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The effects are immediate because
higher education institutions in-
creasingly use endowment income to
fund current operating expenses.
Standard operating procedure is to
determine the average size of the en-
dowment during the prior three fiscal
years and spend approximately 4.5
percent of that amount each year. So
if XYZ University had an endowment
worth $110 million in fiscal year
2008, $100 million in fiscal year 2007,
and $90 million in fiscal year 2006,
in fiscal year 2009 it would put about
$4.5 million from the endowment
into the general operating budget.
While spending rates vary across
institutions, the range is remarkably
small, from about 4.2 to 5.0 percent. 

Because the inflation-adjusted
average return on the stocks included
in the Dow Jones Industrial Average
was about 10 percent a year between
1929 and 2007, an institution spend-

ing 4.5 percent of its endowment
each year could expect to see its total
nest egg continue to grow, even
without seeking new gifts. 

In the last few decades, as colleges
and universities increasingly em-
phasized fund-raising and profession-
al management of institutional in-
vestment portfolios, dozens of en-
dowments have increased dramati-
cally. The Chronicle of Higher
Education lists seventy-nine institu-
tions that have engaged in fund-
raising campaigns of $1 billion or
more with closing dates between 1992
and 2015, forty-seven of which have
already achieved their goal. And
while the skills of investment man-
agers vary dramatically, in the year
ending June 30, 2007, colleges and
universities with endowments valued
at $1 billion or more experienced
average gains of 21.3 percent in
their market value. 

Between 1997 and 2007, charitable
contributions to colleges and univer-
sities increased by an average of 6.5
percent a year, according to the
Council for Advancement and
Support of Education. And data col-
lected by the Council for Aid to
Education show that the combina-
tion of rising personal income and
rising stock values allowed U.S. col-
leges and universities to raise $29.8
billion in the 2007 fiscal year, the
highest total ever recorded. Addi-
tionally, the proportion of total uni-
versity budgets covered by state
appropriations has declined, push-
ing public institutions to join private
colleges and universities in making
concerted attempts to increase their
endowments. Indiana University,
Ohio State University, the University
of Kentucky, the University of
Michigan, the University of North
Carolina at Chapel Hill, and the 21

FIGURE 3
December Unemployment Rate by Educational Attainment, 1999–2008
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Source: U.S. Department of Labor, Bureau of Labor Statistics, Labor Force Statistics from the Current Population Survey. 


