returns, most endowment managers in higher education expect an average annual 
return of 5 to 6 percent plus inflation; at Swarthmore, we use 5.75 percent as our estimated real 
return. 
 
         The next step is to divide that return to balance it between, first, what can be spent in the 
present on students’ educations, and second, what needs to be reinvested in the endowment to 
keep it growing with inflation and thus to enable stable spending in future years. In calculating the 
latter, people often mistakenly use the consumer price index (CPI). For colleges and universities, 
I believe a more appropriate gauge of real inflation is CPI plus 1 to 2 percent. (Because of the 
nature of our “product,” our costs are heavily salary-driven.  Swarthmore’s faculty and staff 
salaries must stay competitive, and salaries in an economy with good productivity tend to 
increase faster than overall inflation over time as employers pass those gains on to employees 
through higher compensation.)  
 

Subtracting 1.5 percent from that expected real return of 5.75 percent leaves 
4.25 percent for spending. Such is our target endowment spending rate, give or take a few tenths 
of a point each year due to the vagaries of the market and the College’s needs. 
 
 But aren’t new gifts also padding those endowment totals? Certainly, and some 
institutions justify higher endowment spending rates by including expected gifts in their 
calculations and treating them like additional returns. Given the nature of fund-raising, we do not 



take that approach at Swarthmore. Alumni, parents, and friends are more excited typically about 
making a gift to the endowment if it is going to be used to finance a new scholarship, building, or 
professorship rather than to simply balance the budget. 
 
         As I remind Swarthmore’s friends and supporters, we are always observing actual 
experience and adjusting our endowment spending accordingly. During past bull markets, for 
example, we achieved real returns much higher than 5.75 percent, and several times we gave 
ourselves a "step-up" in spending to make significant enhancements to our program and address 
some unmet needs. Knowing the good times would not last forever, we treated those “step-ups” 
as extraordinary developments and did not allow them to become absorbed into standard 
operation assumptions.  
 
 The severity of the recent recession and downturn in the endowment caused us to 
reduce endowment spending (i.e., a “step-down”) for the first time in more than three decades.  
These adjustments are infrequent, but sometimes necessary when the financial markets move to 
extremes.  We don’t know what the future holds.  Economic downturns?  Global recovery?  But I 
am confident that, because of our prudent spending discipline, our endowment will be aiding 
future generations of students for many years to come. 
 


