
their own hypotheses. Third, students
need particular training in mathematics
and philosophy, which provide the basis
for logical analysis.

Modified survey classes can combine a
wider exposure to the range of hypotheses
in a field than many existing Core classes,
with a more intense immersion in sci-
entific method than traditional survey
courses.… But current Core classes are in-
deed much better than traditional surveys
in teaching that ideas are to be generated

and challenged, not blindly accepted.…
The way forward is to o≠er classes that
combine the breadth of traditional sur-
veys with the spirit of challenging conven-
tional knowledge.…

After learning how to craft logically
consistent hypotheses, students must
learn how to test these hypotheses with
empirical evidence.…In many areas, such
as biology or psychology, laboratory ex-
periments provide the key method of re-
futing claims. In the social sciences, econ-

omists and sociologists rarely claim that
one event will always cause another
event, but rather that, when one event oc-
curs, the second event becomes more
likely. As such, statistical work is the
norm. In history and the humanities, hy-
potheses are often about individual
events, and a claim can be refuted by a
single piece of historical evidence. A sin-
gle letter from patron to artist can poten-
tially refute a hypothesis about who
painted a masterpiece.

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

Endowment Gains:
Last Hurrah?
Very strong returns on investment
boosted Harvard’s endowment $3.3 bil-
lion last fiscal year, to a new record of
$22.6 billion as of June 30. Harvard Man-
agement Company (HMC) reported on
September 15 that total investment return
for the year was 21.1 percent, up smartly
from the 12.5 percent return achieved in
the prior fiscal year (see “Rebounding Re-
turns,” November-December 2003, page
59). That capped more than a decade of
unusually—and perhaps unsustainably—
robust results (see “Harvard by the Num-
bers,” opposite).

“Obviously, it was a good year,” said
HMC president Jack R. Meyer, M.B.A. ’69.
He cited both the absolute return on in-
vested assets (“It’s hard to complain about

21 percent”) and the value added by the in-
vestment professionals, whose aggregate
return exceeded benchmark measures of
market performance by 4.7 percentage
points (“About a billion dollars—that’s a
big number and gratifying”). He also
noted that HMC’s results exceeded the
median performance of a universe of large
institutional funds by nearly 5 percentage
points, and of the 25 largest university en-
dowments by about 4 percentage points.

Meyer highlighted the consistent per-
formance across HMC’s investments: in 9
of 11 asset classes, Harvard’s funds ex-
ceeded the market benchmark. (During
the past decade, for all nine categories
with 10-year histories, HMC managers
have outperformed their market bench-
marks.) In a strong market, all classes of
equities, which typically make up about
45 percent of endowment assets, pro-

duced robust returns—from 20.8 percent
for private equities to 36.6 percent for
emerging-markets investments (see chart
below)—and exceeded market returns,
albeit narrowly.

Domestic and foreign bond portfolios
(together, about one-sixth of total assets)
exceeded their benchmarks by 12.6 and
9.8 percentage points, respectively. The
fixed-income portfolio managers, Meyer
said, “continued to hit the ball out of the
park” in an interest-rate environment
completely di≠erent from that prevailing
in fiscal year 2003—a vivid demonstra-
tion, he maintained, that their perfor-
mance is based on technical trading
strategies, not on making interest-rate
bets or assuming extra credit risk relative
to the market overall.

The only sectors where HMC lagged
were in high-yield investments and real es-
tate. In the former, Meyer said, two out of
three strategies did well, but an absolute-
return portfolio focused on bankruptcies
underperformed. Real-estate investments,
premised on improvement of acquired
properties, did slightly less well than funds
focused on existing top-quality buildings.

The value of the endowment reflects
not only investment returns, but also the
flow of funds in and out—and those capi-
tal changes are increasingly large. As a
rough calculation, from the $19.3 billion
value at June 30, 2003, about $810 million
was distributed to support University
programs, and $90 million more was ap-
plied to Allston-related activities (a spe-
cial annual distribution from capital
gains). Investment returns and nearly
$258 million in gifts for endowment then
yielded the 2004 total of $22.6 billion.

Source: Harvard Management Company

0 5% 10% 15% 20% 25% 30% 35% 40%
Percentage growth

Domestic equities

Foreign equities

Emerging markets

Private equities

Absolute return

High-yield securities

Commodities

Real estate

Domestic bonds

Foreign bonds

Inflation-indexed bonds

22.8%

36.1%

36.6%

20.8%

15.7%

12.4%

19.7%

16.0%

9.2%

17.4%

4.2%

Fiscal 2004 Endowment Performance

JHJ.52-59.final  10/8/04  2:29 PM  Page 56



Harvard Magazine 57

The 21.1 percent total return was calcu-
lated, as always, after all expenses and—
in language new to this year’s report—
“negotiated fee o≠sets.” Since the late
1990s, an increasing share of endowment
assets has migrated from in-house HMC
professionals to outside investment firms
formed by successful HMC sta≠ who
have set up shop on their own. HMC has
maintained its access to their expertise by
assigning them a portion of the endow-
ment assets to invest and, in return, shar-
ing in their firms’ growth, e≠ectively less-
ening the fees Harvard pays.

That trend is notable for two reasons.
First, Meyer said, the newest departure of
HMC portfolio managers for greener pas-
tures (the foreign-equity and commodities
professionals) brings the portion of funds
managed internally down to about 50 per-
cent (from 80 to 85 percent in the late
1990s). That naturally prompts discussion
about whether HMC will remain a stand-
alone, “ in-house” money-management
firm. Second, the growth of hedge funds,
like those formed by former HMC sta≠, in-
dicates the rising challenge to maintaining
Harvard’s outsized investment returns.

In language much more pointed than
his past cautions (“This time I really
mean it”), Meyer wrote that returns on
HMC’s diversified asset classes in the
next 10 years “will be closer to 8 percent
than the 12 percent of the last decade.” In
conversation, he emphasized that, com-
pared to past returns 10 percentage
points greater than the rate of inflation,
“We’d be lucky” to earn half that margin.
He also reduced expectations about
HMC’s ability to outperform its bench-
marks, writing, “Value-added will also
drop significantly,” because the prolifera-
tion of competing hedge funds has “re-
duced the opportunity” to exceed market
returns. “We can see the opportunity
set,” he said, “and it’s diminished.”

These are not forecasts for any given
year, he emphasized, but HMC’s endow-
ment managers do not expect to equal in
the next decade the 15.9 percent annual-
ized returns HMC produced in the last.
Meyer concluded his report by writing,
“We do not want to cut short the cele-
bration of fiscal 2004 results, but we
should not get accustomed to these out-
sized returns.”

Re-Development
After two years in limbo, the Center
for International Development (CID) has
at least a temporary new lease on life. The
appointment of Kamal professor of public
policy Mark R. Rosenzweig, a develop-
ment economist, as the center’s director
suggests a renewed e≠ort to engage Har-
vard scholars in interdisciplinary re-
search on problems of sustaining growth
in less developed nations.

CID, set up at the Kennedy School of
Government (KSG) in 1998 to comple-
ment the economic, political, and social
consulting services of the Harvard Insti-
tute for International Development
(HIID), was envisioned by its founder,
economist Je≠rey D. Sachs, as a think tank
and academic training venue. After he left
for Columbia in 2002, the center was run
by a faculty committee (see “Developmen-
tal Troubles,” September-October 2002,
page 63) and then briefly by Cabot profes-
sor of public policy Kenneth S. Rogo≠ (see

“Harvard Portrait,” January-February,
page 51). Thus the center has e≠ectively
been in a holding pattern for two years,
even as progress has been made in launch-
ing other interdisciplinary programs, in-
cluding one pertinent to development is-
sues—the University’s global health
initiative (see “Global Research in Health
Sciences,” January-February, page 62).

Rosenzweig came to Harvard from the
University of Pennsylvania in 2002, at-
tracted, he says, by the depth and range of
development expertise among faculty
members at the University, MIT, and else-
where in Greater Boston. “It would be
good if there were an organization that
could pull them all together,” he says,
while acknowledging that doing so will
not be easy. In the wake of serious prob-
lems in managing its work in Russia, HIID
was closed in 2000, following a faculty re-
view that concluded its far-flung advisory
services did not complement teaching and
research priorities (see “HIID, Disman-
tled,” March-April 2000, page 77). CID it-

H A R VA R D  B Y  T H E  N U M B E R S

Source: Harvard Management Company

Endowment Performance over Time: FY1991-FY2004
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Since Harvard Management Company established its current, highly diversified asset
mix and investment strategies for the endowment in 1991, financial returns have been
strong—and handsomely ahead of market results in general. The annualized rate of re-
turn for the past five years (even including the losses in fiscal years 2001 and 2002) is
11.8 percent—more than twice market benchmarks. For the past decade, the annual-
ized rate of return has been 15.9 percent, 4 points more than market returns.

C h a r t s  b y  S t e p h e n  A n d e r s o n

JHJ.52-59.final  10/8/04  2:29 PM  Page 57


