
HEDGE
PAPERS
No.25
Endangered Endowments: 
How Hedge Funds Are 
Bankrupting Higher 
Education 



University endowments play an important role in the lives of 
students, faculty and other campus workers. Endowments are 
funded by donations, and universities use the investment returns 
to pay for improvements to buildings and facilities, provide schol-
arships, fund teaching and learning, and provide other services 
and economic support to the surrounding community. 

Over the last decade, however, a troubling trend has emerged: 
Hedge funds—largely unregulated, high-cost investment 
vehicles run by the ultrawealthy—are managing larger and larger 
portions of these endowments, and charging universities the 
highest fees in the business to do so. 

INTRODUCTION: THE 
HARMFUL ROLE OF HEDGE 
FUNDS IN UNIVERSITY 
ENDOWMENTS 



In 2015, over $100 billion of the more than $500 billion in U.S. 
university endowments was invested in hedge funds.[1] 

Despite their popularity, hedge funds have done a great deal 
to endanger endowments and weaken higher education in the 
United States. They charge astronomically high fees, while 
delivering poor returns, and engage in dangerous practices that 
increase the personal wealth of hedge fund managers while 
making college more expensive and four-year degrees less 
attainable for all but the very rich.

This is the first major report to examine how hedge fund 
managers endanger endowments and harm students, faculty and 
staff in the process; in it, we expose how hedge funds contribute 
to and benefit from the defunding of higher education. from the 
defunding of higher education.

In 2015, over $100 billion of the more than $500 billion in 
U.S. university endowments was invested in hedge funds.



 
Based on a careful review of the latest data and evidence, 
our analysis shows that many universities are cash-strapped 
because they have prioritized paying high fees to hedge fund 
managers while asking students, faculty and staff to make up the 
difference. 

Universities now face a choice: either continue to reward hedge 
fund billionaires who are set on siphoning money out of the 
higher education system, or divest from hedge funds entirely.

Here are the key findings of this report:

• Hedge funds collect billions of dollars in fees each year 
from U.S. colleges and universities—and produce little in 
return. 

Our analysis suggests that hedge funds collected an estimated 
$2.5 billion in fees from university endowments in 2015 alone,[2]  
even though 2015 was reportedly the worst year for hedge fund 
performance since the financial crisis.[3] 

In fact, we estimate that from 2009-2015, university endowments 
paid an unbelievable $16.7 billion in hedge fund fees; when 
compared to returns, we estimate that endowments paid 60 cents 
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HOW HEDGE FUNDS 
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FINANCIAL HEALTH OF 
UNIVERSITIES
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in fees to hedge fund managers for every dollar of return on hedge 
fund investments to the endowment over this period.[4]

• Hedge fund managers take up a disproportionate share 
of seats on college and university boards, influencing the 
endowments to make larger and riskier allocations to hedge 
funds.

The average university endowment has nearly 20 percent of its 
pool allocated to hedge funds,[5] and some universities now have 
upward of 40 percent of funds in this single asset class—a highly 
risky investment strategy that appears to benefit only hedge funds, 
not endowments.  

• To bolster their public images as philanthropists, hedge 
fund managers make large, tax-free donations to private 
endowments, placing a huge burden on taxpayers—and 
driving inequality within the higher education system. 

Hedge fund managers often make headlines for giving large sums 
of money to university endowments—yet these donations are 
almost exclusively aimed at rich Ivy League schools, not the public 
institutions that serve the majority of low- and middle-income 
students. And because these donations are untaxed, hedge funds 
save millions while taxpayers are left to pick up the tab.

• Hedge funds invest endowment funds in an array of 
harmful industries—and use the investment gains to 
further a political agenda that harms students and commu-
nities. 

Hedge funds have a pattern of investing endowment funds in 
problematic companies and industries that destabilize commu-
nities and environments across the globe—ranging from fossil 
fuels, private prisons and pharmaceuticals to foreclosed homes, 
student debt and for-profit universities.

By divesting from hedge funds, U.S. colleges and universities not 

University endowments paid an unbelievable $16.7 
billion in hedge fund fees



only will save billions of dollars every year in hedge fund fees and 
lost returns, but also will dampen the undue influence that hedge 
fund managers have exerted over higher education in the U.S. 

Universities can use these savings to keep tuition costs down, 
provide scholarships for middle- and low-income students, 
maintain a stable faculty workforce, pay campus workers a living 
wage, and fulfill their mission to serve as an economic anchor for 
the community.  

According to recent figures, U.S. student loan debt has soared to 
$1.2 trillion,[6] and tuition has increased by nearly a third since 
2008.[7] Meanwhile, universities are cutting the supports that 
make student success possible and replacing sustainable faculty 
positions with adjunct gigs; and wages for faculty, staff and 
campus workers have remained flat or in decline since the 1960s.[8]  

Public universities are now spending 23 percent less per student 
than they did pre-recession,[9] and students now contribute more 
out of pocket for a public college education than states do.[10]    

Even the wealthiest university, Harvard, whose endowment 
is valued at $38 billion,[11] last year paid less than half of its 
agreed-upon payments to the city of Boston in exchange for its 
use of city services.[12] 

By divesting from hedge funds, U.S. colleges and 
universities not only will save billions of dollars every 
year in hedge fund fees and lost returns, but also will 
dampen the undue influence that hedge fund managers 
have exerted over higher education in the U.S. 



In November 2015, the Roosevelt Institute and the American 
Federation of Teachers released a report, “All That Glitters Is Not 
Gold: An Analysis of U.S. Public Pension Investments in Hedge 
Funds,” which found that U.S. public pension funds are paying 
on average 57 cents to hedge fund managers for every dollar of 
investment return. 

Here we use a similar methodology[13] to calculate that hedge funds 
received an estimated $2.5 billion in fees from university endow-
ments in 2015 alone,[14] even though 2015 was reportedly the worst 
year for hedge fund performance since the financial crisis.[15]

Additionally, we estimate that, from 2009-2015, university endow-
ments paid an unbelievable $16.7 billion in hedge fund fees; when 
compared to returns, we estimate that endowments paid 60 cents 
in fees to hedge fund managers for every dollar of return to the 
endowment over this period.[16]

BEHIND THE NUMBERS: 
A CLOSER LOOK AT HOW 
HEDGE FUNDS PROFIT 
FROM ENDOWMENTS



Notably, this ratio of fees captured to net returns to investors is even 
higher than that of pension funds.[17]

How do hedge funds manage to collect such hefty fees, even in a 
record low-performance year like 2015? The answer lies in the “two 
and twenty” fee structure that is typical of hedge funds, which 
means that investors must pay a management fee of 2 percent, and 
then a performance fee of 20 percent on any returns above a set 
target.[18] Even if an individual endowment fund is able to negotiate 
these fees down a little, they still dramatically outpace fees for every 
other kind of investment.

Compounding the issue of high fees and low returns for university 
endowment hedge fund programs is the failure of most universities to 
make a detailed accounting of hedge fund fees and returns available 
to the public.

In fact, it is not uncommon for universities to waive their right 
to know this information themselves. This prevents the board of 
trustees, students and other stakeholders from knowing the true cost 
of hedge funds to the university.  

How do hedge funds manage to collect such hefty fees, 
even in a record low performance year like 2015?



If hedge funds on the whole charge endowments disproportionately 
high fees for lackluster returns, why do endowments continue to 
invest hundreds of millions of dollars in hedge funds? 

One reason may have to do with huge losses suffered by many 
endowments during the 2008-09 Great Recession—an economic 
crisis that, ironically, hedge funds played a significant role in 
creating.[19]  

From July 1, 2007, through Dec. 1, 2008, the average endowment 
lost more than 25 percent of its value.[20]  

Desperate to recoup these losses, many universities began investing 
in or increased their allocations to hedge funds, which promised to 
provide both market-beating returns and downside protection to 
endowment funds. 

Endowments also may owe their ever-growing hedge fund allocations 
to the dramatic increase of hedge fund managers and other finance 
sector executives on their boards. 

According to law professor Garry W. Jenkins in his 2015 article “The 
Wall Street Takeover of Nonprofit Boards”: 

“Over the past twenty-five years the composition of the boards 
at some of America’s most important nonprofit organizations has 
dramatically changed. Without much notice, a legion of Wall Street 
executives (investment bankers, hedge fund managers, and others) has 
taken a growing number of seats in nonprofit boardrooms.”[21]   

FOLLOWING THE MONEY: 
THE FINANCIALIZATION 
OF UNIVERSITY 
ENDOWMENTS

Desperate to recoup these losses, many universities began 
investing in or increased their allocations to hedge funds



These nonprofit boardrooms include university endowments, where 
the “takeover” has been particularly evident. 

According to Jenkins’ analysis, research universities and liberal arts 
colleges have seen the percentage of board seats held by finance 
industry professionals nearly double over the last 25 years. This trend 
is even more pronounced when it comes to board leadership: Currently, 
56 percent of board leadership positions at research universities and 44 
percent of board leadership positions at liberal arts colleges come from 
the financial sector.[22]

The disproportionate number of finance industry executives on 
university boards presents a number of problems, as Jenkins outlines in 
his critique, such as contributing to a lack of diversity on endowment 
boards, and bringing a finance industry approach to managing the 
endowment, with an emphasis on seeking higher short-term returns 
that may not square with the university’s mission.[23]

Additionally, our analysis suggests that the increased hedge fund 
presence on university boards is linked to many endowments’ riskily 
high hedge fund allocations.

The average endowment has about 20 percent of its assets invested in 
hedge funds.[24] This is more than double the allocation of the average 
pension fund (and pension funds, notably, do not have hedge fund 
managers serving on their boards).[25]

However, among those university endowments that currently invest in 
hedge funds, there is a group of endowments whose allocation to hedge 
funds exceeds 40 percent, an investment decision that is questionable 
at best.  



Universities with 40 percent or more allocation to hedge funds:[26]

UNIVERSITY
PERCENT OF ENDOWMENT INVESTED IN 
HEDGE FUNDS

BARNARD COLLEGE 65.6%

TRINITY COLLEGE 64.1%

SMITH COLLEGE 60%

DICKINSON COLLEGE 57.3%

FRANKLIN W. OLIN 
COLLEGE OF ENGINEERING 54.5%

RHODE ISLAND SCHOOL 
OF DESIGN 53.6%
UNIVERSITY SYSTEM OF 
MARYLAND 53.2%
WORCESTER 
POLYTECHNIC INSTITUTE 47.4%

MICHIGAN STATE 
UNIVERSITY 46.3%

COLLEGE OF 
WOOSTER 46.2%
RHODES 
COLLEGE 45.8%

OKLAHOMA STATE 
UNIVERSITY 45%

NEW YORK 
UNIVERSITY 45%

UCLA 42.3%

CLARK 
UNIVERSITY 41%
WILLIAMS 
COLLEGE 40.6%
UNIVERSITY OF 
ILLINOIS 40.2%
DENISON 
UNIVERSITY 40%

STONY BROOK (SUNY) 45.8%



To put such a high percentage of an endowment fund in a single 
high-risk investment strategy like hedge funds makes little 
investment sense, especially if the goal is to diversify the fund and 
protect against downside loss. 

In fact, it is an arrangement that places tremendous cost and risk 
on the university—and by extension on students, faculty and staff—
while delivering consistently high fees to hedge fund managers. 

Considering this, it is perhaps not surprising that Barnard, which 
tops the list with nearly two-thirds of its endowment in hedge funds, 
has at least four current or former hedge fund managers, along with 
numerous other finance industry executives, serving on the board of 
trustees.[27]

New York University has a similarly financialized board, with at 
least six hedge fund managers, along with at least six private equity 
managers and a handful of other finance industry executives and 
attorneys representing hedge funds.[28]

It is an arrangement that places tremendous cost and 
risk on the university—and by extension on students, 
faculty and staff—while delivering consistently high fees 
to hedge fund managers. 



In addition to their increased and troubling presence on endowment 
boards, hedge fund managers also influence our system of higher 
education by making massive donations to university endowments—
usually to the Ivy League institutions where they received their 
degrees.

According to economist Robert Reich, the ballooning of elite 
university endowments happened in tandem with rapidly increasing 
income inequality in the U.S., with the relatively few extremely 
rich “donating [their millions] to causes they believe in, such as the 
elite private universities that educated them or that they want their 
children to attend.”[29]

CONNECTING THE 
DOTS: HEDGE 
FUNDS, INEQUALITY 
AND UNIVERSITY 
ENDOWMENTS



This is welcome news for the few schools that cater to the affluent—
such as Harvard and Yale—but it is little comfort to the low and 
middle-income students who struggle to pay for tuition at these 
schools. 

For example, according to a study of five large university endow-
ments by law professor Victor Fleischer, the endowments spent 
nearly $3 on hedge fund and private equity fees for every $1 spent on 
scholarships.[30] Although some of these universities may claim that 
they offer free tuition to students from low- and moderate-income 
families, in practice it is difficult for many of these students, particu-
larly first-generation college students, to know about and plan to take 
advantage of this assistance.

Hedge fund donations to elite institutions also disadvantage public 
universities and smaller schools because, as Reich contends, “a tax 
deduction is the same as government spending. It has to be made 
up by other taxpayers.”[31] Essentially, the tax-exempt status of these 
donations makes them a de facto government subsidy to wealthy, 
private institutions.

The endowments spent nearly $3 on hedge fund and 
private equity fees for every $1 spent on scholarships.

John  
Paulson



A good example of how this dynamic works is the recent $400 
million donation to Harvard by hedge fund manager John Paulson 
in 2015, which represented the single largest donation the school had 
ever received.

Because the gift qualifies for a charitable donation tax exemption, 
Paulson personally saved approximately $133 million[32] on this 
donation—which means that taxpayers were left to deal with the 
$133 million revenue hole left by his tax break. In other words, 
taxpayers ended up giving an additional $133 million to Harvard, the 
richest university in the country by far.

Adding to the problem is the fact that many hedge fund managers 
who donate to university endowments also manage endowment 
funds at other universities. 

Paulson manages investments for UCLA and Texas Christian 
University[33] (in addition to sitting on the board of NYU).[34] 
Similarly, Seth Klarman of hedge fund Baupost Group made the 
naming donation to Harvard’s new conference center in 2014[35]  

Because the gift qualifies for a charitable donation tax 
exemption, Paulson personally saved approximately 
$133 million.

Seth  
Klarman



—and also manages investments from Clark University, Cornell, UC 
San Francisco, the University of Texas, University of Washington 
and even Harvard itself.[36]

This arrangement in which Klarman both donates to the endowment 
and manages endowment funds is ethically questionable at best: 
Klarman’s donation was tax-exempt, but returns generated on his 
donation could result in income for him.

A recent study by the Nexus Research and Policy Center entitled 
“Rich Schools, Poor Students” quantifies these de facto subsidies, 
finding that, for example, Princeton University in New Jersey 
receives $105,000 per student, compared with the public Rutgers 
University (also in New Jersey), which receives only $12,000 per 
student.[37]  

Another study found that the 10 richest private universities have 16 
times more endowment dollars to spend on students annually than 
do the 10 richest public universities.[38]  

This has led some analysts to conclude that Ivy League schools such 
as Yale and Harvard would be better described as public institu-
tions,[39] and some go so far as to describe Harvard as a “hedge fund 
concern that happens to have a college attached” for tax purposes.[40] 

When university endowments hand over millions of dollars each year 
to wealthy hedge fund managers, they have less money available to 
spend on teaching and learning, a mission that is the basis of their 
tax-exempt status. ever received.

As Fleischer explained to USA Today, “The endowment is there to 
serve students in the present and in the future. But if the endowment 
accumulates too much, it’s really just serving the people who manage 
the money. That’s unethical, and it’s not consistent with why we 
allow endowments to be tax-exempt.”[41]

Some go so far as to describe Harvard as a “hedge fund 
concern that happens to have a college attached” for 
tax purposes.



An additional problem with hedge funds managing endowment assets 
has to do with the many problematic ways that hedge funds make 
money in the first place, and how they use their wealth to influence 
policy and politics in ways that undermine higher education, students 
and communities.

It has been well documented that many hedge funds invest 
endowment money in companies that harm communities across the 
globe.

Earlier Hedge Clippers reports analyzed how hedge funds prey on 
vulnerable communities from Puerto Rico to Baltimore, and enrich 
themselves by driving up the price tags of lifesaving pharmaceu-
ticals and paying workers poverty wages. Later reports in this series 
will examine in-depth how hedge funds make billions through 
questionable investments in fossil fuels, private prisons, foreclosed 
homes, student debt and for-profit universities. 

Likewise, over the past year, Hedge Clippers has exposed the schemes 
that ultrarich hedge fund managers use to influence government and 
tax policy to expand their wealth, influence and power.

HEDGE FUNDS INVESTING 
IN BAD COMPANIES

The Hedge 
Clippers takeover 
Greenwich, CT, 
March 14, 2015



Previous Hedge Clippers reports have highlighted how hedge fund 
managers influenced the outcomes of the New York gubernatorial 
election in 2014 and the Chicago mayoral election in 2015. 

In each case, hedge fund managers succeeded in spending millions 
to elect a leader who then supported their pet causes of school privat-
ization and tax breaks for the wealthy. (In the case of New York, the 
hedge fund managers even received proposed tax breaks on private 
jets and yachts in return for their support.)[42]  

The following are just a few examples of hedge fund managers who 
use university endowment cash to invest in companies—and politi-
cians—that do real harm to communities across the globe:

PAUL SINGER, ELLIOT MANAGEMENT 

Paul Singer, founder of hedge fund Elliott Management, is one of the 
400 richest Americans, with a personal net worth of $2.1 billion.[43]  
Singer amassed much of his fortune by, as a recent HedgeClippers 
paper described it, “doing something that most people couldn’t 
stomach—suing some of the poorest nations in the world,” including 
Argentina and the Congo.[44] 

Singer was among the top 20 political donors during the 2012 federal 
election cycle, giving over $3.7 million of his personal wealth to 
Republicans and conservative causes.[45]  

Paul  
Singer



Elliott Management currently has large stakes in fossil fuel company 
Alcoa and Allergan pharmaceuticals, as of the company’s most recent 
SEC 13-F filings.[46]  

Singer’s hedge fund manages endowment money for Michigan State 
University, Oregon State University, St. Olaf College, University 
of Rochester, Washington State University and Western Michigan 
University.[47]

   

SETH KLARMAN, BAUPOST GROUP 

Seth Klarman, CEO and president of the hedge fund Baupost Group, 
has a net worth of nearly $1.5 billion.[48] His hedge fund currently 
has holdings in Ocwen Financial,[49] which in 2013 settled with the 
Consumer Financial Protection Bureau for $2.2 billion over allega-
tions that it “violated federal consumer financial laws at every stage 
of the mortgage servicing process,” and provided false or misleading 
information to consumers about the foreclosure process.[50] 

Baupost has stakes in multiple fossil fuel companies, including Alcoa 
and Kosmos Energy, which does oil and gas exploration in Africa and 
South America.[51]

Baupost manages endowment money for Clark University, Cornell, 
Harvard (to which he also donates millions), UC San Francisco, 
University of Colorado, the University of Texas and University of 
Washington.[52]



JOHN PAULSON, PAULSON & CO.

John Paulson, founder of hedge fund Paulson & Co., is the 41st 
richest American, with an estimated net worth of $11.4 billion.[53] A 
significant portion of his personal wealth came from playing a leading 
role in the financial collapse of 2008. 

In fact, Paulson was responsible for persuading Goldman Sachs and 
other large banks to create collateralized debt obligations (CDOs) for 
subprime loans, so that his company could bet against their value. 
Paulson & Co. then made $15 billion—with $4 billion going to 
Paulson personally[54]—by betting against U.S. homeowners.

Paulson recently has been described as embarking on a “spending 
spree”[55] in Puerto Rico, in an attempt to profit from the island’s 
economic crisis. Additionally, Paulson & Co. has holdings in HCA, 
the largest U.S. for-profit healthcare chain, which, in 2015 paid $15 
million to the federal government to settle claims that the hospital 
chain was performing unnecessary heart surgeries in a Medicare 
fraud scheme.[56] Paulson also has holdings in Valeant Pharmaceu-
ticals, which is currently under scrutiny for what some allege to be 
massive “Enron-like” fraudulent practices.[57]  

Paulson was a top donor in the 2012 federal election cycle, contrib-
uting more than $1.2 million, all to Republicans and conservatives,[58]   
and reportedly financing the 2012 Republican National Convention 
with a $1 million donation.[59]

Paulson & Co. manages funds for Regents of the University of 
California, Texas Christian University and UCLA.[60]



JEFFREY TANNENBAUM, FIR TREE PARTNERS 

Fir Tree Partners is one of the principal firms involved in Puerto Rico 
debt trade, and is believed to be the leader of a group of hedge funds 
buying up the island’s debt.[61] This group recently recommended 
that Puerto Rico lower its minimum wage, close schools and privatize 
public utilities in order to prioritize paying hedge fund billionaires for 
their debt holdings.[62]

Fir Tree is not new to this tactic of preying on vulnerable economies: 
It reportedly made 20 percent annualized returns as a holdout 
creditor in the Argentinian debt crisis, and was also active in 
purchasing Greek debt in recent years.[63] Like Paulson & Co, Fir Tree 
has holdings in HCA and Valeant; recent SEC filings also indicate 
that Fir Tree is invested in Monsanto.[64] 

Fir Tree manages endowment money for Clemson University, Lewis 
& Clark College, Michigan State University, Oregon State, Southern 
Illinois University, Texas Tech, University of North Carolina at 
Greensboro, University of South Carolina, University of Vermont and 
Washington State University.[65]



It’s clear that hedge funds consider university endowments to be a 
reliable source for easy money, collecting what we estimate to be 60 
cents for every dollar of returns they give back to endowments—even 
when those returns are lower than other types of investments.

Over the years, hedge fund managers have worked their way onto 
university boards and donated large sums to elite schools, which 
has only increased their influence over how endowment funds are 
invested. 

Even more disturbing is the fact that hedge fund managers use the 
billions of dollars in endowment funds to invest in companies that 
damage communities, and for political spending on politicians and 
policies that are in direct opposition to students, faculty and staff.

The result has been hedge fund managers increasing their personal 
wealth and political power, while leaving students, faculty and staff 
to struggle with higher tuition costs, fewer scholarships, lower wages, 
benefit cuts and layoffs. 

RECOMMENDATIONS 
FOR REFORM: HOW 
ENDOWMENTS CAN LIMIT 
THE HARMFUL IMPACT OF 
HEDGE FUNDS

While the top 25 hedge fund managers made $11.62 
billion in 2014,  the average student now graduates with 
$35,000 worth of student debt.



While the top 25 hedge fund managers made $11.62 billion in 
2014,[66] the average student now graduates with $35,000 worth of 
student debt.[67] 

Considering the destructive track record of hedge funds, colleges and 
universities should pursue the following reforms: 

IMMEDIATELY DIVEST FROM ALL HEDGE FUNDS THAT HAVE 
HOLDINGS IN COMPANIES AND INDUSTRIES THAT HARM 
STUDENTS, FACULTY AND COMMUNITIES. 

Divestment should target companies and industries tied to fossil 
fuels, private prisons, student debt, gun manufacturers, payday 
lending, foreclosed homes and for-profit universities.

IMMEDIATELY PERFORM A COMPLETE REVIEW OF THEIR HEDGE 
FUND INVESTMENTS, including an analysis of past performance and 
fees paid, and a comparison with low-fee alternatives. 

IMMEDIATELY MAKE ALL HEDGE FUND FEE INFORMATION 
AVAILABLE TO THE PUBLIC ONLINE, and disclose a list of all hedge 
funds with which they have investments, along with any potential 
conflicts of interest. 

ADVOCATE FOR STATE AND FEDERAL LEGISLATION REQUIRING 
FULL AND PUBLIC DISCLOSURE OF ALL FEES PAID TO HEDGE FUND 
MANAGERS by all colleges and universities, public and private. 

ENSURE THAT STUDENTS’ AND FACULTY MEMBERS’ INTERESTS 
AND VIEWS ARE ADEQUATELY REPRESENTED on boards of trustees 
and investment advisory board committees. 
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