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Introduction – Investors Are Challenging Companies On Board Diversity
In 2017, investors challenged many public company boards1 to improve their gender, racial, and ethnic
diversity.2 Institutional investors, such as CalPERS3 and NYC Pension Funds,4 as well as large mutual
fund companies, such as State Street Global Advisers and BlackRock, Inc.,5 have made their message
very clear to existing boards: make reasonable commitments and progress toward adding women and
minorities to your board, or be
prepared to be challenged for re2016 Fortune 500 Board Composition
election. One investor explained to
me that gender diversity was the
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initial focus, because investors can
%age in
Directors
typically tell from a simple review of
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directors’ names whether women
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Minorities
21
22.1 (i)
directors’ names alone do not
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9
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reliably reveal racial or ethnic
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characteristics. In the future, the
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6
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investor added, better disclosure of
backgrounds in proxies will allow
(i) Highest since inception in 2009.
closer evaluation of all diversity
(ii) Compared to 8.3% in 2014 and 9.3% in 2015.
elements. Companies should
(iii) Compared to 5.0% in 2014 and 4.0% in 2015.
expect the push for board diversity
(iv) Compared to 5.3% in 2014 and 4.8% in 2015.
to continue in 2018 and beyond,
until gender, racial, and ethnic
Source: Heidrick & Struggles Board Monitor,
diversity on public company boards
https://www.boardmonitor2017.com
is substantially improved.
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Why are investors pushing public boards so hard on diversity? It is certainly not about political
correctness. It’s business. Both investors and CEOs6 alike are now convinced that appropriate diversity
on boards will substantially improve group decision making and improve performance.7 Further, many
fund companies believe that improving diversity will resonate with young people, who are a significant
target group for increased deposits for the fund industry.8
The push for diversity has created discomfort for some directors. At a recent director education
conference at which I was a speaker, I witnessed an argument between an institutional investor and an
attendee who objected strenuously to the investor’s push for board diversity.9 After the attendee argued
that diversity did not produce better performance,10 the institutional representative countered with a list of
studies that support the proposition that having diversity on boards helps eliminate groupthink,11 reduces
financial restatements,12 and improves overall performance.13 He also added that women and minorities
provide boards with useful perspectives for improving marketing to the millions of women and minority
consumers. The argument ended with the investor concluding: “We are convinced of the benefits of
diversity, and we want it at companies we invest in.”
It is clear to me, through many conversations with board members over the years, that the vast majority of
directors are not opposed to increasing diversity on corporate boards. However, the conference
attendee’s comments revealed a certain reticence that still lingers. Many directors simply believe that
business and professional skills have a greater influence on positive board performance and outcomes.
Although this view is understandable, the push for board diversity is now part of the permanent landscape
facing directors that may result in disruptive disputes. Under these circumstances, the best course of
action may be to accept reality, be practical, and fully embrace board diversity.
At a minimum, directors should be ready to have a conversation with investors who want to engage about
board diversity. Investors will point out that there are many qualified women and minorities for particular
industries. Investors will add: if you don’t have such individuals on your list of potential candidates, you
are simply not looking in the right places or using the right recruiting channels.14

Adopting a Board Diversity Policy and Disclosure
The SEC does not yet require boards to adopt a diversity policy,15 despite statements by the prior Chair of
the SEC in support of such an initiative.16 Cautious by nature, boards have been hesitant to adopt formal
policies on diversity. Many boards try to have it both ways, publicly endorsing board diversity, while
declining to adopt a formal diversity policy. Clearly, this approach will no longer be sufficient to satisfy
investors.17
Adopting a board diversity policy will be encouraged by investors and considered a best practice. The
chair of a board’s nominations and governance committee should lead the committee, with the input of
other directors, in creating the board’s diversity policy (see note 18 below for examples).18 Two elements
that investors will look for in reviewing diversity policies are (i) an annual report on the effectiveness of the
diversity policy, and (ii) detailed disclosure of the current diversity characteristics of the board.
An annual diversity report should not be something to fear. Legitimate efforts to recruit women and
minorities will be applauded, and a reasonable period to improve board diversity will likely be acceptable
to investors. Of course, not all companies will have director vacancies or be able to enlarge the board to
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accommodate diversity in a given year. Nevertheless, in the annual diversity report, the board’s
assessment of the effectiveness of the policy can be reported, along with yet unmet goals. Earnest
commitment shown through the adoption of a diversity policy will help protect the board from attack by
activists. Investors will also applaud including in the diversity policy maintaining a list of qualified board
candidates for future consideration, which includes candidates with diverse backgrounds.19
Further, boards should consider disclosing, through a matrix approach or a narrative, each board
member’s specific skills and experience, as well as their background, as self-identified, including gender,
race, and ethnicity.20 This type of disclosure offers an opportunity to demonstrate each director’s
qualifications — highlighting skill sets and diverse perspectives.21

Initiation and Briefing of New Directors
All new directors need to receive a well-planned initiation and briefing. Ideally, the chair of the board
should spend time before the first board meeting to explain the dynamics of board meetings. Every board
has different norms as to the flow of discussions and questions at the meetings. Expectations for new
directors should be communicated early. The management team should also provide for an orientation
and explanation of the business.
Additionally, new board members should be afforded early in their tenure the opportunity to prepare a
board report on a meaningful subject with the assistance of another board member. It could be, for
example, a report on a particular part of the business that was not addressed sufficiently in prior board
meetings and that will also require some collaboration with management. This assignment will increase
the new director’s understanding of the business, allow management to get to know him or her better, and
allow for the new director to contribute early in a meaningful way.

Conclusion
Given the low numbers of women and minorities on boards, directors will continue to hear regularly from
investors about improving diversity. Taking strong steps to improve board diversity in 2018 and beyond is
a rational and soon-to-be inevitable step. The new challenge for many boards will be to adopt a board
diversity policy and to provide a robust disclosure in the proxy detailing each director’s skills and his or
her demographics, as self-identified. Of course, new directors should be properly initiated and given early
responsibilities to become fully part of the director team. Clearly, boards that seek greater diversity with
enthusiasm and thoughtfulness will reap significant value and benefits over time.
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