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Introduction to SmarterMoney+ Review
Special issue on Diversity and Inclusion
Spring 2017
Preface
Research has repeatedly confirmed that “difference makes a difference” – that inclusive businesses benefit
in a variety of ways from leadership and workplace diversity. This special edition of SmarterMoney+
Review spotlights ten leading recent studies that analyze the opportunities associated with investing in
diversity.
Based on recommendations from an Advisory Committee that included Shelley Alpern from Clean Yield
Asset Management, Andrea Armeni from Transform Finance, Julie Gorte from Pax World Management
LLC, Sonia Kowal from Zevin Asset Management, Henry McKoy from Fourth Sector Equity Partners, and
John Nelson from Wall Street Without Walls, we compiled a long list of more than three dozen studies
addressing relationships between diversity and financial performance. We then whittled down that list to
this top ten compilation based on a series of selection criteria. First, the final research papers should make
an explicit, compelling case for associations between diversity and financial materiality, investment
performance, or innovative impact. They should also address financial performance based on a broad
universe or diversified portfolios, not simply present business trends in diversity and inclusion or a
“business case” about firm performance. When comparing studies, we also preferred papers that held
more generalized findings to those that focused on very narrow market segments or regions.
The research had to be fresh, so we excluded studies published before 2014. It also needed to be
substantive, not simply product marketing materials or journalistic reporting. Finally, we strove for
balance among issues and extended our search for studies explicitly addressing issues such as LGBT
equality, race and ethnicity, and other forms of workplace diversity, beyond those addressing more highprofile issues such as gender investing and the diversity of boards and top management – the most
common areas of analysis. Despite this effort, more of the studies selected here still disproportionately
address women and gender, highlighting how advanced this arena has become in relationship to other
areas, particularly age, disability, ethnicity, or race. Three of the final studies do, however, specifically
address LGBT issues, and three address diversity at a general level, cutting across specific areas.
At the most general level, Vivian Hunt, Dennis Layton, and Sara Prince’s 2015 study for McKinsey &
Company, “Diversity Matters,” makes a global case for statistically significant correlations between
financial performance and diversity. Based on analysis of the leadership of more than 350 public
companies, they found that companies in the top quartile for gender diversity were 15 percent more likely
to have financial returns higher than their national industry average, and that companies in the top
quartile for racial and ethnic diversity were 35 percent more likely to have higher-than-average returns.
Although the strength of these correlations varied in different countries and regions, the reverse also held
true across the sample: companies in the lowest quartile for gender and racial diversity were 25 percent
more likely to underperform their national industry averages.
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In “Analysis of Board Diversity and Performance,” André Chanavat and Katherine Ramsden from
Thomson Reuters documented a variety of strong financial performance indicators of a group of 100
leading companies with the highest diversity and inclusion ratings among 5,000 of the largest public
companies. Over the five-year period from 2011 to 2016, the group had higher return on equity (ROE),
stronger operating profit margins, higher yields, and lower beta than its global benchmark. Likewise,
focusing on the diversity of top management teams among approximately 8,000 US companies, academic
researchers Alberto Manconi, A. Emanuele Rizzo, and Oliver Spalt recently found that firms led by
diverse management teams dramatically outperform more homogeneous companies during the 20012014 period. Their strategy of “diversity investing,” which buys those more diverse companies and sells
more homogeneous firms, consequently outperformed most asset-pricing strategies on a value-weighted
basis over the same period, generally with lower volatility.
Thanks to rapid shifts in the role of women in the workplace over the last thirty years and the more recent
growth of “gender-lens investing” within the last decade, investing in companies with proactive policies
and practices toward women has become one of the most developed arenas for diversity-related investing.
In “On the Road to Parity,” Laura Kane and Stephen Freedman of UBS found that “gender-balanced”
companies, which have higher levels of female directors and managers, outperformed their US peers.
Meggin Thwing Eastman, Damion Rallis, and Gaia Mazzucchelli of MSCI found that having at least three
female directors on corporate boards has become a “tipping point” for financial outperformance. They
found that US companies that began the 2011-2016 period with at least three women on the board
generated stronger ROE and higher earnings per share than companies that began the period without
female representation on the board.
At the same time, Julia Dawson, Richard Kersley, and Stefano Natella from Credit Suisse, in their report
“The CS Gender 3000: The Reward for Change,” stress the growing importance of women in
management, given the rapid 54-percent increase since 2010 in female representation on boards in their
global database of companies. As companies broaden levels of gender diversity within senior management
– from at least 15 percent to more than 50 percent – investment outperformance tended to increase. Their
paper also usefully highlights opportunities for gender investing in other asset classes, including
microfinance and venture capital. Morgan Stanley’s Sustainable and Responsible research team, led by
Eva Zlotnicka, went an additional step further by documenting how companies with broader workplace
equality initiatives targeting employees beyond the boardroom and C-suite had greater ROE than their
regional sector peers and companies with lower equality scores. Whether addressing directors, managers,
or the workplace, proactive corporate policies seeking greater female representation and gender parity
have repeatedly been correlated with strong financial performance.
LGBT equality is an emerging area of diversity where research is beginning to document the financial
materiality of more inclusive policies and practices. In “LGBT: The Value of Diversity,” the Credit Suisse
team led by Julia Dawson extended the analytical framework of the CS Gender 3000 to LGBT diversity.
The smaller basket of 270 companies they identified with strong, inclusive LGBT policies has
outperformed the MSCI ACWI by three percent per year over the six-year period beginning in 2010, with
substantially higher ROE and cash flow returns on investment. In “Return on Equality, the Real ROE: The
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Shareholder Case for LGBT Workplace Equality,” John Roberts and Cristian Landa of Denver
Investments similarly found that companies that adopt inclusive LGBT policies and commit to
implementing them over the long term tend to provide higher shareholder returns than their sectoral
peers. Building upon these findings, Kristin Lang and colleagues at Croatan Institute developed one of the
first approaches to investing in LGBT inclusion across asset classes in their 2016 paper “Investing in
Equality: Integrating LGBT Issues into Total Portfolio Activation.”
As investors increasingly recognize the financial value of diversity within balanced portfolios, clearly
much more work needs to be done. While gender diversity and LGBT inclusion are becoming robust
areas of research, particularly on boards and in senior management, far less attention has been paid to
racial and ethnic diversity, age, and disability – except as part of much more wide-angled views of the
field. We hope this compendium of leading research encourages others to fill those gaps in our
understanding of the relationships between diversity and financial performance. Meanwhile, a growing
group of high-impact investors are clearly beginning to acknowledge that diversity not only matters but
can also reap substantial rewards.

Joshua Humphreys
President & Senior Fellow
Croatan Institute

Michael Whelchel
Managing Partner
Big Path Capital

Shawn Lesser
Managing Partner
Big Path Capital

The SmarterMoney Review series are not research reports and are not intended to be relied upon to make any
investment decision; they are for general education only to inform the public about Impact Investing.
Big Path and Intellivest Securities, Inc. have not verified the information contained in these articles and are not
responsible for the content or any actions taken by any one in reliance thereon. Articles contained herein have been
reprinted with permission.
Disclaimer: Investment banking services are provided by Intellivest Securities, Inc. a member of FINRA
(www.finra.org). The presentations given by fund managers at the Summit do not constitute an offering of securities.
Such an offer may only be made in compliance with disclosure and delivery requirements under applicable securities
laws and will be limited to prescribed categories of investors.
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products was recognized by the Silent Spring Institute in 2005
with their first Rachel Carson Award. In 2005 she was voted by her
industry peers to receive the SRI Service Award.
Shelley did her undergraduate work at the University of
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Durham, which works on a national level with small, medium and
large businesses and organizations that have a focus on
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Investment Analysis from the University of Stirling, Scotland. She
is an active member of US SIF (the Forum for Sustainable and
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Managing Partner
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Mr. Nelson graduated from Yale College; received his MA degree
from the University of Michigan where he also taught social
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Finance from the Milano Graduate School of New School
University.
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THOMSON REUTERS FINANCIAL & RISK

ANALYSIS OF BOARD DIVERSITY
AND PERFORMANCE
BY ANDRÉ CHANAVAT AND KATHARINE RAMSDEN
Statement of Intent/Abstract
With the launch of the Thomson Reuters Diversity & Inclusion (D&I) Index, we’ve taken the opportunity to provide a series of reports that analyze
the latest global trends in corporate disclosure across some of the measures used to define the index. In this first part of a series we’re analyzing
corporate board diversity.
Board diversity has been the subject of study for some time and by a wide range of organizations and methodologies. Nearly all of that research
has shown that while board diversity has been improving in recent years, progress has been slow. Seeking to provide objective and comprehensive
data around the topic, we have employed Thomson Reuters own Environmental, Social and Governance (ESG) database to better understand the
latest trends of over 4,500 publicly listed companies from around the globe.
In this white paper we explore the trends by region and by sector, for both corporate board gender and cultural diversity. We will then provide
performance analysis details of our Diversity & Inclusion Index made up of the 100 highest ranked companies across 24 diversity and inclusion
measures, including board diversity criteria.

SEPTEMBER 2016
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INTRODUCTION

REGIONAL TRENDS

In this research we’re taking a focused look at board composition and
how company policies and targets around diversity and opportunity
have changed over the last five fiscal years.

Significant variation in gender diversity on boards is evident when
analyzed regionally, with companies in Europe having the highest
median percentage of women on board. Of note is that of the 1,016
Asian companies, the median percentage of women on boards was
zero (just over half have no women on their boards) and has seen
little progress over the last five years. Looking at the latest fiscal year
data (FY0), 54% of all companies still had no women on their boards.

Thanks to the Thomson Reuters ESG database we are able to
understand corporate reporting with history going back to 2002 for
close to 1,000 companies. The data itself has been manually collected
from publicly available sources such as company websites, annual
reports and Corporate Social Responsibility (CSR) reports to name
a few, by a team of over 150 trained ESG content specialists located
around the globe. Each ESG measure goes through a careful process
to make sure it is standardized and that data quality is as close to
100% as possible using a combination of manual quality control
checks and data entry algorithms. The public companies in our
universe for this research have reported comparable metrics on
board composition over all of the past five fiscal years.
The ESG database itself has been growing in coverage over time so
we also wanted to make sure when analyzing the trends that we use a
consistent universe where distortions due to the coverage increase do
not influence the statistics. As a result, although the global coverage
universe consists of over 5,000 listed companies, just over 4,500
of these are still active today and 3,467 listed companies had data
across all five years concerning percentage of women on their boards.
Although we could have provided more history, it was decided that
five years offered the best balance between availability in terms of
company coverage and history.
To calculate the percentage of women on board data, we have only
included women that have been active on the board throughout the
whole fiscal year for each company. Finally, because the data for each
region was not evenly distributed, we used medians to better show
what the “midpoint” is for each region.
Globally, the regional trends for women on boards have been
ascending over the five fiscal years, driven mostly by regulatory
requirements, be it at the country level or from a listing exchange
level via “comply or explain” type rules.

BOARD DIVERSITY – GENDER
Analyzing the median percent of gender-diverse board members
(i.e., women on boards) reveals incremental progress over the period.
However, we can only start to appreciate the velocity of change and
what the drivers for these global changes are by looking deeper at
sector and regional trends.
Median Percent of Women on Board

Median Percent of Women on Board Last 5 Fiscal Years by Region
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As reported in a previous 2014 report we produced, the Oceania region
saw a dramatic improvement in median representation of women
on the boards of 248 mostly Australian companies. Most of this can
be attributed to the ASX (Australian Securities Exchange) reporting
guidelines, which caused a significant increase in disclosure around
diversity-related information through the introduction of objectives.
Europe continues to see steady and strong growth in female
representation on the boards of companies driven in no small part
by mandatory regulations or quotas in countries such as France,
where a 2011 law requires the CAC 40 boards to have women account
for at least 40% of their members by 2017. Another driver of growth
has also been thanks to “voluntary” style approaches like in the UK
which have seen substantial improvements over the same period.
SECTOR TRENDS
Median Percent of Women on Boards by Sector
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Similar variation in gender diversity on boards is evident when
analyzed by sector, with companies in the Financial, Utilities and
Consumer Non-Cyclicals sectors reporting the highest median
percent of women on their boards.
Looking at the percentage of women on board data through the
prism of the Thomson Reuters Business Classification (TRBC), we
can see at the economic sector level that the median percentages
of women on boards from Energy and Basic Materials sectors have
seen some of the biggest changes. The reason for these changes
is most likely due to the countries they are headquartered in rather
than a sector-specific trend.
Out of the 424 companies in the Basic Materials sector, Australian,
U.S. and Canadian companies feature prominently; in the Energy
sector we also have a high number of companies with headquarters
from these countries. Whilst these are not countries which have
adopted quotas, they have adopted instead more of a voluntary
approach to encourage companies to set their own goals and have
all shown steady progress, with Australian companies showing the
greatest increase out of the three. The UK is another country which
has adopted this approach, and over the last five fiscal years, the
data shows that out of 276 companies, there has been a 10% median
increase in women on board positions.

BOARD DIVERSITY – CULTURAL

One of those measures within the diversity pillar computes what
percentage of board members have a nationality which is different to
the country of headquarters of the company. Numerous articles have
been published that boardroom diversity is about having “diversity of
thought” and this in turn can help in making better decisions.
Median Percent of Board Cultural Diversity

22%

20%

FY-4

14

20%

FY-3

FY-2

REGIONAL TRENDS
Significant variation in cultural diversity on boards is evident when
analyzed by region, with companies in Europe having on median the
greatest levels of cultural diversity, followed by companies in Oceania.
Companies in Africa report the lowest reported levels of cultural
board diversity although the sample of companies used to generate
this is very small.
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Base: 870 companies reporting for all 5 years
22%

Whilst this is a valuable indicator, unfortunately we’re a long way
from the levels of disclosure when it comes to cultural diversity
and hope that in the future the availability for this metric improves
over time. The five-fiscal-year trend shows little change globally in
cultural diversity for the 870 companies and appears to have slightly
retrenched in the most recent year’s data. Although the sample
of companies used is much smaller, there are some interesting
differences when looked at regionally and at a sector level.

Median Percent of Culturally Diverse Board Members by Region

The Diversity & Inclusion index uses a scoring algorithm to determine
the top 100 global companies which is based on a broad and rich
palette of measures – 24 in total – to capture a variety of facets of
diversity to determine the top 100 companies which make it into
the Index.

22%

This metric is defined first by our ESG coverage universe, then by
the number of companies that disclose the citizenship data for each
board member. Once we have the citizenship data for each board
member on a company, we then count the number of board members
who have a citizenship different from the company headquarters and
divide by total number of board members. The output is a percentage
figure for each company.
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The picture becomes even more interesting when observed at a
country level. In the case of European companies, we can see in
the below chart that companies with headquarters in either the
Netherlands or Switzerland are twice or even four times more
likely to have board members of a different nationality than UK,
Spanish, Italian or German listed companies. Granted, the number
of companies per country shown by the number in brackets is small,
but it gives an interesting glimpse into the board cultural differences.
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SECTOR TRENDS
When looked at by sector, the variation in cultural diversity on boards
has been mostly flat to negative over the last five years. It’s difficult
to identify any obvious trends or differences from sector to sector.
Most sectors have a median of 20% board cultural diversity which
is in line with the global trends highlighted earlier. When looking at
this information, it would seem for now to confirm that most of the
differentiation is at a country level.
Median Percent of Culturally Diverse Board Members by Sector

MIND THE GAP BETWEEN POLICY
AND TARGETS
With the research being mostly on corporate boards,
what has been the rate of adoption by companies over the
past five years to promote diversity and equal opportunity
more generally?
For a company to have a policy on diversity and
opportunity, our content specialists are looking for
descriptions or claims by companies to have processes
by which they strive to promote diversity or equal
opportunities. When looking at targets, the reporting
organization needs to describe a target set to increase
or promote diversity.
We have observed a steady increase in the number of
companies who have adopted diversity and opportunity
policies globally from 61% of 3,569 companies five years
ago to 70% of 4,580 companies today. However, there’s a
substantial gap when it comes to the reporting of specific
targets for diversity and equal opportunity which has
remained essentially unchanged at 10%-12% of companies
over the same period. It could well be that companies do
have targets but chose not to disclose these in their
reporting. We would welcome this additional level of
transparency, as it shows another level of commitment
to promoting diversity and opportunity and something
for the wider community to track progress on.
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Abstract
Top management team diversity matters for stock returns. We develop a new text–based
measure of team diversity and apply it to a sample of over 70,000 top executives in U.S.
firms from 2001 to 2014. Buying firms with diverse teams and selling firms with homogenous teams (a strategy we call “diversity investing”), outperforms most leading asset pricing anomalies over our sample period on a value-weighted basis. Two drivers of diversity
returns are greater profitability of diverse firms and mispricing by unsophisticated investors.
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1.

Introduction

A large management literature analyzes how the diversity of a top management team affects
corporate decision making. Broadly defined, diversity refers to within top management team
variation in functional backgrounds, industry and firm tenures, educational credentials, and
other characteristics that define an executive’s “cognitive frame” (Hambrick (2007)). In contrast
to an extensive body of work on diversity in other fields, there is comparatively little work on
top management team diversity in the finance literature. Existing studies suggest diversity may
play an important role for understanding financial outcomes, but, despite significant progress,
many first-order questions are still unanswered.
Our paper studies the impact of top management team diversity on stock returns. Direct
evidence shows that important stock market investors care about the diversity of corporate leadership. For example, in March 2015, a group of public investment funds, collectively managing
assets in excess of one trillion dollars, submitted a petition to the SEC which asks for enhanced
diversity disclosure for board nominees.1 As another example, BlackRock Inc.’s proxy voting
guidelines explicitly encourage firms to “take into consideration the diversity of experience and
expertise” when determining the structure of their leadership team, and threatens to oppose
director nominations if firms pay “insufficient attention to diversity.”2
If prominent investors care about the diversity of top management teams, two questions
emerge: Is top management team diversity related to stock returns? And if it is: Are returns
driven by differences in what firms with diverse top management teams do, or by differences in
how such teams are perceived by investors?
To answer these questions, we exploit a new source of data, managerial biographies firms are
1

“We believe better disclosure about the board’s skills, experiences, gender, race, and ethnic diversity can
help us as investors determine whether the board has the appropriate mix to manage risk and avoid groupthink.
For these reasons, we urge the Commission to initiate a rulemaking process to require better disclosure.” The
signatories included the California Public Employees Retirement System (CalPERS), the Washington State Investment Fund, the Connecticut Retirement Plans and Trust Fund, the California State Teacher’s Retirement
System, the Illinois State Board of Investment, the Ohio Public Employees Retirement Systems, the New York
State Common Retiremen Fund, and the North Carolina Department of State Treasurer. The full text can be
found at: https://www.sec.gov/rules/petitions/2015/petn4-682.pdf.
2
Source:
https://www.blackrock.com/corporate/en-br/literature/fact-sheet/blk-responsible-investmentguidelines-us.pdf

Electronic copy available at: https://ssrn.com/abstract=2706550
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required to disclose to the Securities and Exchange Commission (SEC), and use them to develop
a novel text–based measure of team diversity. These new data allow us to cover about 70,000
individual executives in about 8,000 unique firms in the U.S. over the period from 2001 to 2014.
Our central result, based on our new measure, is that firms with diverse top management
teams (“diverse firms”) dramatically outperform firms with non-diverse top management teams
(“homogenous firms”). For value-weighted raw returns, buying diverse firms and selling homogenous firms – a strategy we label “diversity investing” – yields a 50bps average monthly return
over our sample period, with an annualized Sharpe ratio of 0.73, and a t-statistic of 3.96. This
remarkable performance is robust to a range of standard risk-adjustments. For example, using
value-weighted Fama-French-Carhart adjusted returns, diversity investing yields 42bps, with a
t-statistic of 3.58.
Figure 1 presents cumulative size and book-to-market adjusted returns for a range of wellknown investment strategies over our 13-year sample period. The diversity strategy delivers
a cumulative risk-adjusted return of 76%, which exceeds returns from Momentum, Net Stock
Issuance, Profitability, Asset Growth, and Accrual strategies. A remarkable feature of diversity
investing, visible from Figure 1, is that it combines higher returns with lower volatility, which
leads to the Sharpe ratio from diversity investing dominating all other investment strategies we
consider.
For investors, diversity investing has several attractive features. Most importantly, it works
best on a value-weighted basis, and among large stocks in the S&P500. This is interesting because
a common concern about anomalies is that most of them produce alphas only for small stocks,
which make up a minor part of market wealth and are costly to trade (e.g., Novy-Marx and
Velikov (2015)). Adding to the likely tradeability of the diversity strategy is that its returns are
concentrated in the long leg of the strategy’s investment portfolio, and that implementing the
strategy does not require large portfolio turnover. Required turnover is similar to implementing
value, but substantially less than implementing momentum.
The returns to diversity investing are robust to a number of changes to our baseline setup:
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diversity returns are not subsumed by a combination of other anomaly strategies; and they are
not driven by a battery of observable firm-level, team-level, industry-level, or text-level characteristics. Diversity returns are not driven by top management team diversity being correlated
with corporate governance, workforce diversity, or changes in corporate strategy. While riskbased explanations are impossible to rule out completely, we show that diversity returns are
not captured by standard risk-adjustments, and we provide additional results arguing against a
risk-based explanation.
We identify two sources for the empirical success of diversity investing. First, as suggested
by a large strand of the related management literature on the benefits of diverse teams, diverse
firms may be more profitable, which, in turn, would imply higher returns as in Fama and French
(2014) and Novy-Marx (2014). We show this channel is operative, and that it explains up to one
fourth of the returns to diversity investing.
Second, we find evidence consistent with a role for mispricing: all else equal, returns to
diversity investing are concentrated in stocks with lower analyst coverage, smaller institutional
ownership, and higher Google search volume, i.e., in stocks which are, all else equal, less likely to
be held by sophisticated investors. Using a direct test of mispricing due to Engelberg, McLean,
and Pontiff (2015), we find evidence suggesting the market is systematically positively surprised
about diverse stocks on days when new firm-specific information becomes available. Consistent
with the latter results, we show analyst target price forecasts are systematically downward-biased
for diverse firms.
Combined, our paper proposes a simple rationale for why professional investors care about top
management team diversity: diversity predicts subsequent stock returns. Our findings suggest
that both, higher profitability of diverse firms, and misvaluation of diversity by less sophisticated
investors contribute to return predictability. Hence, top management team diversity matters for
stock returns both, because diverse firms are fundamentally different, and because investors
perceive diverse and homogenous teams differently. The investor perception channel is, to the
best of our knowledge, new to the literature.
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In terms of methodology, a key empirical challenge our paper addresses is measuring diversity
of the top management team for a large set of firms. We propose using textual analysis on a new
source of managerial background data. Specifically, we exploit the fact that the SEC requires all
listed firms to disclose biographies of top executives, containing information about, for example,
their educational background and prior work experience. We retrieve those biographies for all top
management team members, and we then measure diversity of a team from the similarity of the
underlying texts, using standard textual analysis tools (e.g., Hanley and Hoberg (2010), Hoberg
and Phillips (2010)). An advantage of this approach is that we can build a dataset on diverse
management teams that is, to the best of our knowledge, among the largest in the literature.
A second advantage of our approach is conceptual. While diversity is a broad, multi-faceted
aspect of management teams (e.g, Jackson, Joshi, and Erhardt (2003)), most existing work
on diversity focuses on individual, easy-to-measure, managerial attributes such as age, tenure,
nationality, gender, or pay. Such studies capture some relevant dimensions of diversity, but at
the same time miss many others. By contrast, our text–based measure allows us to capture many
dimensions of diversity simultaneously, without limiting ourselves to a pre-specified, and usually
small, set of dimensions.
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Diversity Matters

Executive summary
Our “Diversity Matters” research looked at the relationship between the level of diversity (defined as a greater share
of women and a more mixed ethnic/racial composition in the leadership of large companies) and company financial
performance (measured as average EBIT 2010–2013). The research is based on financial data and leadership
demographics compiled for this purpose from hundreds of organisations and thousands of executives in the
United Kingdom, Canada, Latin America, and the United States. The size of the dataset allows for results that are
statistically significant and the analysis is the first that we are aware of that measures how much the relationship
between diversity and performance is worth in terms of increased profitability.
The analysis found a statistically significant relationship between a more diverse leadership team and better
financial performance. The companies in the top quartile of gender diversity were 15 percent more likely to have
financial returns that were above their national industry median. Companies in the top quartile of racial/ethnic
diversity were 35 percent more likely to have financial returns above their national industry median. Companies
in the bottom quartile for both gender and ethnicity/race were statistically less likely to achieve above-average
financial returns than the average companies in the dataset (that is, they were not just not leading, they were
lagging). The results varied by country and industry. Companies with 10 percent higher gender and ethnic/racial
diversity on management teams and boards in the US, for instance, had EBIT that was 1.1 percent higher; in the UK,
companies with the same diversity level had EBIT that was 5.8 percent higher. Moreover, the unequal performance
across companies in the same industry and same country implies that diversity is a competitive differentiator that
shifts market share towards more diverse companies.
Variations by country show that the bar for competitive differentiation continues to rise. For example, in the US there
continues to be a linear relationship between ethnic/racial diversity and better financial performance. In fact, in the
US, ethnic/racial diversity has a stronger impact on financial performance than gender diversity, with earlier pushes
to increase women’s representation in the top levels of business having already yielded positive results. By contrast,
in the UK, increased gender diversity on the executive team corresponded to the highest performance uplift in the
global dataset. From an industry perspective, certain industries perform better on gender diversity and others on
ethnic/racial diversity. No industry or company was in the top quartile for both dimensions.
The relationship between diversity and performance highlighted in the research is a correlation, not a causal link.
This is an important distinction, but the findings nonetheless permit reasonable hypotheses on what is driving
improved performance by companies with diverse executive teams and boards. It stands to reason—and has
been demonstrated in other studies, as we indicate—that more diverse companies are better able to win top talent,
and improve their customer orientation, employee satisfaction, and decision making, leading to a virtuous cycle of
increasing returns. That in turn suggests that diversity beyond gender and ethnicity/race (such as diversity in age
and sexual orientation) as well diversity of experience (such as a global mindset and cultural fluency) are also likely to
bring some level of competitive advantage for firms that are able to attract and retain such diverse talent.
Moving the needle on diversity is harder than completing a typical transformation due to barriers like unconscious
bias. This makes it even more important that companies have a robust transformation programme that explicitly
addresses unconscious bias, and that there is visible commitment from the leadership team. This may require
challenge from within or beyond the company: data-driven diversity programmes can often highlight unconscious
biases that impair the exercise of good judgement throughout the organisation, even when best practices are
systematically followed and best intentions are assumed and exercised. However, case studies from the emerging
field of behavioural economics and what is known as “nudge theory”, as well as our own experience in working with
clients, provide evidence that such change is possible.
Diversity matters because we increasingly live in a global world that has become deeply interconnected. It should
come as no surprise that more diverse companies and institutions are achieving better performance. Most
organisations, including McKinsey, have work to do in taking full advantage of the opportunity that a more diverse
leadership team represents, and, in particular, more work to do on the talent pipeline: attracting, developing,
mentoring, sponsoring, and retaining the next generations of global leaders at all levels of the organisation. Given
the increasing returns that diversity is expected to bring, it is better to invest now, as winners will pull further ahead
and laggards will fall further behind.
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2

The “Diversity Matters” project
For several years McKinsey & Company has been developing research and initiatives on the topic of diversity
in the workplace. The first report, “Women Matter”, published in 2007, identified a positive relationship
between corporate performance and elevated presence of women in the workplace in several Western
European countries, including the UK, France, and Germany. McKinsey has since expanded the focus of its
research on the relationship between performance and diversity to include diversity in race and ethnicity and
sexual orientation as well as gender.
The research proceeded through the creation of proprietary datasets for 366 public companies across a
range of industries in the United Kingdom, Canada, the United States, and Latin America. The data collected
included the composition of top management and boards in 2014 and financial data, earnings before interest
and tax (EBIT), for the years 2010 to 2013.1
In addition to capturing gender information, the dataset also included ethnic and/or racial information
from publicly available sources.2 We measured the relationship between leadership diversity and financial
performance with the aid of the Herfindahl–Hirschman Index (HHI), a tool used for decades by economists
to determine the level of competitiveness within markets and industries. By adapting the index, the Diversity
Matters team was able to recognise a company that, for example, has two board members from two
different ethnic minorities as being more diverse than a company with the same size board that has two
board members from the same ethnic minority (see box). The size of the dataset allowed for results that were
statistically significant and enabled the value of the relationship to be quantified in terms of the observed uplift
in EBIT relative to the diversity of the leadership teams analysed.

Using the normalised Herfindahl–Hirschman index for diversity
ƒ The Herfindahl–Hirschman index (HHI) is a measure of market concentration and
What is the
normalised
Herfindahl–
Hirschman
index?

competition within an industry, measuring the size of a firm in relation to its industry

ƒ The standard HHI is defined as the sum of the squares of the market shares of the largest

ƒ

firms within the industry, where the market shares are expressed as fractions.
2
Formula: HHI= σே
ୀଵ ݏ where si is the market share of firm i in the market, and N
is the number of firms
This result is normalised to ensure a result between 0 and 1:
Formula: NHHI= ( ܫܪܪെ 1 ോ ܰ) Τ (1 െ 1 ോ ܰ)

ƒ We used the HHI formula to differentiate diversity in companies that had the same number
ƒ
How is it
used to
measure
diversity?

ܫܪܪଵ = 0.68 = (

2

2
8 2
) + (10)2
10

ܫܪܪଶ = 0.66 = (

1 + 1
8 2
) + (10)2 (10)2
10

ƒ An HHI of 1.0 indicates a team where everyone has the same race or gender. Increases in
ƒ

1

of executives outside the majority group, but where one executive team included a greater
range of ethnic backgrounds
For example, if one company had 8 white and 2 Asian executives and another company
had 8 white, 1 Asian, and 1 black executive, using the HHI formula allowed us to credit the
second company as having a more diverse executive team:

the HHI indicate a decrease in diversity. Decreases in the index indicate an increase in
diversity
For the normalisation, N is always 7, the number of ethnic groups used in the
categorisation, even if that group is not represented in the team, and has a share of 0

Companies were classified into seven groups: finance, insurance, and professional services; heavy industry;
healthcare and pharmaceuticals; telecom, media, and technology; consumer goods and retail; transportation,
logistics, and tourism; and energy and basic materials. Top management teams were as defined in company
websites, and included positions from the C-suite to senior vice presidents. Almost 5,000 leaders were included in
the research.
Ethnic and racial categories used were African ancestry, European ancestry, Near Eastern, East Asian, South
Asian, Latino, Native American, other.
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Gender diversity has not only social benefits, but also commercial,
macroeconomic and regulatory relevance for companies. We
measure the degree of gender diversity for global companies and
propose a quantitative framework to assess their progress.
This report is the first in a multi-part series on gender diversity among
global companies. It represents a collaborative effort of our S+R team,
quantitative research team, economists and fundamental analysts.
From a fundamental perspective, we believe gender diversity in the
corporate workforce can impact company valuation through increased
employee productivity, greater innovation, more customers, higher talent
retention, and better risk management. We consider workforce gender
diversity as important for all sectors, and especially for those where Employee
Engagement is among the ESG factors identified as most material by our
sector analysts, including primarily Financials and Technology, as well as
Business Services, Apparel & Luxury Goods, Retail, and Leisure.
Though gender diversity receives growing attention, the history and
limited availability of company data make detailed analyses
challenging. We attempt to enhance previous work on the subject by looking
beyond the percentage of women on the Board or in the C-suite of companies.
This has some trade-off in terms of information availability given that board
make-up has the highest company reporting rate (~90%) among diversity
data. Based on a number of ESG metrics of gender diversity, we found
Europe is leading on this issue while Japan seems to lag.
We propose a quantitative framework to score companies based on
three elements: 1) equality in the workplace; 2) company policies; 3)
programs accommodating the needs of working parents and women. This
structure allows us to extract the most insight from the data we have. For
example, we combined the % of women directors, managers and employees
into the Equality in Workplace composite and found that ROEs for companies
with greater equality scores are 0.7% higher than regional sector peers
and 1.1% higher than those with a low equality score.
This is consistent with findings in academic literature, such as: gender
diverse teams make better decisions; gender diversity is associated with
innovation, new market opportunities, and better risk management; board and
senior management gender diversity affects financial performance.
Macroeconomic impacts and evolving regulation lend further support.
Low female participation in the global labor force limits potential growth. The
many economic benefits of better gender balance encourage governments to
set required or voluntary policies, benefits, and disclosures for companies.

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As a result,
investors should be aware that the firm may have a conflict
of interest that could affect the objectivity of Morgan
Stanley Research. Investors should consider Morgan
Stanley Research as only a single factor in making their
investment decision.
For analyst certification and other important disclosures,
refer to the Disclosure Section, located at the end of this
report.
+ = An alysts emp lo yed b y n o n -U .S. affiliates are n o t registered w ith FINRA, may
n o t b e asso ciated p erso n s o f th e memb er an d may n o t b e su b ject to NASD/NYSE
restrictio n s o n co mmu n icatio n s w ith a su b ject co mp an y, p u b lic ap p earan ces an d
tradin g secu rities h eld b y a research an alyst acco u n t.
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Executive Summary
Evidence and incentives are building for investors to consider a company's gender diversity in their
investment decisions:
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1. Gender diversity/equality is a growing social issue that continues to gain global attention.
Indeed, women are a rising proportion of higher education graduates (and thus potential
employees), politicians and investors (albeit in some cases from a very low base). According to a
2014 USSIF report on investing trends, $578 bn of US institutional investor assets in 2014 were
invested using the social criteria of equal employment opportunity and diversity, and there were
213 investment vehicles offered by money managers with a diversity lens. Given recent
announcements of new investment products focused on gender and rising shareholder activism
on the topic (such as the 30% Coalition), we expect these figures will show substantial growth in
the next biannual USSIF review later this year.
2. There can be negative societal and macroeconomic implications for companies that neglect
gender diversity issues, including regulatory consequences. Despite the progress made over
the past century, female participation in the global labor force remains low, capping potential
growth. The benefits of more gender-balanced economies are multiple, including higher income,
higher productivity gains, higher corporate bottom lines and reduced poverty in developing
countries. In aging economies, higher female participation and employment rates can also help
to counter a shrinking workforce. Indeed, individual country governments are beginning to spur
company action on gender diversity to remain competitive. Such intervention can take the form
of required or voluntary policies, benefits, and disclosures for companies to implement.
Governments are also footing a portion of the bill to support working parents, for example. (See
sections on The Benefits of More Gender Balance - The Macroeconomic View and Appendix:
Regulatory Context.)
3. According to academic research, gender diversity is associated with better business
outcomes. There is evidence to support the thesis that gender diverse teams make better
decisions and that gender diversity can indicate innovation and new market opportunities.
Diversity can increase complexity on teams, which can detract from some benefits. However,
diversity also corresponds with some aspects of better risk management and better financial
performance. (See Appendix: Academic Evidence section.) We note that we are not always able
to determine causality, and also that outperformance may not be consistent depending on the
stage of company growth or on the point in the economical cycle, for example.
4. Companies view gender diversity as a competitive advantage, and those with greater
gender diversity can outperform in terms of employee productivity, customers, talent
retention, and risk management. We view the primary objective of company diversity efforts
(gender or otherwise) as having the best talent working at the company. Gender diversity
contributes to employee inclusion, satisfaction and engagement, which is a key factor of Human
Capital in our ESG framework and which is positively associated with stock returns. In particular,
we highlight Employee Engagement as a material exposure for Banks & Diversified Financials,
Business Services, Apparel & Luxury Goods, Retail, Leisure, and Information Technology. (See
Valuation Impacts - The Fundamental Perspective and Company Reporting on Gender Diversity.)
5. Recent improvements in the amount and quality of ESG disclosures empower quantitative
analysis on gender diversity. Based on data provided by ASSET4 from Thomson Reuters, we
evaluated the degree of gender diversity for global companies. Overall, we found that Europe
has become the leader on this issue while Japan seems to be lagging. This pattern is directionally
consistent with variations in regulators’ efforts across countries and regions. We also found
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evidence that companies with the highest levels of women representation have a median ROE
0.7% higher than their regional sector peers and 1.1% higher than those with low women
representation in the workplace, confirming our hypothesis on the benefits of greater diversity.
In light of these findings, we propose a quantitative framework for scoring companies on
gender diversity on the basis of three elements: 1) Gender equality in the workplace; 2)
Existence of company policies conducive to gender diversity; and 3) Installment of
programs accommodating the needs of female employees. (See Evaluating Gender Diversity The Quant Perspective.) We will follow up with a full-blown model in the coming months.
The evidence points to gender-diverse leadership being associated with better results commercially
and economically and thus, we would expect investors to be pushing companies towards greater gender
diversity at all levels of company management. Investors whose portfolios include companies with a poor track
record of creating inclusive, diverse work environments may be missing revenue opportunities, facing increased
operating costs, and be exposed to unnecessary risk to company reputation and/or operations.
What this report is not. This report does not specifically address pay gap and gender identification issues or
other kinds of diversity (e.g., age, ethnicity), partly due to the lack of company-specific data.
This report is also not necessarily about "gender lens" investing, which is a form of investing where gender is an
explicit criteria of investment decisions, much like social impact is a criteria for impact investing. Gender lens
investing may aim to increase access to capital for women-led businesses or to increase the number of products
and services targeted to women and girls, for example. While there are reasons to believe such strategies can
yield desirable investment results (for instance, because many sources claim that 65-80% of consumption
decisions are made by women), here we instead focus on one aspect of a company's workforce that we believe
could be a material issue for investors seeking risk-adjusted returns.
Our analysis of gender diversity does not suggest that female employees should be given priority, but rather
that they be given equitable and meritocratic consideration. That said, it is women who are often
underrepresented in certain workplace settings, such as management. One gender is not presumed to be
preferred over another; gender diversity itself is the preference.
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Dear readers,
Considerable progress has been made in
empowering women in the workplace, but
despite these advances, women are still not
on equal footing with men, particularly at
the most senior levels of organizations. The
underrepresentation of women in the technology sector has made headlines in recent
months, and is a reminder of the work that
needs to be done to close the gender divide.
But, the good news is that momentum is
starting to build toward addressing this issue.
Investors with an interest in gender equality
have the ability to contribute to this momentum as well. Sustainable investing allows
investors with a longer time horizon and an
eye for the big picture to uphold their personal values and achieve a positive social
impact through their portfolios. Gender diversity can be viewed as one specific aspect of
sustainable investing, and can easily be integrated into a broader sustainability agenda.

Laura Kane, CFA
Senior Investment
Strategist

First quarter 2016 Gender lens investing
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Beyond values alignment, there is the
potential to improve the risk/reward profile of investors’ portfolios. While achieving
greater fairness through increased gender equality in the workplace has been the
traditional motivator, a large and growing
body of evidence is showing that gender
diversity creates value in and of itself. Tapping into underutilized pools of talent, better group interactions and decision making,
and diversity of talent and opinions all contribute to better outcomes in corporations.
In this report, we discuss the business and
investment case for incorporating women
into senior leadership positions and board
seats. We then explore a menu of investment options, in both the listed and private
markets, for investors who wish to invest
with a gender lens, with a special focus
on the funding of up-and-coming women
entrepreneurs.

Stephen Freedman, PhD, CFA
Head of Thematic and
Sustainable Investing
Strategy US

Introduction

On the road
to parity

A

dramatic shift in women’s role in the
workplace is underway. Currently,
women make up 47% of the workforce in the US, up from just 38% in 1970.1
Not only are more women working, but the
breadth of knowledge and skills that they
are bringing to market is evolving as well. In
fact, in 2015, among 25- to 34-year-olds,
there were 20% more women than men with
at least a bachelor’s degree.2 Women now
account for almost half of all students in JD,
MBA, and MD programs, up from less than
10% in the 1960s.3
Despite the influx of highly skilled women into the
workforce, women remain underrepresented in
key leadership positions. Currently, women occupy
just 19% of S&P 500 board of directors’ seats and
25% of executive management positions (see Fig.
1).4 There are many reasons why gender equality
remains elusive in the workplace – ranging from discriminatory practices and cultural biases to the often
disproportionate share of childcare and household
responsibility that women undertake. But the changing demographics of the talent pool, along with the
growing acknowledgment of the need for greater
gender parity in the workplace, is starting to shift
the balance.
Companies that rise to the challenge of adapting to a
changing workforce not only will contribute to reducing inequality but also will best utilize female talent.
This brings us to our central question as investment
professionals: will those companies that more suc-

cessfully incorporate women into their organizations
offer better returns to shareholders than those that
fail to do so?
The answer is not straightforward. However, we will
argue that available evidence is supportive of a positive impact of greater gender diversity on performance and that investors may benefit from factoring
such insights into their investment decisions.
We begin with an exploration of how women in
leadership influence business performance. Next, we
take our analysis a step further to assess whether
these potential improvements to business operations
have a positive effect on profitability, and ultimately,
may lead to higher returns for investors. Finally, we
explore a variety of gender lens investing strategies,
in both public and private markets, and discuss their
merits in the context of investor motivations.

Fig. 1: Women are underrepresented in the most senior
ranks of S&P 500 companies
In %
CEOs – 4%
Board seats – 19%
Executive / senior-level ofﬁcials
and managers – 25%
First / mid-level ofﬁcials and
managers – 37%
S&P 500 labor force – 45%

Source: UBS adaptation of Catalyst. Pyramid: Women in S&P 500 Companies.
New York: Catalyst, 3 February 2016. Last updated: 3 February 2016
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Editorial
Gender diversity is an important element of corporate
performance and plays a central role in talent management efforts. In its second, updated report the
&UHGLW 6XLVVH 5HVHDUFK ,QVWLWXWH &65,  UHFRQƟUPV
the clear link that exists between diversity and
improved business performance. When it comes to
structural changes and development of women talent, however, the report concludes that only limited
progress has been made since the publication of the
ƟUVWHGLWLRQ
In this second edition, the CSRI has mapped
27,000 senior managers at over 3,000 largest companies globally. Following on from the original 2014
study, the analysed sample has been increased by
VHYHUDOKXQGUHGFRPSDQLHV,QDGGLWLRQPLFURƟQDQFH
LQVWLWXWLRQV VWDUWXSV DQG YHQWXUH FDSLWDO ƟUPV DUH
analysed in new, dedicated chapters.
:LWK UHJDUGV WR EXVLQHVV SHUIRUPDQFH ZH ƟQG
clear evidence that companies with a higher proportion of women in decision-making roles continue to
generate higher returns on equity, while running more
conservative balance sheets. In fact, where women
account for the majority in the top management, the
businesses show superior sales growth, high cash
ƠRZUHWXUQVRQLQYHVWPHQWVDQGORZHUOHYHUDJH
While there is evident progress in female representation at Board of Directors level, where women
occupy 14.7% of seats—a 54% increase since
2010—this positive trend does not carry over to the
representation of women in senior management
UDQNV,QIDFWWKH&65,VWXG\ƟQGVDJURZLQJGLVSDULW\EHWZHHQERDUGURRPDQGH[HFXWLYHƠRRUGLYHUVLW\
DQGLGHQWLƟHVVHYHUDOUHODWHGFKDOOHQJHV)RUH[DPple, whereas the female “overboarding” seen in the
US and European boardrooms enabled rapid achievement of diversity targets, it has also tended to reduce
the pool of women available for senior management
roles. This is particularly important as female CEOs—
in our sample, these represent a mere 3.9%—often
promote women and help shape the much needed
talent pipeline.

The Reward for Change

While the progress in including women into senior
management may fall short of immediate public
KRSHVDQGH[SHFWDWLRQVRXUUHVHDUFKUHFRQƟUPVWKDW
JHQGHUGLYHUVLW\LVDFHQWUDOIDFWRULQƠXHQFLQJEXVLness differentiation, investment strategies and ultiPDWHO\ƟQDQFLDOSHUIRUPDQFH
We hope this updated report provides you with
valuable insights into this important topic and wish
you a pleasant read.
Urs Rohner, Chairman of the Board of Directors,
Credit Suisse Group AG
7LGMDQH7KLDP&KLHI([HFXWLYH2IƟFHU
Credit Suisse Group AG
Iris Bohnet, Professor of Public Policy,
Harvard University and Member of the Board of
Directors, Credit Suisse Group AG
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5HZDUGLQJFKDQJHLQbWKHbERDUGURRP
A key message from our 2014 study “The Credit Suisse Gender 3000: Women in Senior
Management” was that gender diversity—or the greater representation of women—in
senior roles was not just “nice to have” but linked to excess stock market returns and
VXSHULRUFRUSRUDWHSURƟWDELOLW\$VZHUHUXQRXUGDWDVHWIRUZHƟQGWKDWLQYHVWRUV
focusing on companies where gender diversity is an important strategy continue to be
UHZDUGHGZLWKH[FHVVUHWXUQVUXQQLQJDWD&$*5RI0HDQZKLOHSURJUHVVWRZDUG
greater diversity in boardrooms is being achieved with a 16% increase in female
UHSUHVHQWDWLRQVLQFHRXUODVWVXUYH\+RZHYHUWKHVWDUWLQJSRLQWLVDORZRQHDQGWKHSDWWHUQ
RILPSURYHPHQWXQHYHQ6XEVWDQWLDOIHPDOHUHSUHVHQWDWLRQLVVWLOODPDUNRIGLIIHUHQWLDWLRQ
UDWKHUWKDQWKHQRUP
The reward for change

Progress in the boardroom

In our 2014 report, the CS Gender 3000: Women
in Senior Management, we found that companies with
at least one female director had generated a compound excess return per annum of 3.3% for investors
over the previous decade. We found that companies
where women made up at least 15% of senior managers had more than 50% higher profitability than
those where female representation was less than
10%. Today, we return to the correlation of diversity
and corporate performance to assess whether this
outperformance still holds and to measure the extent
to which directors and CEOs understand the value of
diversity and are enabling women to reach the top.
Updating our proprietary database of the CS Gender 3000—close to 3,400 companies across all
industries in all countries—shows that the correlation
between diversity and corporate performance remains
just as strong. In fact, the excess compound returns
have expanded to 3.5% per annum since 2005 compared to companies where the boardroom is entirely
male (Figure 2). As we show later, this premium
return continued to be underpinned by superior corporate performance.

Based on our CS Gender 3000 data, diversity in
the boardroom has reached 14.7% at year end
2015, a 16% increase since our last survey two
years ago and a 54% increase since 2010. We see
a broad sweep of improvement across our data as
the economic and performance benefits from diversity and inclusion begin to be recognized more generally. The specific driver of boardroom numbers has
been Europe with the introduction of quotas and
targets in recent years, so that the average representation of women in the boardroom in the region
stood at 24.4% at year-end 2015, an 80% increase
over the previous six years. This 80% improvement
in Europe is a unique achievement, though the pattern of improvement holds across the globe.
The 24.4% representation of women in European boardroom today is of course a significant
positive, a long overdue recognition of the benefits
that diversity in its many guises brings to the decision-making process and stewardship of companies. Given that women have been appointed with
relative ease in Europe, it must give us confidence
that further progress will be made globally.

Figure 1

Diversity in the boardroom by region – The percentage of female directors







North America


Europe

Source: Bloomberg, Credit Suisse Research
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Figure 2

Global performance: companies market cap >USD 10 billion
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Figure 3

European performance: companies market cap >USD 10 billion
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Figure 4

US performance: companies market cap >USD 10 billion
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Figure 5

APAC performance: companies market cap >USD 10 billion
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Indeed, we witness an improvement of at least
15% in all regions since 2010. In North America,
diversity has increased by more than a third, both at
the behest of shareholders, public bodies and a growing and healthy debate on the more general topic of
women’s participation in the corporate world globally.
Contrary to Europe, Canada and the U.S. have not

set any quotas or targets. While we believe quotas fail
to address more fundamental pipeline issues outside
the boardroom, we recognize that the spill-over effect
of the debate around quotas in Europe has had probably a beneficial impact on boardrooms globally.

Figure 6

Diversity in the boardroom by sector
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Figure 7

Diversity in the boardroom by sector – YE15
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Figure 8

Leaders and laggards
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EXECUTIVE SUMMARY
A growing body of research shows that having three women on a corporate board
represents a “tipping point” in terms of influence, which is reflected in financial
performance. Our analysis from last year looked at a snapshot of global companies in 2015
with strong female leadership, finding that they enjoyed a Return on Equity of 10.1% per
year versus 7.4% for those without such leadership (Lee et al., 2015), though a causal link
was not established.
This year, we analyzed U.S. companies over a five-year period (2011-2016). U.S. companies
that began the period with at least three women on the board experienced median gains in
Return on Equity (ROE) of 10 percentage points and Earnings Per Share of 37%. In contrast,
companies that began the period with no female directors experienced median changes of 1 percentage point in ROE and -8% in EPS over the study period. As with the previous study,
a causal link was not established.1
Such superior performance from companies with at least three female board members may
derive from better decision-making by a more diverse group of directors, as some studies
hypothesize. But outperformance may also be tied to greater gender diversity among senior
leadership and the rest of the workforce, which historically has correlated with reduced
turnover and higher employee engagement.
Globally, we found that large multinational companies with three or more women directors
had nearly twice the average percentage of women among their senior leadership as
companies with no female directors; such companies were four times as likely to have a
female CEO as firms with fewer than three women directors. In Japan, which has imposed
new gender diversity reporting requirements, having even a single female director
corresponded to a higher percentage of women among middle and senior management,
new hires and the workforce at large.

1
Past performance is not indicative of future results, which may differ materially. Please also refer to the disclaimers at
the end of this paper regarding historical data.

© 2016 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document.
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INTRODUCTION: THE GLOBAL CONTEXT


Globally, women held 15.8% of all directorships as of September 26, 2016, up from
15% last year, based on an examination of MSCI ACWI Index constituents.



Among developed-market MSCI World Index constituents, women held 19.1% of all
directorships (up from 18.1% last year), with women at U.S.-domiciled constituents
holding 20.3% of directorships (up from 19.1% in 2015).



Female directors held only 9% of board seats at MSCI Emerging Markets Index
constituents (up from 8.4% in 2015).



Norway (39.4%), France (37.6%), and Sweden (35.6%) had the highest percentage of
board seats filled by women.

Progress in increasing gender diversity on corporate boards and senior executive ranks
remains slow outside of markets with mandatory quotas,2 despite growing research
indicating that companies with greater representation of women have enjoyed superior
returns and that fuller utilization of female talent at all levels could yield macroeconomic
benefits in addition to advancing women’s position in society.3
Women achieved incremental gains in filling board seats at companies around the world in
the past year, with the greatest percentage increase occurring in emerging markets and the
smallest in the U.S. (Exhibit 1). Among MSCI ACWI Index constituents, 75.2% had at least one
female director as of September 26, 2016, up from 72.3% in 2015. Among the same group,
only 27.4% had at least three women on the board (up from 23.5% in 2015). As noted in last
year’s report, academic research regards three seats as a key threshold for female directors’
ability to participate on a more equal footing and exert influence relative to male peers.4 For
that reason, much of the subsequent analysis in this paper focuses on that threshold.

2

Quotas apply only to boards of directors; no countries have instituted quotas for female executives.

3

See, for example, Aguirre et al. (2012) and Toohey et al. (2009).

4

For example, see Kramer et al., (2006); Konrad et al. (2008); and Torchia et al. (2011).

© 2016 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document.
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Foreword
We are pleased to present the latest iteration of Total Portfolio Activation, a white paper providing a framework for investors
to expand the scope of impact in LGBT issues across asset classes in their portfolios. We believe that all investments have
impact, regardless of asset class, and that individual and institutional investors alike should consider how best to achieve
their financial goals while leveraging their investments in a way that aligns with their mission and values.
In 2015, the United States Supreme Court ruled in favor of same-sex marriage for the lesbian, gay, bisexual, and
transgender (LGBT) community. While legal protection for LGBT people has improved in the United States, there is still
considerable progress needed to bring the LGBT community to full equality. With advancement across much of Europe and
the Americas toward LGBT equality, there has been a corresponding backlash in many places around the world, including
the United States.
In Investing in Equality: Integrating LGBT Issues into Total Portfolio Activation we provide a framework for impact investors
as they consider how to invest in and support LGBT issues across common portfolio asset classes such as public equities
and fixed income, and alternative asset classes such as private equity and venture capital. We know through years of
academic research that inclusive employment practices correlate with stronger shareholder returns over time. A 2013 study
conducted by the Williams Institute on Sexual Orientation and Gender Identity Law and Public Policy at UCLA School of Law
found a link between more inclusive work environments and positive health outcomes, higher job satisfaction, and greater
job commitment from LGBT employees. By identifying opportunities for investment in LGBT issues, investors can maximize
the potential for positive impact and portfolio returns.
Our hope is that investors use the resources and case studies in this white paper as a guide for identifying investment
opportunities that advance LGBT rights and equality. We look forward to leading the conversation in this space and
encouraging fellow investors to pursue opportunities for positive impact on LGBT issues.

Matthew W. Patsky, CFA
CEO
Trillium Asset Management

Mijo Lee
Executive Director
Social Justice Fund NW

Joshua Humphreys
President & Senior Fellow
Croatan Institute

Todd Sears
Founder & Principal
Out Leadership
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Introduction: Advancing an Unfinished Agenda
For many years, investors have found ways to deploy capital
and use their voices as shareholders to empower the
lesbian, gay, bisexual, and transgender (LGBT) community,
primarily by supporting anti-discrimination measures related
to sexual orientation and gender identity and expression.1
Rapid gains over the last decade in areas such as marriage
equality reflect a generational sea change in public attitudes
toward LGBT issues. At the same time, growing numbers
of investors, from institutional investors like pension
funds, philanthropic foundations, and family offices to
individual investors such as socially conscious millennials,
are seeking investments that align with their purpose and
values and generate positive social impacts on the world.
As sustainable, responsible, and impact investors begin to
think holistically about their entire investment portfolios,
some are beginning to ask how to invest in support of LGBT
issues across the diverse array of asset classes commonly
found in their portfolios — from conventional asset classes
such as public equities, fixed income, and cash to more
alternative asset classes such as private equity and venture
capital, private debt, and real assets.
An emerging framework for impact investing known as Total
Portfolio Activation can help expand the scope of impact
investing in LGBT issues across asset classes.2 Rather
than focus on only a single fund or strategy, Total Portfolio
Activation invites investors to consider opportunities to
integrate LGBT issues into investment considerations
across the full spectrum of asset classes. It also gives
investors tools for identifying gaps where explicit
investment opportunities may not currently exist. For
enterprising investors and the philanthropic community that
funds LGBT programs, Total Portfolio Activation provides a
useful blueprint for cultivating this emerging terrain — in
much the way that investors concerned about women’s
empowerment have developed a robust field of “gender
lens investing” over the last decade.3

1

2

3

For consistency, we use LGBT throughout this paper but
acknowledge the other acronyms used to include queer, intersex,
asexual, pansexual, and non-binary people, and their allies, within
this diverse community.
Joshua Humphreys, Christi Electris, and Ann Solomon, “Total
Portfolio Activation: A Framework for Creating Social and
Environmental Impact across Asset Classes,” Tellus Institute, 2012,
with support from Tides and Trillium Asset Management.
See Joy Anderson and Katherine Miles, “Gender Lens Investing: A
Review and a Roadmap,” Criterion Institute, October 1, 2015; and
the Women Effect initiative at www.womeneffect.com.

Academic researchers and financial practitioners have
increasingly documented a strong business case for
investing in LGBT equality. According to LGBT Capital, the
global spending power of LGBT consumers has recently
been estimated at $3.7 trillion in 2015; LGBT household
wealth in the US alone is more than $5 trillion.4 In response
to this demand, growing numbers of businesses have
begun to cater explicitly to this gay, lesbian, and transgender
market, while many companies are making internal
investments to ensure that their workplaces are supportive
of LGBT employees in order to attract and retain the best
talent. Studies have found links between more inclusive
work environments and positive health outcomes, higher
job satisfaction, and greater job commitment from LGBT
employees.5 Research by Credit Suisse has found that
investing in businesses that go out of their way to provide
LGBT-friendly work environments need not lead to any
sacrifice in investment returns, and some analysts have
identified “a long-term trend toward outperformance of
companies relative to their respective sector peers after
adopting LGBT-inclusive workplace policies.”6 As we shall
see below, increasing numbers of investment funds have
been developed to seize precisely this opportunity.
However, several challenges remain for the LGBT
community that a total portfolio approach to LGBT issues
can also help address. For example, major political and
legal victories related to LGBT civil rights have repeatedly
been met with a subsequent backlash.7 Following the

4

LGBT Capital, “Global LGBT (‘Lesbian, Gay, Bisexual, Transgender’)
Annual Spending Power (LGBT-GDP) Estimated to Be US$3.7 Trillion
in New Data from LGBT Capital,” Press Release, August 3, 2015.
5 See, for example, M. V. Lee Badgett, et al., “The Business Impact
of LGBT-Supportive Workplace Policies,” The Williams Institute on
Sexual Orientation and Gender Identity Law and Public Policy, UCLA
School of Law, May 2013; and Jon Miller and Lucy Parker, “Open
for Business: The Economic and Business Case for Global LGB&T.
Inclusion,” Open for Business, 2015; and Sylvia Ann Hewlett and
Kenji Yoshino, “LGBT-Inclusive Companies Are Better at 3 Big
Things,” Harvard Business Review, February 2, 2016.
6 The quote is from John Roberts and Cristian A. Landa, “Return on
Equality, the Real ROE: The Shareholder Case for LGBT Workplace
Equality,” Denver Investments, 2014. See also, inter alia, Eric Berger
and Nicole Douillet, “What’s the Effect of Pro-LGBT Policies on
Stock Price?” Harvard Business Review, July 2, 2014; Seth McNew,
“Supporting LGBT-Friendly Companies Can Be Profitable,” The
Motley Fool, December 3, 2014; and Julia Dawson, et al., “LGBT:
The Value of Diversity,” Credit Suisse ESG Research, April 15, 2016.
7 Carlos A. Ball, ed., After Marriage Equality: The Future of LGBT
Rights (New York: New York University Press, 2016).
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legalization of same-sex marriage in Massachusetts in 2004,
then-President George W. Bush responded by calling for
a constitutional amendment defining marriage as a union
between a man and a woman as part of his re-election
bid. More recently, with marriage equality constitutionally
sanctioned as the law of the land in 2015, political tides
have shifted against LGBT civil rights in many states - as
evidenced by the transphobic campaign that defeated the
Houston Equal Rights Ordinance, as well as by the
introduction of discriminatory laws targeted at individuals
based on their sexual orientation or gender identity,
including North Carolina's House Bill 2. Major health
inequities, ranging from increased risk for mental health
disorders and suicide to grappling with prejudice from
healthcare providers, continue to exist within the LGBT
community, and hate crimes directed at LGBT groups and
individuals, such as the recent shooting in Orlando, Florida,
remain far too common, often without enforceable
remedies.8 LGBT youth and transgender people are
disproportionately incarcerated, according to multiple
sources.9 When considered from a global perspective, far
too many countries continue to criminalize homosexual acts
or fail to recognize same-sex unions and other LGBT
issues.10 Advancing the agenda of equality for LGBT people
consequently remains an unfinished project.
As leaders from the Johnson Family Foundation have
recently highlighted, philanthropy clearly has a role to play
in advancing parts of this agenda, as grantmakers.11 Equally
important, though, is for philanthropy to look beyond
grantmaking and to embrace a broader role by joining a
growing group of investors that are pro-actively seeking
ways to leverage investment capital for positive impact on
LGBT issues.

8

Samantha Franklin and Andrew Lane, “Ending LGBT Health
Inequities,” Stanford Social Innovation Review, spring 2016.
9 See, for example, Jody Marksamer and Harper Jean Tobin,
“Standing with LGBT Prisoners: An Advocate’s Guide to Ending
Abuse and Combating Imprisonment,”Washington, DC: National
Center for Transgender Equality, 2013; and Christina Gilbert and
Hannah Hussey, “Young, Queer, and Locked Up: LGBT Youth in the
Adult Criminal Justice System,” Campaign for Youth Justice, June
18, 2015.
10 Darla Cameron and Bonnie Berkowitz, “The State of Gay Rights
around the World,” Washington Post, June 14, 2016.
11 Franklin and Lane, “Ending LGBT Health Inequities.”
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LGBT: the value of diversity
In this report, we seek to further our research into the impact of diversity
on corporate performance. Following The Credit Suisse Gender 3000:
Women in Senior Management, which focused on gender diversity, we
decided to apply a similar analytical framework to LGBT diversity.
■ Our hypothesis continues to be that diversity brings financial benefits to
organisations and investors. Companies with at least 1 female director have
delivered an excess share price CAGR of 3.4% over the past 10 years
compared to all male boards. To test LGBT diversity, we have built a basket of
270 companies supporting and embracing LGBT employees, the LGBT 270.
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to focus on sustainability and
accountability factors that are then
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■ This LGBT basket has outperformed MSCI ACWI by 3.0% per annum over the
past six years. Against a custom basket of companies in North America,
Europe and Australia, the LGBT 270 has outperformed by 140 bps annually.
■ ROEs and Cash flow returns (CFROI) are 10-21% higher than those of
companies in the MSCI ACWI whilst economic profit generation is double.
■ Companies in the LGBT 270 trade at a 10% discount on 12 month forward PE
multiples and in line on price to book despite higher returns and profitability.
Differences in leverage or dividends do not explain the difference in returns
and share price performance.
■ As usual in this field of research, we can only draw associations, not causality.
Do better companies have better LGBT policies and attract more LGBT
employees or do LGBT employees make companies better? Probably both.
Figure 1: LGBT 270 basket vs MSCI World (%)
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Diversity creates value
The debate over diversity and corporate performance has focused mostly on gender to
date. Gender is a largely straightforward attribute to measure and data therefore relatively
easy to collate, especially at board and senior management levels. However, gender is just
one aspect of diversity standing alongside ethnicity, age and sexual orientation amongst
others. In our report into the positive impact of gender diversity on corporate performance
The CS Gender 3000: Women in Senior Management, we discussed the value of diverse
opinions, education, experience and gender in problem solving, the decision making
process and setting strategy. We find that the share prices of companies that have at least
one female director outperform those with no female representation by a CAGR of 3.4%
since the start of 2006. ROEs averaged 14.2% vs 11.2% for all male boards over the
period 2005-13.
We also found that companies with more than 15% women in senior management
positions outperformed those where women accounted for less than 10%. Analysing the
results of more than 3000 companies in 2013, we see that ROEs were 52% higher at an
average of 14.7% at companies with more than 15% women in senior management and
that there was a 33% premium valuation with price to book at 2.6x compared to 1.9x for
companies with fewer than 10% women in senior roles.
Figure 2: Companies with at least one female director vs all male boards (2006-16)
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Measuring the impact of LGBT diversity
In this report, we seek to lead the diversity debate further by exploring the possible impact
of LGBTs on corporate performance. We have constructed a basket of 270 corporates
globally that have either openly LGBT leaders and senior management, companies that
are voted leading LGBT employers in such surveys as Stonewall's Top 100 Employers
(UK), DiversityInc's Top 10 Companies for LGBT Employees (US) or whose employees
are openly members of local LGBT business networks. These companies are largely
clustered in North America, Europe and Australia, so we chose to compare their
performance to the MSCI ACWI, as 81% of the index is made up of companies in these
countries. US companies account for 53% of the total.
On a sector adjusted basis, our LGBT 270 index has outperformed MSCI ACWI by an
excess 300bps per annum over the past six years returning 6.4% on average each year.
Compared to a customised index including companies just in North America, Europe and
Australia, these LGBT 270 companies have outperformed by 140bps annually.
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Figure 3: LGBT 270 basket vs MSCI ACWI (%)
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Over the past twelve months, the share price performance of our basket has fallen by 5.1%
on a sector adjusted basis compared to the fall of 6.9% in the MSCI ACWI index and a
5.6% fall in our custom benchmarket index indicating that diversity is a defensive strategy
offering asymmetric returns.
Most large-scale corporates have policies supporting LGBT employees and otherwise
protecting them from discrimination. Close to 90% of Fortune 500 companies have nondiscrimination policies, yet we cannot find open LGBT representatives of anything close to
that number. Tim Cook at Apple Inc is the only openly gay CEO. In our research, we are
looking for signals that corporate support is active and central to company culture rather
than just a nominal policy position that is little beyond politically correct. Inclusive policies
have to translate into an "open" culture. We believe that it is at this level of active inclusion
that diversity can flourish and have an impact. In this context, we can attempt to measure
whether there is potentially a positive impact on corporate performance. At this stage, even
though our sample is quite large, we cannot prove causality, simply correlation.
Nevertheless, the growing wealth of research—including our own research on gender and
sexual diversity—points to diversity being a positive contribution to corporate performance.
Credit Suisse analysts actively cover more than 3000 companies worldwide. The fact that
the equivalent of fewer than 10% constitute our LGBT basket indicates the extent to which
people choose not to disclose their sexual orientation in the workplace. Only 4% of the US
workforce identifies itself as being LGBT, 41% of US LGBT workers and 72% of senior
LGBT executives say they have not come out openly at work. This is not surprising given
that the legal climate in the US has remained stagnant as detailed in the The Williams
Institute report in partnership with Credit Suisse: “The LGBT Divide: A Data Portrait of
LGTB People in the Midwestern, Mountain and Southern States”. Only 21 states in the
U.S. provide legal statewide protection against employment discrimination based on sexual
orientation.
Whilst it is clear that the LGBT community is being employed by well beyond the “official
data” and impacting the performance of many companies, we seek to understand if an
"open" and inclusive working culture impacts performance.
The Credit Suisse LGBT 270
The basket constituting the Credit Suisse LGBT 270 includes companies across all
sectors. However, close to 60% of the weighting in terms of market capitalisation comes
from companies in three key sectors: information technology, financials and consumer
staples. The high weighting of information technology (24%) may reflect a relatively
younger workforce too which is more likely to declare their gender identity too as we
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discuss below. We also find good representation amongst companies in the healthcare
and consumer discretionary sectors.
Companies in the energy and materials sectors have relatively low weightings at less than
10% combined. This mirrors low levels of gender diversity too in these sectors as many
assets are located in countries socially and culturally less open to LGBT. It also reflects as
well as to the negative impact on share prices from the current low commodity price
environment. Many of the companies are multinational. All of our analysis is conducted on
a sector neutral basis.
Figure 4: Sector weightings in the LGBT 270 basket
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With homosexuality still illegal in 76 countries, the list of companies where at least one
employee is publically happy to declare their non-heterosexual gender identity is by its
nature skewed towards more 'liberal' societies in North America and parts of Europe. In
order to measure the performance of these companies, we have constructed a specific
index comprising North America, Europe and Australia to reflect the geographic backdrop.
Our analysis is conducted on a sector neutral basis.
Figure 5: LGBT rights in the UN

Source: Company data, Credit Suisse estimates
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Return on Equality™, the Real ROE
The Shareholder Case for LGBT Workplace Equality
John N. Roberts and Cristian A. Landa

Executive Summary
Workplace equality for lesbian, gay, bisexual and transgender (LGBT) workers in the
United States has advanced at a rapid rate. While many studies have looked at the
qualitative factors related to companies and their workplace policies toward their LGBT
employees, very little research has been done around the effect on companies’ financial
performance as a result of adopting workplace policies that treat LGBT employees with
equality, dignity and respect.
We analyzed stock performance for companies before and after their adoption of LGBTinclusive workplace policies and compared that performance data to control groups
comprised of S&P 500 Index GICS economic sectors. Although the data sets were limited
due to the more recent nature of LGBT inclusiveness as a corporate value, we identified
a long-term trend toward outperformance of companies relative to their respective sector
peers after adopting LGBT-inclusive workplace policies. Specifically, both the percentage
of companies outperforming their respective sector and the companies’ absolute
outperformance of the sector increased five to ten years after adopting LGBT-inclusive
workplace policies. We will continue this research as the data sets become larger and a
more comprehensive statistical analysis is possible.

Introduction
i

“The war for talent is over, and the talent won.” With businesses becoming more global
and connected, talented job candidates have more employment options than ever.
Companies must be able to attract and retain top talent if they wish to compete in today’s
global markets. Firms must not only attract and maintain top talent, but more importantly
they should not discriminate against, nor exclude groups of highly qualified workers. By
excluding prospective job applicants based on personal characteristics unrelated to the
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workplace, firms lose out on talented individuals that otherwise could be productive
employees for the firm. This is especially true for the LGBT community, which has very
limited, albeit increasing, legal job protection within the United States.
Population estimates for lesbians, gay men and bisexuals range between 3.5% of adults
ii

to as much as 7%, while 0.3-1% of adults in the U.S. is self-described as transgender .
iii

With an estimated purchasing power of over $800 billion in the U.S. , the LGBT
community represents an influential component both in the business and consumer
landscapes. Many studies have researched various aspects of LGBT-inclusive workplace
policies, but very little research has looked at the shareholder return, (i.e. stock price
return) of companies that adopt inclusive workplace policies toward their LGBT
iv

employees .
The purpose of this study was to understand the quantitative effects on companies that
incorporate LGBT-inclusive workplace policies and provide support towards the LGBT
community. As its main metric for over/under performance his study looked at the
annualized total return (with dividends reinvested) both before and after (if applicable)
companies qualified for inclusion in the Workplace Equality Index™. Annualized total
return was used as the main metric because it provided a financial understanding of
whether companies that incorporate workplace equality policies yielded better financial
performance than their sector peers.

Selection
The Workplace Equality Index

TM

(EQLT), an index that tracks financial performance for

companies with progressive, LGBT-inclusive workplace policies, was the source of data
for this study. The creator of the Workplace Equality Index™, Denver Investments, has
been screening publicly-traded companies for LGBT workplace policies since 1998.
These companies have met a strict set of objectives around workplace equality for LGBT
employees. The qualitative requirements include: (1) prohibition of discrimination in a
company’s equal employment opportunity statement, (2) providing benefits to same-sex
spouses and partners that are on parity with those for opposite sex couples, and (3)
including transgender-related health benefits. Companies must also support LGBT
employee resource groups.
While many companies meet one or another of these requirements, meeting all of them
shows an organizational commitment to workplace equality. For example, some
companies may quickly embrace policies that offer parity for all sexual orientations, yet
overlook transgender equality, particularly health care coverage for gender reassignment
and other specialized medical services.
PAGE 1

│ www.workplaceequalityindex.com
50

©2014 Denver Investments

IMPACT CAPITALISM

TRAIN STOP TOUR

MAXIMIZE IMPACT + MAXIMIZE RETURN
Impact Capitalism New York is an interactive gathering of
decision-makers with investable assets interested in deploying
capital across asset classes for impact and returns.

IMPACT IN ACTION:
DIVERSITY DRIVING RETURNS
TUESDAY, MAY 16, 2017

Impact in Action: Diversity Driving
Returns is designed for investors to
explore how diversity and inclusion can
provide insights into risk management
and drive financial outperformance
long-term. We are in the midst of an
historical shift in perspective that is
affecting companies across the world
and across industry boundaries.
Diversity is becoming a performance
issue, a growth engine.
- Debra Walton, Thomson Reuters

Diversity and inclusion are part of the
Nestlé values…We believe that a diverse
workforce is more creative and more
successful in serving our consumers and
customers.
- Peter Vogt, Nestlé S.A.

SPONSORS:

LOCATION:
Thomson Reuters, 3 Times Square
(7th Avenue between 42nd & 43rd Streets)
30th Floor, Carnegie Room, New York NY
EVENT AGENDA:
3:00pm – 3:30pm:
3:30pm – 3:40pm:
3:40pm – 4:00pm:
4:00pm – 4:15pm:
4:15pm – 5:15pm:
5:15pm – 5:30pm:
5:30pm – 6:30pm:
6:30pm – 8:00pm:

Registration & Networking
Welcome - Patsy Doerr,Thomson Reuters
Roadmap
Networking Break
Investor Panel
Networking Break
Impact in Action Panel
Networking Reception

RSVP: Seating is limited. There is a nominal fee to attend
this event, but pre-qualification is required. Please apply to
register at www.bigpathcapital.com.

