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Introduction

Achieving gender equity in the corporate
world has proved to be a slow and
challenging journey. In both developed
and emerging markets, women are a
minority at both management and board
levels. Decades after women began taking
on professional and managerial roles, the
so-called ‘glass ceiling’ appears to be
stubbornly persistent.

Not only does this have negative social
impacts, it raises issues for investors in
these companies. If a large part of the
talent pool goes untapped, and
‘groupthink’ reigns among decision
makers, could it limit companies from
achieving their full potential?




About the research methodology

While much research has been done on gender diversity in the corporate world, it has
been limited in scope due to the constraints of what companies report and the
complexity of the data. Realindex set out to address these gaps.

The ability to gather company data has improved significantly in recent times due to
technology such as machine learning and natural language processing. Using data
provider Factset, we sourced a comprehensive data set on gender, which goes beyond
the oft-reported board statistics, to include senior management. The data set contains
biographical information for individuals associated with over 1 million firms including
the board and senior management positions in publicly listed as well as private
companies, and collected via a variety of sources including company web sites,
regulatory filings and press releases. By tracking the evolution of individuals in the
terms of their roles and job functions across companies and through time, we are able
to get a clearer picture of female representation in multiple markets, and track the
numbers over more than a decade, rather than capturing a moment in time.

To understand the complex relationship between diversity and performance, we
applied a range of statistical analyses to see how gender diversity interacts with various
company performance and investment indicators. Applying the same level of robust
quantitative analysis as we apply to our investments, Realindex has been able to
provide a more detailed view of the business case for gender diversity.

The data covers companies in the MSCI ACWI, an index of large- and mid-cap stocks
across 23 developed and 25 emerging markets that spans more than a decade. In the
analysis that follows, we track the behaviour and performance of firms from 2009
to0 2021.

Using Realindex’s own comprehensive data set, we set out to answer a number of questions, including:

e How do different regions compare in terms of women in corporate leadership roles?

Has disclosure of gender balance in company reports affected the number of women in leadership?

Have quotas led to increased representation of women in senior management and on boards?

Is diversity on boards as important to performance as diversity in management teams?

Do higher levels of women in leadership - at both board and management levels - affect company
performance and investment returns?

Note on charts: all data is sourced by Realindex and FactSet, covering the period 1 January 2009 -
31 December 2021, unless otherwise stated.
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When it comes to the link
between gender balance,
company performance and
investment returns, the data
is compelling: more gender
diverse leadership teams
generate better results.

For this analysis, we make comparisons between representation at the board level as well as the senior
management level of the firm to understand how gender diversity has evolved and impacted the firm over
time. For the purposes of this study, we define senior management as the Chief Executive Officer (CEO), and
their direct reports which would typically include, the Chief Financial Officer, Chief Operating Officer, Head of
Human Resources, and Chief Legal Officer.

Our overall conclusion is that without external pressure, promises to achieve gender diversity are simply lip
service. Analysis shows that quotas are more effective than disclosure in boosting female representation -
although both are important. This is evident in the higher proportion of women on boards in markets where
minimum levels are mandated. The proportion of women in senior management lags in nearly all markets
where there are no such requirements for gender balance. And even when they do form part of the management
team, women are concentrated in several functions outside of the CEQ role (and less likely to be a launch-pad
into the top job).

To understand the impact of gender diversity on company performance and investment returns, we cross-
referenced the gender data with multiple company attributes such as return on equity and profit margins. The
analysis showed a clear correlation between greater diversity and better company performance.

Finally, we looked at whether this diversity/performance advantage had been recognised by the market and
priced into company valuations. In short, it has not - meaning that investors who can identify companies with
higher diversity, especially in senior management, may generate alpha through this factor.

When it comes to the link between gender balance, company performance and investment returns, the data
is compelling: more gender diverse leadership teams generate better results.
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Part |
Women on boards:
a decade of progress




While women have been a key part of the corporate world since at least the 1980s, they have been remarkably
absent from its decision-making ranks since that time. It's only in the past decade that there has been real
progress in boosting the number of women on boards and even then, the progress has been patchy. Some
countries have gained more ground than others.

Figure (1) tracks the percentage of women on boards within the MSCI ACWI over the last decade and half. Our research
shows that developed markets perform better in gender diversity than their emerging market counterparts - with the
exception of Japan, which is an outlier. Although the number is improving slowly, Japanese boards have fewer than
10% female directors, compared to Europe and North America, where the average is above 30% - a number that has
been reached despite a slow start in the first decade of the millennium. Emerging market countries, whilst starting at
a higher level than Japan, have seen a slower increase in female representation.

Figure 1: Women on boards by region: MSCI ACWI
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Although the number is improving slowly, Japanese boards have fewer than
10% female directors, compared to Europe and North America, where the
average is above 30% - a number that has been reached despite a slow
start in the first decade of the millennium.

Japan

Europe/North America
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There are also differences in sectors, with Healthcare having the highest percentage of women on boards and
Materials the lowest - although more recently, the IT sector has lagged as well as shown in Figure (2).

Figure 2. Women on boards by sector: MSCI ACWI
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To quota, or not to quota?

What accounts for this multi-speed progress? It appears that the key driver is the level of pressure
applied to companies through disclosure or legislation.

Todig deeperinto the impact of quotas on female representation, we looked at three different categories
of countries:

e Countries that have imposed quotas

e Countries without quotas but with disclosure requirements

e Countries with neither quotas nor disclosure requirements
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Since Norway passed the
first quota mandate for

women’s representation on
corporate boards in 2003,
governments around the
world have looked to gender
quotas as atool to
accelerate gender equality.

Europe: what gets mandated, gets done

Since Norway passed the first guota mandate for women's representation on corporate boards in 2003, governments
around the world have looked to gender quotas as a tool to accelerate gender equality.

The effects in Norway were at first mixed, giving rise to the so-called “golden skirt” problem, where only a few women
occupied multiple board seats. Nonetheless, several European countries followed Norway’s footsteps and mandated
some form of gender quotas on corporate boards.

In France, the Copé-Zimmermann Law required listed companies to include 40% of women on their corporate boards
from January 1, 2017. To allow companies to prepare for meeting this goal, there was a phased transitional period
whereby in 2014, the percentage of directors of each gender could not be less than 20% of the aggregate number of
board members.

We can see how effective this has been in the chart below (Figure 3), which tracks the average number of females at
the board and senior management level for French stocks in the MSCI ACWI universe.

It shows a steady upwards trajectory, before hitting the 40% target. Interestingly, since then, it has remained
reasonably flat. And if we look at senior management over the same period, the change has not been as impressive,
going from around 12% to 22% over the same time. (We discuss the senior management gap further in Part Il).
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Figure 3: Proportion of women on boards and management - France
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Italy (Figure 4) is another country that legislated female representation on boards, passing a law in 2012 which required
a progressive implementation towards 30% women. It required 20% representation for the first board renewal after
2012 (boards are elected every three years) and then 30% for the following board renewals.

We can see these changes in the data below for Italian firms in the MSCI ACWI universe. Starting from a very low base
of around 5% representation, there is a large jump up in 2013, hitting the 20% target in 2014 and then the steady
increase to 30% since from 2018.

Again, the levels in senior management have been relatively flat starting at approximately 1%, rising somewhat, and
then falling back to 15%.

Figure 4: Proportion of women on boards and management - Italy

40%

35%

30%

25%

20%

15%

10%

5%

0%
QQQttapattttgtg:t(stu\)attgtggg\k\
~o=vY0O N6 omad S =JF oA I S™m® SC=EFo AN g

- Board = Senior management

Beyond lip service: tracking the impact of the gender diversity gap il



Australia: ‘If not, why not’ disclosure in action

Australia has not imposed any quotas but has had a focus on gender diversity disclosure and targets though the
corporate governance guidelines issued by the Australian Securities Exchange (ASX). It's worth noting that these
guidelines are not rules: if a company doesn’'t meet the goals, there is no sanction, just a requirement to explain to
shareholders why this is the case'.

There have been two main changes regarding diversity in these guidelines:
e In2010, listed companies had to disclose the number of women at board, senior management and company level.

e In 2019 afurther change was made where all companies reporting from 1Jan 2020, if they are in the ASX 300, are
required to have an objective of 30% female representation at the board level. Thus the requirement is not to have
30% women, but to aim for it2.

In Figure 5, for Australian firms in the ASX 300, we see that since 2010, there has been a steep increase in the number
of women on boards. Starting from a low base of around 10% in 2011, it has steadily increased to just below 30% at
December 2021. The number of women in senior management has also been increasing from 12% to around 26% by
December 2021, although the increase has tailed off in recent years.

Figure 5: Proportion of women on boards and management - Australia

35%

30%
25%
20%
15%
10%

5%

0]
DDDOOEFEFFEFNNOODTTITLOLLOOONNDODDDDOOX K&
PRI IS JIRJISSESSISISSo oo Ao S o S ddSSS
~oes=YO ,_Ln‘gmoov—no;ﬂ'mwlxgmgmm'—to;:q.o,mr\g

- Board - Senior management

In 2010, listed companies had to disclose the

number of women at board, senior management
and company level.

—

ASX Corporate Governance Principles and Recommendations, 4th Edition, 2019
2. ASX Corporate Governance Principles and Recommendations, 4th Edition, 2019
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United Kingdom: slow and steady progress

In 2011, the UK set voluntary targets of 25% women on boards. This was largely reached in 2016 and has since
increased to 33%. We can see the steady increase since that voluntary target was called for and then the plateau
before it increased again.

Again, in Figure 6, for UK firms in the MSCI ACWI, the rise in women at senior management level has been a lot slower,
from a higher initial starting level of 18% to just under 25% as no targets for senior management were set.

Figure 6: Proportion of women on boards and management - UK
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Countries with limited focus

If we look at the US, there are no quotas or any disclosure requirements. Although investors may have a focus on
gender and put pressure on companies, there is no regulatory requirement for companies to share any gender data.

For US firms in the MSCI ACWI, while there has been a steady increase in representation from just under 14% to 28%,
many other countries have outpaced the US, tripling their representation of women on boards, with the US still yet to
hit the average of 30% representation at the board level. An even slower trend is apparent for women in senior
management. Figure 7 highlights these trends.
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Figure 7: Proportion of women on boards and management - United States
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Although investors may have a focus on gender
and put pressure on companies, there is no

regulatory requirement for companies to share
any gender data.
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Japan and South Korea: lagging behind

Japan and South Korea stand out as countries with low representation (less than 10%) not only in senior management
but at the board level as well. Whilst a lot of this slower progress can be attributed to cultural norms in the countries,
with women generally seen as the homemaker and childcare providers, this is slowly starting to change. We can see
these patterns in Figure 8 and 9 which tracks female representation of South Korean and Japanese firms in the
MSCI ACWI.

Figure 8: Proportion of women on boards and management - South Korea
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Figure 9: Proportion of women on boards and management - Japan
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South Korea's Financial Investment Services and Capital Market Act, passed in January 2020, stipulates that listed
firms with 2 trillion won or more in total assets should not have a board comprised entirely of one gender. The rule is
mandatory but not subject to any penalty and has a two-year grace period, so it may still take some time to see any
changes. When these changes were announced in January 2020, 8 out of 10 companies that would be captured by
the act had no female directors?.

Japan is also slowly making progress. There was an initial push under former Prime Minster Shinzo Abe to improve the
representation of women in leadership to 30% by 2020. While this has had limited success thus far, it will hopefully
change with the incorporation of diversity in the corporate governance code, and if asset managers start voting
against boards that lack any gender diversity.

Quotas and targets are effective in boosting gender diversity

From these charts, we can see that quotas appear to be effective in increasing female board participation,
especially if they are legislated.

Countries that have not legislated this area, but have disclosure requirements or targets, are still seeing
positive change - albeit not as fast. This is in contrast to countries that do not have any targets or
disclosure, notably the US. Whilst there has been a steady increase in the percentage of women on
boards, the US is yet to reach the 30% levels achieved by similar developed countries.

The other interesting observation is that once these targets are reached, there tends to be a plateau: we
see it appear at 40% in France, at the initial 25% in the UK (before the target was increased) and at the
30% mark in Italy. Whilst these numbers cannot continue to increase forever, we would expect to see
figure that is closer to the gender split in the workforce, rather than the 30% limit we are seeing in most
countries.

However, gender diversity matters beyond the boardroom, which has prompted us to explore gender
diversity in senior management at a more granular level.

3. http://www.koreaherald.com/view.php?ud=20200119000125
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Part ||
Women in senior management:
a long way to go




While there are
significantly more
women board
directors today,
compared to a
decade ago, the
same cannot be
said for the ranks
of senior
management.

While there are significantly more women board directors today, compared to a decade ago, the same cannot
be said for the ranks of senior management. The factors driving board diversity - mandated gender disclosure
and quotas - have not been in place for executive teams to the same extent. As a result, gender diversity
among senior management - which was higher than board diversity at the start of the last decade - has now
fallen behind.

On an aggregate level, when examining all firms within the MSCI ACWI as shown in Figure 10, both numbers are still
disappointingly low, with around 1in 5 board or senior management roles being held by women globally.

Figure 10: Proportion of women on boards and management - Global
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Stark regional differences evident

Figure 11 highlights the trends in female representation in senior management across regions over the past decade.
Along with Japan, companies in emerging markets have lagged compared to the rest of the worlds in terms of
representation, however interestingly Europe ex UK and North American firms do not lead the way UK and the
Developed Asian Markets (Australia, Singapore and Hong Kong) have generally had higher female representation in
senior management. The spread across the most and least diverse regions is considerable; as at December 2021,
the difference amounts to almost 30%.

Figure 11: Proportion of women in management MSCI ACWI

35%
30%
25%
20%
15%
10%
5%
0%
585888835885883¢2e58 0 eegte223Qy
= = L g g o = L SN
N P IR R T E R R R R el N R BT Il N IR e T SN T
= North America = Europe - Emerging markets
= Japan — UK - Developed Asia

The spread across the most and least diverse

regions is considerable; as at December 2021,
the difference amounts to almost 30%o.

Beyond lip service: tracking the impact of the gender diversity gap 19



Real Estate,
Communication
Services, and
Healthcare have

the highest levels
of female
representation

at senior
management level.

Sector differences: Real Estate leads the way

Real Estate, Communication Services, and Healthcare have the highest levels of female representation at senior
management level, while Industrials and Materials are the lowest as shown in Figure 12 - a difference of approximately
8 percentage points between the highest and lowest sectors. We observed a similar result for sectors with the highest
female representation at the board level.

Figure 12: Proportion of women in senior management by sector
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Figure 13 highlights how the gap between high and low gender diverse sectors has changed over time. Over the past
decade, the gap has been narrow between the best and worst performing sectors when it comes to board diversity,
but it remains significant for senior management. Whilst the dispersion between the leaders and the laggards at a

board level is approximately 5%, at the senior management level this is more than double at 11%.

Figure 13: Proportion of women in senior management and boards by sector
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Regional differences: ‘Down under’ is on top

The relative absence of women in senior management is consistent with the notion that quotas, legislation and
pressure from investors have been successful in boosting gender diversity on boards. Where these factors aren't in
play, progress has been very slow.

The data highlighted thus far bears this out. This is certainly the case in France and Italy, where legislation meant
these countries have led the way on female board appointments. Looking at women in the C-suite, however, France
has only reached 20% and lItaly is just behind.

The UK and US have increased the percentage over time, but at very slow rates. The one outlier is Australia, which
has not only had improvements in board representation but also senior management representation. Although still
below 30% in senior management, Australia has more than doubled the level of representation during the period
2010- 2021.

This is likely due to disclosure requirements in Australia, where companies have to report annually on the percentage
of women at both board and senior management levels. With these numbers more visible in investors’ minds, it puts
pressure on these companies to do better beyond the board. It may also have become more apparent to the
companies themselves, as they are forced to review these numbers each year and disclose them to staff.

Even countries that are seen as leaders in gender equity demonstrate a significant gap between women on boards
versus women in management, as shown by Norwegian and Swedish MSCI ACWI firms in Figure 14 and Figure 15,
respectively.

With numbers
more visible in
investors’ minds,
it puts pressure
on companies to
do better beyond
the board.
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Figure 14: Proportion of women in senior management and boards - Norway
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Figure 15: Proportion of women in senior management and boards - Sweden
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Role differences: are pink ghettos emerging?

While women are slowly filling senior management roles, they are still a rarity in the top job. In the 2021 Chief Executive
Women Senior Leadership Census, there were only 18 women CEOs in the ASX 300 (or 6%), and out of the 23 new
CEO appointments in 2021, only one was a woman. Most women executives are in functional roles such as HR,
marketing and legal.

|s this trend also reflected in the MSCI ACWI? Are women clustered in certain roles and functions, sometimes referred
to as ‘pink ghettos'?

The data shows this to be the case as seen in Figure 16. Comparing gender representation within the traditionally
male-dominated roles of Chief Executive Officer and Chief Financial Officer, to the functional roles of Human
Resources and Company Secretary, we observe gender differences across a broad universe of firms that span
multiple sectors and countries.

Looking firstly at CEO roles, we can see female representation has been increasing since 2008, and has picked up
slightly in the last 5 years. However, as of 2021, only 5.5% of companies globally have a female CEQ. Female
representation inthe CFO role has also shown a steady increase but again from a very low base, reaching approximately
17% by 2021.

Over the same period, the percentage of women in senior HR and Company Secretary roles rose significantly, and
from a higher base: 40% and 26% respectively, which grew to 52% and 35%.

It's likely that the scarcity of women CEOs is linked to the fact that they are clustered in certain functions, as the
pipeline for CEO appointments has not traditionally been through back-office functions such as HR or Company
Secretary roles.

Figure 16: Proportion of Women in Senior Management Functions: MSCI ACWI
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Part Il
Diversity and company performance:
window dressing or successful policy?




The effects of quotas and investor pressure on improved gender representation are evident in the generally
positive trends on average over the last decade. The next question is: has this increase in gender diversity had
a meaningful impact on company performance?

Gender diversity and firm characteristics: correlations

To understand the potential drivers for gender diversity, we turn to firm level attributes and examine the correlation of
gender diversity with a variety of firm specific characteristics - the type of indicators that we would look for in our
quantitative company analysis process.

Table 1reports the average cross-sectional correlations of the firm gender diversity (as captured by the percentage of
females in senior management - senior management gender diversity, and the percentage of females on the board
- board gender diversity) with a number of firm characteristics. The highest correlation of 1is represented in the lightest
colour, and the lower correlation is shown in the darker colours.

Table 1: Correlation of gender diversity metrics with other firm characteristics MSCI ACWI

Net Profit Gross Senior Board

BY EY ROA ROE SIZE . Profit MOMI2M  VOLi12M Management Gender
Margin . . . . N

Margin Gender Diversity Diversity

-0.49 -0.52 -0.27 -0.16 -0.16

. . -ﬂ

Net Profit

Margin
Gross Profit
Margin

VoLi2m —0 04 —0 07 —0 28 —0 13 —0 07

Senior
Management .016 -0.03 -0.12
Gender
Diversity
o .Gend.er nn
Diversity
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We find that gender diverse firms (both board and senior management) are typically higher quality firms, where gender
diversity has positive correlation with return on assets (ROA), return on equity (ROE), and profit margins (Gross and Net
Profit Margins). They also tend to have higher price returns over the previous year MOM12M) and lower market volatility
as evidenced by the negative correlation to 12-month price volatility (VOLI2M).

We also find that larger capitalised firms (as captured by Size) tend to have higher diversity, especially in the boardroom,
while diverse firms also appear to have high valuation multiples, as seen by the negative correlation between the
diversity metrics and book yield (BY) and earnings yield (EY).

Diversity and future operating performance

The questions that follow are:

¢ Hasincreased female representation made a meaningful impact on firms by improving their operating
outcomes?

e Does senior management gender diversity have a more material impact than diversity in the
boardroom?

The central proposition behind this is that diversity in management, and leadership more generally, would lead to
greater innovation and, in turn, better financial or operating performance. To answer these questions, we looked at
whether there is a link between diversity and profitability/performance of the firm.

Various studies have examined the link between diversity and company performance, including McKinsey (2015, 2018
and 2020) and Boston Consulting Group (2018).

Those studies conclude that diversity and financial performance are correlated and that firms with above-average
diversity scores are more likely to generate increased revenues from R&D related products and services. These
studies have, however, relied on smaller, survey-based samples and offered snapshots of diversity at particular points
intime.

Our analysis has extended these insights by examining a broader cross-section of companies globally, spanning
more than 30 countries and over 2500 large cap firms, and covering an extended time period spanning more than a
decade, from 2009.

Following some of this work, we initially investigated if there is a link between diversity and profitability. For both board
and senior management gender diversity, we looked at profitability metrics commonly investigated in other studies
such as gross and net profit (EBIT) margins. Some interesting results emerge over the sample period, as highlighted
in figure 17.

e In any given year, higher-diversity firms (those approximately in the top one-third of all firms) have about 20%
higher margins in the following 12 months than lower-diversity firms (those approximately in the bottom one-third
of all firms).

e Interms of EBIT margins, diversity in senior management is correlated with approx. 30% higher future profit
margins, while the diversity at the board level board has less significant effect.

We find that gender diverse firms (both board and senior
management) are typically higher quality firms, where gender
diversity has positive correlation with return on assets, return

on equity, and profit margins.
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Figure 17: Gender diversity and one-year ahead margins
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Our analysis then examined future operating performance over multiple years by testing whether the Return on
Equity (ROE) of a firm is impacted positively by gender diversity. To do this, we again ranked firms based on their level
of senior management or boardroom gender diversity and examined ROE performance over the next 5 years.

The results for senior management are highlighted in Table 2 and Table 3 for the boardroom. The data shows that for
senior management, higher-diversity firms are able to generate cumulative ROEs that are almost 30% higher than
lower-diversity firms over a 5 year period. Similarly, for boardroom diversity, cumulative ROE for high boardroom
gender diversity firms outstrips firms with low diversity, by 20%.
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Table 2: Senior management gender diversity and ROE
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Table 3: Boardroom gender diversity and ROE

year1
121%
14.1%
15.2%

25.7%

year 2
23.9%
27.8%
30.2%
26.8%

year 3
35.3%
41.4%
44.9%
27.3%

year 4
46.1%
54.7%
59.2%
28.5%

year 5
56.4%
67.9%

731%
29.6%
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year1 year 2 year 3 year 4 year5

-*g Low 12.4% 24.5% 36.3% A477% 58.8%

§ Med 141% 28.2% 42.2% 553%  68.0%

g High 14.7% 28.9% 42.9% 57.0% 70.9%

& % Difference (High v Low) 18.6% 17.6% 18.2% 19.4%  20.5%
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To understand whether these results are robust, we examined whether the relationship remains after controlling for a
number of other common factors, in order to determine if diversity is essentially just picking up other characteristics of
the firm that are known to be related to future operating performance.

In particular, we can control for several firm characteristics such as past profitability (captured by the current level of
ROE), valuation (captured by the firm's book-to-price ratio), price-based momentum (captured by the firm’'s previous
12-month price return) and size (captured by the firm’s market capitalisation) as well as sector and region effects.

Controlling for common factors in the data

We take the raw diversity values in a given year, for a given firm, and de-mean its value for the average
sector and regional effects. Doing so also effectively removes the positive trend in gender diversity that
was observed earlier. The diversity scores now represent the firm’s relative diversity score after
controlling sectors and regions. This means the firm’s diversity score is now relative to its sector and
regional peers.

These relative diversity scores are then used to determine whether diversity is able to predict forward
profitability of the firm over the next five years. This is achieved by running a regression of forward 5
year ROE against the relative diversity score, as well as a number of controls that are likely to influence
future ROE, including the current level of ROE. To facilitate comparability, the relative diversity scores
are ranked into deciles, which are in turn used in the regressions. The results are detailed in the
Appendix, Table A.1.

This analysis points to the robustness of the results shown earlier and reveals a number of insights:

e Controlling for sector and region effects, as well as other firm level characteristics, both
senior management and board gender diversity are strongly statistically significant in
predicting future firm level profitability.

For either metric, we can see that firms in the top decile of gender diversity are able to
generate approximately an additional 5% of ROE over the next five years, compared to firms
in the bottom decile of either diversity metric, after controlling for other effects that drive firm
performance.

Furthermore, despite their correlation, the presence of both diversity metrics within the
same regression does not invalidate the significance of either metric. In fact, we find that
firms in both the top decile of senior management and board diversity generate approximately
an additional 10% of ROE over the next 5 years compared with firms that have low (bottom
decile) diversity in both senior management and the board. This suggests the importance of
gender diversity for both boards and senior management teams, as predictors of financial
performance.
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Part IV
How does the market price
gender diversity?




Given that gender diversity can lead to improved operating outcomes for the firm, the question arises as to
whether the market fully prices this effect into company valuations.

To investigate this, we constructed a straightforward strategy where, each month within the sample period, we take a
long position in high diversity stocks (top quintile stocks as ranked by diversity) and a short position in low diversity
stocks (bottom quintile stocks as ranked by diversity), and observe the resulting holding period returns. We do this for

both board gender diversity and senior management diversity scores. The results are presented below in Figure 18 for
the period covering 2009 to 2021:

Figure 18: Spread Portfolio Performance for high versus low gender diversity
in MSCI ACWI firms 2009 to 2021
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The results suggest that the market does not fully price the information contained in either set of diversity metrics, as
a positive return premium can be generated by owning more diverse firms and avoiding, or in this case, shorting low
diversity firms. Investing in high diversity firms, relative to low diversity firms, during the sample period can be shown

to generate an annual return premium of 2.5% for the case of board and 4% annual return premium for the case of
senior management.

To understand better the source of these return premiums, we take a closure look at the stock return behaviour of high-
and low-diversity firms by examining performance across all quintiles according to their senior management and
board diversity scores. We then examine their average excess returns over the market (in this case the MSCI ACWI)

during the sample period. The results are highlighted in Figure 19 which shows the excess return to companies ranked
by their diversity quintile.

When we look at the returns generated in this situation, we can see that higher diversity firms lead to higher returns in

most cases. The performance boost delivered by diversity has not been recognised or priced in by an inefficient
market.

To better understand the source of these return premiums,
we took a closer look at the stock return behaviour of high-
and low-diversity firms. We examined performance, across

all quintiles, according to their senior management and
board diversity scores.
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Investors who can
identify and invest
in companies with
higher female

representation in
the C-suite may not
just support social
equity - they may
boost their
investment returns
as well.

One exception is interesting though: the firms with high-diversity boards don't reflect the same valuation gap. Whilst
there is an increasing positive return to more diversity in senior management, the returns for the top quintile for boards
are relatively flat. We would suggest this is because board composition is so visible, and the focus of so much
regulation, that it becomes a matter of expectation: good firms have good boards that include women. This market
expectation then gets reflected in prices.

We believe there is greater opportunity to generate alpha by identifying firms with more diverse senior management
teams, than there is for finding diverse boards. This is possibly because the information on management is harder to
source, and therefore attracts less of a focus.

The conclusion we draw from this is that investors who can identify and invest in companies with higher female
representation in the C-suite may not just support social equity - they may boost their investment returns as well.

Figure 19: Relation between return and of Gender Diversity Senior Management
and the Board: MSCI ACWI firms: 2009 to 2021
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Part V
Conclusion




A combination of
government
policies, initiatives,
legislation, and
shareholder
activism have been
key drivers for
improvements
changes at the
board level.

There has been a long-held notion that improved diversity in leadership roles leads to better teams and
decision-making. Realindex has interrogated a comprehensive global data set to test this notion, among
others. Our key conclusions from the research are show below.

Gender quotas and disclosure work

A combination of government policies, initiatives, legislation, and shareholder activism have been key

drivers for improvements at the board level. These efforts have not yet translated to the same extent
at the senior management levels of the firm, and so we see greater variation in the extent of diversity
observed in senior management relative to the board.
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Gender diversity means better company performance

Giventhe conclusion above, we asked whether greater gender diversity has in general led to improved
financial performance outcomes for firms and whether the differences in senior management
diversity across firms matter more than the board.

We found that improving diversity can make more than just a meaningful impact on social outcomes;
and that across countries and sectors, diversity improves the ability of firms to generate superior
operating outcomes and financial performance.

Moreover, we have highlighted that diversity in senior management, as well as the Board, is important.
Efforts to improve the gender diversity of the board, such as quotas, legislation and shareholder
activism have not amounted to a window dressing effect.

After controlling for firm characteristics as well as country and sector differences, gender diversity at
both the board level and senior management level still matters in driving financial performance.

While we would expect senior management diversity to matter more, it remains relatively low and
therefore harder to measure. As it increases, we believe we will see a greater impact on firm
performance.

Gender diversity can improve returns

Finally, we also show that this positive impact of diversity on financial performance is not fully priced
by the market. This creates opportunity to generate higher returns in an inefficient market, because
other investors are ignoring the benefits of a diverse leadership team.

This work has focused on gender diversity in leadership roles, but we acknowledge diversity is
multidimensional, such as diversity in skills, experience, and backgrounds. Future work will look to
see how we can build amore comprehensive picture of team diversity, thereby gaining greater insights
into the management quality or organisational capital of the firm.
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Appendix




Table A.1: Predictive regression of future ROE with gender diversity
and other firm attributes

The table presents panel regression results of 5 year forward Return on Equity (Fwd ROE) against gender
diversity metrics and various firm controls including sector and region dummy variables across a number of
different specifications for all firms in the MSCI ACWI universe covering the period 2009 to 2021. The
regression models being estimated take the following form:

Fwd ROE = a + b_1ROE+b_2 MOM12M + b_3 BY+ b_4 SIZE
+ ¢ Gender diversity + Sector & Region Dummies

Board Gender Diversity is a firm’'s percentage of women on a board that is country and region adjusted and
decile ranked. Senior management gender diversity is the decile ranked sector and region adjusted
percentage of women serving in senior management. ROE is the firm's current level of Return on Equity
MOM12 is the firm’'s past 12-month return. BY is the firm’'s Book to Price ratio and Size the log of the firm's
market capitalisation (in millions). Values for each firm are taken as at December end each year. R-squared
values and estimated coefficients from a panel regression consisting of 17,354 firm-year observations.
Coefficient estimates are reported with t-statistics reported in parentheses.

Beyond lip service: tracking the impact of the gender diversity gap

39



Dependent variable: 5 Year Fwd ROE

# Observations (firm year observations)

Specification

Adj R-squared

Intercept
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Important Information

This material has been prepared and issued by First Sentier Investors (Australia) IM Ltd (ABN 89 114 194 311,
AFSL 289017) (FSI AlM), which forms part of First Sentier Investors, a global asset management business.
First Sentier Investors is ultimately owned by Mitsubishi UFJ Financial Group, Inc (MUFG), a global financial
group. A copy of the Financial Services Guide for FSI AIM is available from First Sentier Investors on its
website.

This material is directed at persons who are ‘wholesale clients’ (as defined under the Corporations Act 2001
(Cth) (Corporations Act)) and has not been prepared for and is not intended for persons who are ‘retail
clients’ (as defined under the Corporations Act). This material contains general information only. It is not
intended to provide you with financial product advice and does not take into account your objectives, financial
situation or needs. Before making an investment decision you should consider, with a financial advisor,
whether this information is appropriate in light of your investment needs, objectives and financial situation.

Any opinions expressed in this material are the opinions of the individual author at the time of publication only
and are subject to change without notice. Such opinions: (i) are not a recommendation to hold, purchase or
sell a particular financial product; (ii) may not include all of the information needed to make an investment
decision in relation to such a financial product; and (i) may substantially differ from other individual authors
within First Sentier Investors.

To the extent permitted by law, no liability is accepted by MUFG, FSI AIM nor their affiliates for any loss or
damage as a result of any reliance on this material. This material contains, or is based upon, information that
FSI AIM believes to be accurate and reliable, however neither MUFG, FSI AIM nor their respective affiliates
offer any warranty that it contains no factual errors. No part of this material may be reproduced or transmitted
in any form or by any means without the prior written consent of FSI AIM. Any performance information has
been calculated using exit prices after taking into account all ongoing fees and assuming reinvestment of
distributions. No allowance has been made for taxation. Past performance is not indicative of future
performance.
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