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BOARD DIVERSITY

The Imperative for Gender Diversity on Boards

By Doreen Lilienfeld and Nell Beekman

In recent years, several studies have shown
what some might intuitively know: having
women on the board of directors is beneficial
to corporations. But despite mounting evidence
in favor of women in the boardroom, women
continue to hold only a small percentage of
corporate board seats in the United States, and
their numbers have not increased significantly
over the past several years.! As public awareness
of this issue increases, companies whose boards
lack diversity may be subject to scrutiny and
negative publicity.?

Although negative media coverage and public
pressure have induced certain companies to add
women to their boards, so far the threat of bad
publicity has not caused widespread change.
Women hold 11 percent of board seats at the
largest companies worldwide. In 2013, among
the 100 largest US public companies listed
on the New York Stock Exchange (NYSE) or
NASDAQ, women held approximately 21 per-
cent of board seats, and only two companies
had boards composed of at least 40 percent
women.? Female directors tend to be more com-
mon in larger companies, so while 16.9 percent
of directors in the S&P 500 are women, the
percentage is 13.5 percent in the S&P Midcaps
and only 11.3 percent in the S&P Smallcaps.*
However, their representation on corporate
boards has been increasing very slowly: the
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percentage of female directors at Fortune 100
companies increased from 16.9 percent to 19.7
percent from 2004 to 2012.°

There is some disagreement about why prog-
ress in addressing gender imbalance has been
so slow. Women tend to attribute the lack of
female directors to board members’ inclina-
tion to choose new directors from their existing
networks and to favor candidates who look
like them; men often cite the difficulty of iden-
tifying qualified female candidates.® Boards’
preferences for director candidates with CEO
experience, thereby excluding many otherwise
qualified women, have also been blamed for
the low number of female directors.” In addi-
tion, increasing the number of female directors
often involves replacing older, more experienced
men with younger and less experienced women,
although this transition may be facilitated by
the prevalence of mandatory retirement ages
for directors at many companies and the large
percentage of directors who are near or above
the typical retirement age.®

Whatever the underlying cause, the reluc-
tance of boards to add more female directors
may actually be harmful to companies, as a
growing body of research demonstrates posi-
tive correlations between gender diversity on
boards and improvements in corporate gover-
nance and financial performance. The Credit
Suisse Research Institute conducted one of
the largest studies, which included data from
2,360 companies worldwide from 2006 to
2012, and found that companies with a market
capitalization of more than $10 billion that
have at least one female director outperformed
peer companies with all-male boards by 26
percent.” The Credit Suisse study also found
that companies with mixed-gender boards
averaged higher net income growth, lower net
debt-to-equity ratio, and faster reduction in
debt compared to companies with all-male
boards.
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Three Recent Studies

In the past year alone, three studies have
demonstrated the benefits of women serving in
leadership roles. A study by Thomson Reuters
found that companies with all-male boards
underperformed and displayed slightly more
volatility compared to companies with mixed
boards.!” A study from the University of British
Columbia’s School of Business published in
the Journal of Corporate Finance concluded
that companies pay less for acquisitions when
they have more women sitting on their boards,
indicating that women are less inclined to chase
risky deals and tend to demand more for the
company’s money.'! Finally, a report published
by the professional services firm Rothstein
Kass compared an index of hedge funds run by
women with a broader hedge fund index and
found the women-run hedge funds had a higher
average return.'?

Given the research, it would be reasonable
to expect companies to rapidly and voluntarily
increase the number of women in the boardroom
without any outside pressure, but, as discussed
above, this has not yet happened. In response,
there has been an effort, both in the United
States and globally, to increase gender diversity
on corporate boards through government action,
advocacy, and shareholder pressure. The US has
tended to favor government action that encour-
ages board diversity rather than mandating spe-
cific quotas. One example is Senate Concurrent
Resolution (SCR) 62, which was passed by the
California State Senate in August 2013 by a
30-6 vote. SCR 62 urges, but does not require,
publicly traded corporations in California with
fewer than five board seats to have at least one
female director, those with five to eight board
seats to have at least two female directors, and
those with nine or more director seats to have
at least three female directors. The SEC encour-
ages diversity by requiring public companies to
disclose in their annual proxies whether and how
board or nominating committees take diversity
into account in identifying board nominees.

Much of the drive to get more women on
boards has come from outside government,

as industry and nonprofit organizations and
programs have been formed to advocate for
greater gender diversity. Some groups work
toward this goal by attempting to influence
companies directly. For example, the Thirty
Percent Coalition, an organization composed
of senior business executives, national women’s
organizations, institutional investors, corporate
governance experts, and board members, sends
letters to large public companies with no female
board members and files shareholder resolu-
tions asking them to commit to greater gender
diversity on their boards. Other groups, such as
2020 Women on Boards, campaign to increase
public awareness of the importance of gender
diversity. There are also initiatives and pro-
grams that focus on preparing women to take
positions on corporate boards. On the Board, a
fellowship program run by George Washington
University School of Business, selects a small
number of female executives with the goal of
placing them on corporate boards and provides
them with mentoring and training in topics such
as finance and cybersecurity.'?

Pressure from Shareholders

Companies have also been facing pressure
from shareholders to diversify their boards.
Apple Inc., recently added language to its
board committee charter promising to consider
women and minorities as board candidates after
shareholders Trillium Asset Management LLC
and the Sustainability Group registered their
displeasure that Apple has only one woman
on its board and threatened to bring the issue
to a vote.!* In addition to putting pressure on
companies, shareholders sometimes petition the
government to adopt more stringent rules. In
Canada, the Ontario Securities Commission is
proposing to adopt a “comply or explain” rule,
which would require companies to disclose,
among other things, the number and propor-
tion of female directors and executives, volun-
tarily adopted targets (if any) for the number
of female directors and executives, and progress
toward meeting those targets.!® The Ontario
Teachers’ Pension Plan, citing evidence that
more diverse boards make better decisions,
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urged the Ontario Securities Commission to
go even further and adopt a rule requiring any
company with fewer than three female directors
by 2020 to be delisted from the Toronto Stock
Exchange.'¢

When companies fail to voluntarily increase
the number of women holding board seats,
governments may decide to intervene. Over
the past decade, several countries have passed
quota laws requiring a minimum percentage
of women on public company boards. In 2003,
Norway was the first country to pass a quota
law, mandating that public companies achieve
40 percent representation of women on their
boards within five years; Belgium, France, Italy,
the Netherlands, and Spain have since passed
similar laws. Although the United Kingdom has
so far declined to introduce quotas, the busi-
ness secretary warned that quotas were a “real
possibility” after the increase in the propor-
tion of female directors stalled.!” In November
2013, the European Parliament voted in favor
of a proposed law that would require large,
publicly listed companies to have at least 40
percent women among nonexecutive directors
by the year 2020, although the directive will
still require the backing of European Union
member states to become law.'® Germany’s
new coalition government announced its plans
to require German-listed companies to fill 30
percent of their supervisory board seats with
women starting in 2016, four years earlier
than originally planned.! Although quota laws
were first introduced in Europe and are still
most common there, other countries, such as
Malaysia and Kenya, have also adopted quota
laws. In most cases, the stated justification for
imposing quotas is that companies failed to
increase the number of female directors when
left to their own devices.

Although the countries that impose and
effectively enforce quotas have generally been
successful at increasing gender diversity on
boards,? these laws remain controversial, even
in Europe. Quotas are likely not the ideal way
to achieve gender diversity, even when they
work: at least one study has indicated that the
Norwegian statute had a negative impact on

stock prices, operating performance, and the
experience level of directors.?!

Ideally, companies would not need to be
compelled, or even pressured, to address gender
imbalance in the boardroom. In light of the
research indicating that more diverse boards
are correlated with better performance and
decisionmaking, it is becoming increasingly
clear that companies with all-male boards are
failing to take advantage of the value added by
diversity. Companies that fail to diversify their
boards may also be subject to embarrassing
public criticism and shareholder pressure. In
addition, if boards do not voluntarily address
their lack of diversity, public frustration may
make the political landscape more receptive
to heavy-handed government intervention, as
demonstrated by the quota laws introduced
over the past decade. As the evidence in favor
of gender diversity mounts, it is time for compa-
nies to stop hesitating and take action. As one
male CEO said recently, “This issue is not about
equity or fairness, it’s about winning.”?
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