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taps on the brakes, constraining growth in 
one-third of revenues. But for highly en-
dowment-dependent units—the Radcliffe 
Institute, Harvard Divinity School, and the 
Faculty of Arts and Sciences (FAS) all de-
rive more than half their income from those 
distributions—adjusting may be much 
more uncomfortable. For units operating 
at a loss now (on a cash basis), including 
FAS and its engineering school, and Har-
vard Medical School, the squeeze is tight-
er still. And beyond these current impacts, 
deans will have to lower the trajectory of 
their long-term financial projections.

The leverage is huge. The University’s fi-
nancial model assumes it can distribute about 
5 percent of the endowment’s value each year. 
At present, if investment returns reach 10 
percent, the annual increase in value enables 
Harvard to fund the operating distribution 
and retain an equal sum to support its future 
academic programs. But in a year like fiscal 
2016, when the assets depreciate modestly, and 
the University makes normal distributions for 

the budget, the decline in value essentially off-
sets all gifts for the endowment received dur-
ing the course of the capital campaign to date 
($1.5 billion from fiscal years 2011 through 2015, 
plus the 2016 sum to be reported this fall): the 
proceeds realized from six years of concerted 
private and public fundraising. 

Middling returns, like HMC’s 10-year an-
nualized rate of 5.7 percent, condemn the 
University to treading water—at best. In real 
terms, the endowment is now worth several 
billion dollars less than its value before the 
financial crisis in 2008, and it is being relied 
upon to support a University budget that is 
about $1 billion larger. The intersection be-
tween that rate of return and the distribu-
tion rate means that the endowment’s pur-
chasing power erodes. The nominal principal 
(not catching up with inflation) would then 
essentially grow only to the extent that it is 
augmented by gifts—and relative to a nearly 
$36-billion corpus, those gifts would have to 
be large to make a difference. Absent that 
level of philanthropic largesse year after year, 

if investment returns failed to sustain both 
the current distribution percentage and real 
purchasing power, the Corporation would 
confront an excruciating choice: running 
down the value of the endowment—foun-
dational assets, meant to exist in perpetu-
ity; or reducing the distribution rate—thus 
upending the financial model on which Har-
vard’s academic operations depend.

So fixing HMC’s performance is critical. 
How to proceed?

Without question, the organization 
needs to cultivate stronger relationships 
with demonstrably superior external as-
set managers. Blyth and others have ac-
knowledged that, following the financial 
crisis, those relationships frayed as Harvard 
had to bolster liquidity: steps that required 
HMC to reduce commitments to fund fu-
ture investments it could no longer assur-
edly pursue, and to limit the size of new 
commitments no matter how promising the 
potential opportunity. HMC will also likely 
want to gain experience with its more flex-

Paying a $1.4-Billion Repair Bill
An article on  “House Renewal Gains and Challenges” in the 
September-October issue (page 17) reviewed the successes of 
the College’s renovation of undergraduate residences to date, 
the schedule for the next renewal projects, and the status of 
fundraising for the program, which has been estimated to cost 
$1.4 billion. It also noted inflating Boston-area construction 
costs, rising 5 percent to 7 percent annually—and raised, but 
could not fully answer, questions about how the full program 
could be paid for in a timely way.

Additional information made available after that article went 
to press was published online (see “House Renewal Update,” 
available at harvardmag.com/houses-16). These are highlights:

•Decapitalizations. During fiscal years 2011 through 2015, the 
Faculty of Arts and Sciences (FAS) drew upon $358 million of 
appreciated endowment funds for House renewal: $253 million 
to pay for project costs; and $105 million to pay down existing 

debt (most of it incurred to build science facilities in the prior 
decade)—in effect creating room for future House-renewal-
related borrowing.

•Income effect. Subject to several assumptions and variables, 
those decapitalizations are calculated to reduce FAS’s flow of 
cash, distributed from the endowment and applicable to its most 
pressing needs, by about $25 million through the renewal proj-
ect’s projected conclusion in fiscal 2025. The loss of income of 
course continues thereafter, given the permanent withdrawal of 
capital from the endowment and forgone appreciation and dis-
tributions. (See “The Endowment Ebbs,” page 18, for discussion 
of the faculty’s reliance on endowment distributions, and the 
challenges of weak investment performance.)

•Spending. Through May 31, FAS had spent $391 million on 
planning and architectural costs; completed reconstruction of 
Stone Hall, Leverett McKinlock, and Dunster House; preliminary 
work on Winthrop House, where full construction began just 
after Commencement; and design and preliminary work on Low-
ell House, scheduled to ramp up next summer. The funds came 
from FAS’s decapitalizations, its reserves, and campaign gifts and 
pledge payments. The pace and scale of spending are now rising 
rapidly, for the Winthrop and Lowell projects.

Remaining project financing depends on continued robust fun-
draising, and on some form of borrowing. The details will require 
the Corporation to determine how much FAS can borrow and 
on what terms; what part of the program, if any, might be deemed 
a University priority (as is the case for the new Allston facilities 
for FAS’s engineering and applied sciences faculty), among other 
competing aims; and how long Harvard can wait, in light of esca-
lating construction and materials prices, to bring the remaining 
River Houses up to twenty-first-century standards. vj.s.r.Winthrop House is  

being renovated and enlarged.
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