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Imagine that some all-powerful, alien being issued a decree to all U.S. businesses that they may

KEY TAKEAWAYS

empower only half their workers, and must discriminate against the rest. And then, because that

» Gender equality is not a zerosum game. Achieving gender
equality is a good thing for
everyone. Moreover, it’s good for
business.

being is all-powerful, it jumped into the future to see how its experiment turned out. I’ll bet that
in this fictional scenario the alien found that the U.S. struggled mightily to compete with more
adept businesses in other countries.
Sadly, this isn’t all science fiction: discrimination against women—roughly half the workforce—is
a fact, all over the world, and in some places more than others.
Across the globe, with few exceptions, women are underrepresented in management, on

» Eliminating the gender gap
would improve economic
efﬁciency and could add $28
trillion to global GDP.

corporate boards, and in better-paid technical professions. They are paid less than men for
substantially equal work. They are discriminated against in ways ranging from the horrific,
like genital mutilation, to perniciously subtle, like unconscious bias. While correcting these
imbalances would certainly benefit women, gender equality is not a zero-sum game. Achieving
gender equality is a good thing for everyone. Moreover, it’s good for business.

» Companies that include women
among senior decision-makers
and provide equal opportunities
to men and women, do better
than their competitors.

Economic Impact

An overwhelming body of research supports the business case for gender equality. Starting at the
macro level, management consulting firm McKinsey reported last year that the global economy
could be between $12 trillion and $28 trillion larger in 2025 if gender gaps were reduced or
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eliminated.1 The lower figure represents the potential if all countries matched the performance
of the best country in their respective region in terms of eliminating gender gaps, and the
higher figure represents what could happen if all gender gaps were eliminated. What does $28
trillion look like? It’s about the size of the gross domestic product (GDP) of the U.S. and China
combined—which currently rank first and second on the global GDP list.
In its 2016 gender gap report, the World Economic Forum notes that economic gender parity
could add $240 billion to the GDP of the UK, $1.2 trillion to that of the U.S., $526 billion to
the GDP of Japan, and $285 billion to the GDP of Germany.2 The International Monetary Fund
asserts that closing gender gaps is as much a part of economic development as poverty reduction,
and adds that greater gender equality improves economic efficiency in three ways: improved
productivity, using more household resources to benefit children, and improved decision- and
policy-making of institutions.3
Now let’s take a closer look at the world of corporations and their investors. There is often an
assumption that corporations, being economic actors on a competitive stage, always act in
their own self-interest as skilled competitors are assumed to do, and thus if women are less well
represented in senior and technical roles it must be for solid financial or competitive reasons.
That’s the same fallacy as assuming that there cannot be a $20 bill on the sidewalk, because if
there were, it would have been picked up already. A wealth of literature shows that corporations
that include women among senior decision-makers, eliminate pay gaps, and provide equal
opportunities to men and women, actually do better than their competitors.4
Leadership and Workforce

More equal gender balance in the places where corporate decisions are made—the boardroom
and the executive suite—is associated with better financial outcomes.
One of the most extensive studies that support the case for gender equality is also one of the
newest, from Credit Suisse Research Institute.5 This study looked at the impact of both board and
executive diversity at over 3,000 companies globally, and finds clear evidence that more women
on boards and in senior management generates higher returns on equity, while still having more
conservative balance sheets. That means that having more women decision makers is associated
with improved returns without raising the risk. As investors, we expect to get higher returns if we
take more risks; getting higher returns without paying for it in terms of heightened risk indicates
a very robust source of value. Moreover, the companies in this group of 3,000 large companies6
with at least one woman on the board outperformed the group with no women for over 10 years,
from 2006 through mid-2016.
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Global Performance: Companies Market Cap >USD 10 billion

Source: Bloomberg, Credit Suisse Research

That finding also applies to women in senior management. Companies with more women
in senior management—even when “more” is limited to a single woman—outperformed the
entire sample of over 3,000 companies in terms of share price from 2009 through mid-2016. In
addition, the share price performance for companies with more women in management was
better than the performance of companies with fewer. The best-performing cohort was the group
of companies with greater than 50 percent women in senior management.
Share price performance for baskets with different tiers of female participation in
senior management

Source: Bloomberg, CS Gender 3000

In 2015, RobecoSAM looked at gender diversity across all organizational levels, constructing one
portfolio of companies with low gender scores (lower proportions of women in the workforce
and management, and higher pay disparity) and high gender scores.7 The companies in the
portfolio with the top gender rankings outperformed the market over the decade between 2004
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and 2014, and the highest-ranked companies outperformed the portfolio with the lowest gender
score by an even greater margin.
Top-ranked companies based on the RobecoSAM Gender Score outperform

Source: RobecoSAM

But what about the United States? There’s a widely-held belief that Europe is ahead of the rest of
the world when it comes to diversity; are these global results perhaps driven by Europe? No. A
recent academic paper looks at the performance of over 2000 firms in the United States between
2000 and 2013, using a new technique to help explain the diversity of findings in previous
academic work.8 The striking insight from this work is that for high-performing companies,
having women on the board is positively and significantly associated with better financial
performance.9 What that means, for people who aren’t statistics whizzes, is that having more
women on boards can be a very good thing for financial performance, but that it’s not enough
to overcome other factors that make performance dismal at companies. That makes sense. If
women were really some kind of silver bullet that overcame every other wrong decision and
misguided strategy, it’s very likely that someone really would have picked up that particular $20
bill, if it never had been on the sidewalk to begin with.
Morgan Stanley also weighed in on the value of gender diversity in 2016, taking a very
comprehensive approach to what “gender diversity” means in business.10 That approach included
five themes: gender diversity in executive ranks and on boards; pay equality; representation
of women at employee, manager, executive and director levels; policies promoting equal
opportunity and diversity; and work-life balance programs. The study found that companies with
better gender diversity had better financial performance (return on equity) and lower volatility
than less diverse peers, and that outperformance stretched over a five-year period. Moreover,
the top fifth of companies, in terms of gender score, had much better performance11 than peers,
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indicating that having better gender balance was better for companies than a tick-box approach
of having token women in decision-making roles.
Grant Thornton also shows a strong link between gender diversity in corporate decision-making
and the growth prospects of businesses.12 They examined companies in the U.S., UK and India,
and concluded that companies with women on boards and in executive management had better
returns on assets in all three markets. Overall, the opportunity cost, or potential value sacrificed by
companies with no women in leadership ranks, totaled $655 billion in all three markets.
The Value of Diversity in Decision-making

If you take a quick trip through literature, both academic and popular, on the value of diversity
in decision-making, a couple of ideas jump out. One is that diverse groups are smarter than
homogeneous ones, in terms of solving problems and making decisions.13 People who bring
different experiences, skills and backgrounds to group decision-making process force the group
members to examine more alternatives, prepare better for decision-making, and anticipate
different viewpoints. The variety of ideas that come up in diverse groups is one source of this
outperformance, and another is more careful information processing that happens in more
diverse groups.14
Being better at group decision-making and diversity doesn’t mean being more comfortable. It
is often more difficult to reach a decision, much less a consensus, in a diverse group, and the
likelihood of conflict is greater. In short, just because diversity makes for better decision-making
doesn’t mean it’s more fun. Perhaps that’s one reason for the glacial pace of progress in achieving
greater diversity in corporate executive ranks and boardrooms; the network of people we know,
like and are comfortable with, just feels more convivial than groups that include people we don’t
usually think of as being in the tribe. This is a place where the “no pain, no gain” advice has some
traction.
Was it fun for the board of Nike to listen to its first woman member, Jill Ker Conway, exhorting
the company to pay more attention to the female athletic equipment market? We may never
know, but we can certainly imagine that it wasn’t. Judy Rosener writes about Nike’s and Conway’s
journey in her book America’s Competitive Secret: Women Managers, noting that the board took a
while to warm up to Conway’s idea that the company create a women’s division.
“ Initially her idea was rejected out of hand. As Nike president Richard Donahue
recalled, “Our habit was to make a male product, color it pink and sell it.” Conway
kept arguing for a separate division run by women and targeting female customers.
Eventually the board acquiesced, and by late 1993 the women’s division accounted for
20 percent of Nike’s domestic revenues.”15
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By May 2016, Nike’s revenues from its women’s segment had revenues of nearly $6.3 billion, and
the company announced plans in 2015 to grow that to $11 billion by 2020.16
Yes, that’s an anecdote, and that is not the same as proof. But it does comport with the results of
real research, such as a Harvard study that documented that teams with more women on them
outperformed teams with higher IQ scores on a set of tasks including brainstorming, decision
making, and visual puzzles.

17

The bottom line is that there are good, well-researched reasons why having more equal gender
balance results in better outcomes.
Women in Specific Roles

Innovation
It is widely understood that the proportion of women in STEM fields is low, and making progress
in evening the scales has been difficult and slow. So, we often tend to think of R&D, or the whole

“The bottom
line is that
there are good,
well-researched
reasons why
having more
equal gender
balance results in
better outcomes.”

enterprise of innovation, as being a man’s world—and while it often is, there is evidence that
gender diversity brings value to it.
In examining whether diverse teams were better at producing innovation, and in particular,
radical innovation (as opposed to incremental innovation),18 researchers found that the
probability of making a radical innovation increased significantly when the R&D team was
more gender-diverse. That comports with the findings of a paper that came out in 2015 looking
at board diversity and innovation, which found that firms with more gender-diverse boards
achieved greater innovative success.19 The two works focused on gender diversity in very different
places—R&D teams and boards—yet both found value in that diversity.
Another benefit of diverse teams resonates well for innovation: more gender-balanced teams are
also more likely to experiment and be creative. “At the heart of the innovation strategy are people
prepared and able to work collaboratively in teams and to exchange and synthesize knowledge from
many different sources.”20
A study of the impact of women in top management over a 15-year period found that having
women in top management improved firm financial performance21 in companies focused on
innovation, in part because of the ability of diverse groups to bring different perspectives to the
process of decision-making.22 Another part of that equation was that women tend to have some of
the behavioral attributes in managers that are particularly supportive of creativity and innovation:
bargaining and negotiation, and coalition building and cooperation, rather than domination.
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Risk
Innovation is, of course, only one source of corporate competitive success and only one parameter
of investment performance. So why focus on that? Because it helps to illuminate another area where
perception and reality may not match perfectly: risk. Research and development, and especially
radical innovation, is generally thought of as a risky enterprise. There’s a vast collection of literature
documenting the idea that most new products fail.23 When they win, the success is spectacular
enough to keep the enterprise of innovation going, but the risks are significant.
The idea that women are more risk-averse than men is pervasive. But is it right? Not entirely,
at least not in the simplistic women-run-from-risk-while-men-live-on-tightropes form. Credit
Suisse notes that in their study of 3000+ firms around the globe, women appear to manage more
for downside risk, rather than focusing on absolute return as male managers seem to do.24 Firms
with more women decision makers tend to have higher dividend payouts and higher returns
on capital employed, which “implies better returns for lower risk,” per Credit Suisse. This is
consistent with the findings that gender diversity on boards is correlated with decisions that
add a hedging value premium and a reduction in risk.25 An earlier study looked at insolvency, a
different facet of risk, and found compelling evidence that having more women on the board is
associated with a lower probability of insolvency for companies.26
Risk can show up in a thousand ways, including some that are sometimes cryptic. One of the
subtler indicators of possible risk is earnings management, or the use of accounting techniques
to create rose-colored glasses of corporate financial performance. Understandably, investors
prefer to see corporate financial performance as it is, and quite a lot of financial analysis is aimed
at penetrating the appearance of robustness created by earnings management to get at the true
picture. From the studies that have been done on the intersection between gender diversity and
earnings management, it appears that women’s greater propensity to monitor risk manifests itself
in accounting decision-making: women on boards and women CFOs are associated with lower
earnings management, and higher quality earnings.27
The Bottom Line

The lives we live, from perspectives biological, societal, economic, and financial, are driven by
heterogeneity. Men and women together can do more, and do better, than either gender—or
really, any gender—can do alone.
Often, the resistance to achieving better gender balance is driven by the unspoken fear, on the
part of the haves, that empowering have-nots will diminish their own opportunities or wealth.
The economic studies, as well as the financial ones, cited here show the exact opposite: the world
of economics and finance is not a zero-sum game. We’re all better off when we all have equal
access to opportunities, including the opportunity to make strategic decisions.
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Pax World Management LLC

Pax World Management LLC, investment adviser to Pax World Funds and creator of the Pax
Global Women’s Leadership Index,* is a pioneer in the field of sustainable investing. Pax World
integrates environmental, social and governance (ESG) research into its investment process to
better manage risk and deliver competitive long-term investment performance. Across all of its
funds, Pax World withholds support from all-male corporate board slates, and working with
other institutional investors, actively engages with companies to embrace gender diversity on
their boards and advance women in the workplace. For over 45 years, Pax World has made it
possible for investors to align their investments with their values and have a positive social and
environmental impact. Today, its platform of sustainable investing solutions includes a family of
mutual funds, as well as separately managed accounts.
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* A custom index calculated by MSCI. One cannot invest directly in an index.
The statements and opinions expressed are those of the author as of the date of this report. All information is historical and not indicative of future
results and subject to change. This information is not a recommendation to buy or sell any security.

You should consider a fund’s investment objectives, risks, and charges and expenses carefully before investing. For this and
other important information, please obtain a fund prospectus by calling 800.767.1729 or visiting www.paxworld.com. Please
read it carefully before investing.
An investment in the Pax World Funds involves risk, including loss of principal. Past performance is no guarantee of future
results.
As of 12/30/16, Nike, Inc. was 0.7% of the Pax ESG Beta Quality Fund and 1.9% of the Pax Ellevate
Global Women’s Index Fund. Holdings subject to change.

Pax World Investments

30 Penhallow Street, Suite 400
Portsmouth, NH 03801
800.767.1729
info@paxworld.com
www.paxworld.com

Separately managed accounts and related advisory services are provided by Pax World Management
LLC, a federally registered investment adviser. ALPS Distributors, Inc. is not the distributor for Pax
World’s separately managed accounts.
Copyright © 2017 Pax World Management LLC. All rights reserved. Distributor: ALPS Distributors Inc.: Member FINRA.
ALPS Distributors, Inc. is not afﬁliated with McKinsey, Credit Suisse, RobecoSAM, Morgan Stanley, Grant Thornton, Harvard University
or the New York Times.
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