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school annually received a multiyear aid

package. Typically, students could expect

a year of assistance and then had to rely on

teaching fellowships and other work to

make ends meet, resulting in protracted

courses of study and punishing debt bur-

dens in a field whose graduates earn aver-

age starting salaries of $43,000. Using 

$6 million of funds allocated by then-

president Neil L. Rudenstine, the school

two years ago began making o≠ers to nine

“Presidential Fellows” in each class; these

cover four years of tuition and fees, three

years of stipends to cover living expenses,

and, contingent on performance, disserta-

tion-completion funds. With the addi-

tional $1.1 million provided by the Sum-

mers initiative, the number of scholarships

available will rise by one-third, to a dozen

students annually. Include the loan pro-

gram, which extends across the debt-de-

pendent student body, and Lagemann em-

phasizes, “I just want to reiterate how

important this is for us.”

Harvard already has experience with a

schoolwide private-loan program. Citi-

bank has for several years provided lend-

ing services to the Business School, whose

global student body has a significant need

for such financing. Among graduate and

professional students as a whole, the Uni-

versity estimates there are $80 million of

federal loans outstanding, $8 million of

University loans, and $45 million of private

loans; the latter figure includes $30 million

borrowed by business students through

Citibank. In designing the new, wider pro-

gram, proposals were solicited from a

dozen lenders; Citibank was chosen based

on the cost of its program to students and

Harvard and its servicing capabilities.

According to Sue Roberts, president of

Student Loan Corporation (www.stu-

dentloan.com), the Harvard loans now

available to all graduate and professional

schools are structured similarly to Citi-

bank’s standard product. They o≠er three-

minute, on-line credit approval; 15-year

terms; payment deferral until six months

after graduation (interest accrues and is

capitalized); and a variable rate, adjusted

quarterly. Interest rates are reduced if the

borrower agrees to automatic debit pay-

ment, and upon timely remittance during

the first four years of payment.

The unique features, Roberts says, are

the below-market rate and Harvard’s will-

ingness to share credit risk so loans could

be made to ordinarily ineligible borrowers

who lack a cosigner—namely, international

students. (Summers said Harvard would

reserve $1.5 million for possible defaults.)

In the bank’s eyes, she says, that represents

“Harvard’s willingness to stand behind the

quality of the education” students receive.

The likely high loan balances and experi-

ence with the Business School entered into

Citibank’s proposal, she says: from a

lender’s perspective, “Harvard students

have very good portfolio performance.”

Evaluating the aid initiative overall,

GSE dean Lagemann notes that grants are

obviously more valuable than loans, and

the availability of low-cost loans is worth

more to students than high-cost borrow-

ing. “This is real money,” she says, “and

these loans will make a real di≠erence.”

She goes on to emphasize that the

fundraising targeted to underwrite schol-

arships permanently, and to extend their

availability, may in the long run be the

most important part of the financial-aid

initiative, overshadowing the cash avail-

able now. “That’s a big deal,” she says, par-

ticularly citing the new flexible class-cred-

iting policy that allows alumni to receive

recognition for gifts to designated Univer-

sity priorities beyond their school a∞lia-

tion (see “Where Credit Is Due,” January-

February, page 68). “I have run into people

from the Business School, the Law School,

who understand that education is our

number-one domestic problem,” she says,

anticipating that more liberal class credit-

ing will result in giving across institutional

boundaries. SPH dean Bloom seconds the

sentiment, calling the new fund and cred-

iting policy “a profound opportunity for

us, one we never had before.”

Certainly Summers intends to pursue

that opportunity. As funds are raised, he

said, more scholarships will become avail-

able, and the proportion of grants relative

to loan assistance will rise “for students

attending schools where they earn more of

their return from service to society rather

than in pecuniary terms.” The scholar-

ships, loans, and fundraising unveiled in

January, he said, are “a significant move

toward the ultimate objective of drawing

more young people into public service and

making possible careers of many di≠erent

kinds for the most talented students from

around the world.”

J O H N  H A R VA R D ’ S  J O U R N A L

Superior performance in money management need not be absolutely positive.
Modestly negative net returns on investments, like Harvard Management Company’s 
-2.7 percent and -0.5 percent results on endowment funds in the past two fiscal
years, left the University dramatically better off than if the assets had declined in line
with the horrendous stock market (see “Steady State,” November-December 2002,
page 53). And so HMC’s compensation system—which awards generous bonuses for
managers’ superior performance over time relative to market benchmarks, and penal-
izes them symmetrically for underperformance—again yielded large pay packages for
a handful of investment professionals in the year ended last June 30. David Mittelman
(fixed income) earned $17.5 million; Jeffrey Larson (foreign equity), $17.4 million;
Maurice Samuels (foreign fixed income), $15.9 million; Steve Alperin (emerging-mar-
ket equity), $12.1 million; and Tony Morgan (foreign equity), $6.3 million. (HMC presi-
dent Jack R. Meyer, M.B.A. ’69, earned $5.8 million.) During the past five fiscal years,
those managers’ portfolios achieved annualized returns 3.9 to 18.1 percentage points
higher than their respective benchmarks—$1.7 billion more than market returns.

As in the past, HMC noted that the cost, including bonuses, of managing funds itself
has been less than half the cost of using external managers with equivalent expertise
and performance.The compensation of outside managers is not disclosed. Given the
steady migration of endowment assets from HMC to such external managers—
prompted in most recent cases by HMC personnel leaving to set up their own pri-
vate firms—Harvard’s cost of money-management services is rising. As of June 30,
just over half of the endowment was internally managed.
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