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sta≠—occupy a lesser part of the place.
These people represent only overhead, in
this view; they are to be seen as market
workers and paid as little as the market
permits.

Rudenstine, the living-wage protesters,
and the Mills committee majority had one
fundamental point in common: they
rejected this narrow conception of the
University community. Further, the moti-
vation they share—to o≠er Harvard
workers more than the market mini-
mum—is based in something more
respectable than misplaced guilt.

It is founded rather in the understand-
ing that the central goals of teaching and
research can include all who serve them,
however indirectly. The rarity and useful-
ness—even the nobility—of these goals
lend a certain kind of dignity and purpose
to the many activities that make them
possible. This understanding can be rep-
resented in di≠erent ways, some material

and some symbolic. The little things mat-
ter: language lessons, library cards, athlet-
ic passes. But so do the big things, like
healthcare and wages. 

Inclusion of this sort involves a more
demanding concept of reciprocity than
free markets normally embody. The
University should not pretend to be an
essentially strategic institution, taking

all it can get while giving as little as it
legally can. Teaching and research them-
selves are served by a University commu-
nity that exemplifies decency and gen-
erosity. The lecture hall and the lab are
not places of exchange, where students
might pick up a valuable credential while
professors butter their bread. They are,
rather, sites where individuals relate to
each other in a common mission. The
transformative potential of liberal learn-
ing requires suspending, if only in
moments, the strategic orientation so
necessary in other parts of life. 

For these reasons, the University as a
whole stands to gain when attitudes,
practices, and pay recognize a central fact:
the work that makes Harvard possible
makes workers part of Harvard.

Russell Muirhead is assistant professor of govern-
ment; his book Just Work is forthcoming from
Harvard University Press.
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A mechanic maintains office equipment.

What goes up indeed comes down. Following the breath-
taking 32.2 percent return on investments for the fiscal year
ended June 30, 2000, Harvard Management Company (HMC) re-
ported this September that endowment performance for the
succeeding 12 months, after all expenses, was -2.7 percent. Per-
haps a second law, about history repeating itself, is at work as
well: the only prior year in which investment return was nega-
tive was 1984—following HMC’s record performance in 1983.

The change in direction could hardly surprise anyone who
paid attention to an environment that HMC president Jack R.
Meyer, M.B.A. ’69, characterized as “harsh” during the fiscal year,
with “sharply negative” returns for “all the major equity markets,
including private equity.” The latter category includes venture
capital, which propelled the outsized gains in the prior year (see
“Rocketing Returns,” November-December 2000, page 78).

What may be surprising—and reassuring—is how well HMC’s
fund managers did under adverse conditions. The -2.7 percent
endowment return exceeded the aggregate performance of
HMC’s “policy portfolio” (the weighted mix of different kinds of
assets used to guide its investment decisions) by 7.1 percentage
points, the second-largest margin in HMC’s history. Had the en-
dowment declined in line with the -9.8 percent return of its
market benchmarks, Harvard would be $1.4 billion poorer.

In fact, the endowment’s value declined to approximately
$18.3 billion at the end of June from $19.1 billion a year earlier.
The negative investment return accounted for about $500 mil-
lion of the decline in value. A larger factor was the roughly $615
million in endowment income disbursed to support the Univer-
sity’s operations in fiscal 2001, offset in part by $300 million of

new endowment gifts. Fiscal year 2001 concludes a decade of
HMC operations in their current form. During that time, annual-
ized investment return has averaged 16.5 percent—3.5 percent-
age points better than benchmark returns, and 4.6 percentage
points above the median return for comparable large institu-
tional investment funds.That performance, Meyer observed, pro-
duced an endowment $7.4 billion larger than if HMC had
earned only median returns.

Although he characterized the negative investment return as
“disappointing,” Meyer said he was “very pleased that we man-
aged to outperform our benchmarks by a large margin—other-
wise, this would have been a pretty serious down year.”

As noted, benchmark returns were negative for all categories
of equity investments, but HMC’s large domestic and foreign eq-
uity portfolios—accounting, in total, for more than one-third of
assets—avoided the worst damage, returning, respectively, -4.6
percent (versus a market return of -10.9 percent) and -16.9 per-
cent (-23.3 percent for the market). Emerging-market assets ac-
tually had a positive return of 3 percent, 17.2 percentage points
better than the market, as a strategy involving discounted
closed-end funds proved highly successful.

Private equities, where Harvard’s 155.2 percent return in fis-
cal 2000 exceeded the market by more than 100 percentage
points, this year underperformed a sharply declining market by a
small margin. Over the course of an astonishing three-year ven-
ture-capital cycle, Meyer said, HMC’s private-equity investments
paid off enormously; even with the recent losses, he noted,
HMC’s inability to invest as much as it wanted to in this asset
class early in the cycle reduced returns by a significant amount.

The Law of Gravity
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As one would expect in a period of
slowing economic activity, HMC’s fixed-
income investments (about one-fifth of
assets) performed very positively; Meyer
called 2001 “a bond year.” Domestic
bonds returned 19.1 percent, nearly
double the benchmark. Foreign bonds
returned 13.2 percent, sharply better
than the benchmark losses for that
asset class, and the best such relative
performance in memory. And inflation-
indexed bonds matched their positive
benchmark.

If HMC had a single remarkable result
in the past year, it was recorded in the
“absolute return” asset class—hedge
funds, whose managers can pursue diverse strategies such as
buying stocks or selling them short, trading currencies, or en-
gaging in arbitrage. HMC’s leading absolute-return fund man-
ager is Highfields Capital Management, run by Jonathon S. Ja-
cobson, M.B.A. ’87, a former star at HMC who set up shop on
his own in 1998. During the past year, absolute-return funds
earned 26.9 percent—the best return for any asset class, and
more than 35 percentage points better than the benchmark re-
sult. Meyer called it an “extraordinary” performance. If there is
a downside, he noted, it is that hedge funds remain an attrac-
tive option for HMC’s professional fund managers, complicating
efforts to retain Harvard’s staff.

Rounding out the endowment results, high-yield investments
narrowly exceeded benchmark returns, but were negative;

commodities, including timber, returned 4.2 percent in a slightly
down market; and the real-estate portfolio returned 10.2 per-
cent, a percentage point less than estimated market returns,
perhaps reflecting conservatism in Harvard’s appraisals at the
end of the fiscal year.

Overall, Meyer declared himself “delighted that we had a
good value-added year.” He might have added that sustaining
such performance may well be even more important in the
current environment. Without speculating on the effects of
gravity on investing or on the relevance of history for future
returns, Meyer, writing two weeks after the September 11 ter-
rorist attacks threw the financial markets into disarray, cau-
tioned about the possibility of “a considerable period of disap-
pointing returns.”
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Radcliffe Recruits
A pair of senior faculty appointments
unveiled shortly before the beginning of
the academic year underscores the intel-
lectual ambitions and new approaches of
the Radcli≠e Institute for Advanced
Study. Drew Gilpin Faust, dean of the in-
stitute, announced that Mahzarin R. Ba-
naji, who has been named Cabot profes-
sor of social ethics in the Faculty of Arts
and Sciences (FAS), will also become the
first Carol K. Pforzheimer professor at
Radcli≠e. Nancy F. Cott, who joins FAS
as professor of history, will also assume
the Carl and Lily Pforzheimer Foundation
directorship of Radcli≠e’s Schlesinger Li-
brary on the History of Women in Amer-
ica. The appointments take e≠ect January
1, when both women, who currently hold
full professorships at Yale, take up their
Harvard positions.

The “professorship at Radcli≠e,” a new

title in Harvard academic ranks, is in-
tended to uniquely serve the joint inter-
ests of the institute and of any of the Uni-
versity’s schools. It provides a new
member of any tenured Harvard faculty
with four semesters of residence as a Rad-
cli≠e fellow during her or his first five
years at Harvard—a generous and pre-
cious grant of time to focus on research.
As such, the Radcli≠e professorship can
serve as a powerful recruiting tool for FAS
or any other faculty seeking to attract
prestigious scholars—and perhaps a par-
ticularly attractive lure in the competition
for candidates who are women. At the
same time, the beneficiaries begin their
Harvard careers with a strong tie to Rad-
cli≠e, providing a foundation for the intel-
lectual community Faust is assembling
(see “Radcli≠e Ramps Up,” September-
October, page 58).

Mahzarin studies “social cognition,”
memory, and the role of implicit factors in

determining unconscious stereotypes and
prejudice—involving race and gender, for
example—even in consciously unpreju-
diced individuals. She codeveloped the

Historian Nancy Cott joins the arts 
and sciences faculty and will direct the 
Schlesinger Library at Radcliffe.
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Rates of Return
Harvard Managment Company’s annual returns on the endowment, in percent
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