BOARD BRIEF:
Why Gender Diversity Matters

Diversity in leadership and openness to new perspectives is crucial
for charting the course in business. Without more than symbolic

representation, we risk going backward instead of forward.*
Dina Dublon
Member of the boards of Microsoft, Accenture and PepsiCo.

This guide presents current research outlining how companies are stronger, better-

positioned to tackle external and internal challenges and more focused on the
bottom line when their boards embrace gender diversity.
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A. The diverse group almost always outperforms a homogenous (and potentially
more capable group) by a substantial margin.

o Inarecent report by Ernst and Young, researchers demonstrated that groups with greater diversity tend to
perform better than homogeneous ones, even if the members of the homogeneous groups are more
capable. In fact, the diversity of the group’s members matters as much as their ability and brainpower, if
not more. Their conclusion: “The diverse group almost always outperforms the group of the best by a
substantial margin.”?

o Further, research on group behavior demonstrates that diverse groups, when properly managed, make
more innovative business decisions than non-diverse groups.*

o Arecent study conducted by researchers at Carnegie Mellon to measure the “collective intelligence” of a
small group of people found that, all else being equal, teams with more women scored higher than teams
with fewer women. What distinguishes high-1Q teams from lower-1Q teams includes factors such as the
proportion of women, an individual’s social perception abilities, the group’s ability to take turns
contributing rather than be dominated by a single member and the 1Q of individual team members.

B. There is a strong business case for diversity — having women at the top give
businesses a distinct competitive advantage that translates directly to the
bottom line.

o McKinsey & Company research on the relationship
between organization and financial performance and on
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and market capitalization than their lower-ranked

counterparts.”® Secondly, among the companies for which

information on the gender of senior managers was available,’ those with three or more women on their
senior management teams scored higher on all nine organizational criteria than did companies with no
senior level women.™ It is also notable that performance increases significantly once a critical mass is
attained; namely, at least three women on management committees for an average membership of 10
people. Below this threshold, no significant difference in company performance is observed.

o Another study conducted jointly between McKinsey & Company and the Amazone Euro Fund analyzed the
financial performance, relative to the average for their sector, of 89 European listed companies (with a
stock market capitalization of over €150 million) with the highest level of gender diversity in top
management posts.'! There is no doubt that, on average, the companies in the study outperformed their
sector in terms of return on equity (11.4% vs. an average of 10.3%), operating result (EBIT of 11.1% vs.
5.8%), and stock price growth (64% vs. 47% over the period 2005-2007). This study and others show that
companies with a higher proportion of women on their management committees are also the companies
that have the best performance.
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Research by professors at the business schools of Columbia University and the University of Maryland also
supports these findings. Using data on 1,500 U.S. companies from 1992 to 2006, results of another study
demonstrate “strong positive association between Tobin’s Q,* return on assets and return on equity on
the one hand and the [female top management] participation rate on the other.”** The authors add that
they found “at least indicative evidence that greater female representation in senior management
positions leads to—and is not merely a result of —better

firm quality and performance.
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Two separate Catalyst studies have explored the link
between gender diversity at the top (on both boards and in senior management) and company financial
performance in Fortune 500 companies with some of the following findings:*®

@ In one study, a group of companies were divided into quartiles based on the percentage of women on their
boards and their performance compared on the basis of return on equity, return on sales and return on invested
capital. Across five of the seven industries studied, the analysis revealed that “top-quartile” companies
outperformed “bottom-quartile” companies on all three financial indicators by 42% to 66%.

@ In the other study, the group of companies with the highest representation of women on their top management
teams experienced better financial performance than the group of companies with the lowest women’s
representation. This finding holds for both financial measures analyzed: Return on Equity, which was 35.1%
higher and Total Return to Shareholders, which was 34% higher. Financial performance was also consistent
across five industries analyzed17 in that the group of companies with the highest women’s representation on their
top management teams experienced a higher ROE than companies with the lowest women’s representation.

. Organizations that focus on diversity experience improved talent retention and

corporate image.

Attract and retain talent. The business case for
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and advance women will benefit for a number of
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five years later also had more women in senior leadership, especially in P&L roles.® And besides helping
companies to fill shortfalls of talent, gender diversity can allow them to attract and retain it and meet
other business goals. One European Commission study showed that 58% of companies with diversity
programs reported higher productivity as a result of improved employee motivation and efficiency, and
62% said that the programs helped attract and retain highly talented people.

o An asset for corporate image. Gender diversity is an asset for corporate image and helps bring a
company, its employees, shareholders and customers closer together.”® The aforementioned European
Commission study found that diversity programmes not only had a positive impact on employee
motivation but also noted an increase in customer satisfaction (57%) and an improvement in brand image
(69%).”* Another study has found gender diversity of boards to be one indicator of corporate trust, which
in turn, is an essential element of reputation and brand value.? It is also clear that capital markets and
investors are paying greater attention to gender diversity as a driver of corporate performance.
Investment funds such as Calpers and Amazone (Europe) now include this indicator among their
investment criteria, while rating agencies (Core Rating, Innovest, Vigeo) and private initiatives (The Gender
Equality Project) are developing tools to measure gender diversity.

THE JACQUELYN AND GREGORY ZEHNER FOUNDATION
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