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As investors encourage asset managers and firms to boost management teams’ diversity, it feels like the
right thing to do. But does it also deliver better results? NASDAQ asked the SEC in early December for
permission to adopt a new listing requirement, obligating its 3,249 listed companies to have at least one
woman and one person who self-identifies as an underrepresented minority on their boards within the next
two years. The connections between diverse management and profits are sometimes difficult to
demonstrate, but an increasing body of research is making the link more recognizable.

Organizations with diverse management teams report better overall financial performance,
according to an extensive survey of 1,700 firms across eight countries conducted by the Boston Consulting

Group (BCG).

e  EBIT margins for the more diverse companies were 10% higher than for those companies with
below-average diversity on their management teams.

e  Management teams with above-average diversity reported earning nearly half their revenue from
innovative products and services—nearly 20% more than companies with below-average diversity
on their management teams.

e  BCG’s large sample extended across a variety of industries, countries and sizes and observed
factors such as age, gender, career path, education, industry background and nationality.

e  Companies with above-average scores in these factors also showed a significant correlation with
greater innovation. In other words, nearly half the revenue of companies with more diverse
leadership came from transformative products and services launched in the past three years.

The connection between diversity and innovation also appears in a study by the Harvard Business
Review, which with partnered with the Technical University of Munich and BCG. It found:

e  Companies with above-average total diversity across their workforce had both 19% higher
innovation revenues and 9% higher EBIT margins, on average. Innovation in this case is measured
in terms of new lines of revenue within the past year.

e  The study looked at around 1,600 firms in eight different countries, and the results were
staggering.

e  The most-diverse enterprises were also the most innovative, as measured by the freshness of their
revenue mix within the last year.
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https://www.nytimes.com/2020/12/01/business/dealbook/nasdaq-diversity-boards.html
https://www.bcg.com/publications/2018/how-diverse-leadership-teams-boost-innovation
https://www.bcg.com/publications/2018/how-diverse-leadership-teams-boost-innovation
https://hbr.org/2018/01/how-and-where-diversity-drives-financial-performance
https://hbr.org/2018/01/how-and-where-diversity-drives-financial-performance
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e  The six dimensions of diversity measured (migration, industry, career path, gender, education,
and age) had statistically significant correlations with innovation, both individually and
collectively, although industry, nation of origin, and gender had slightly larger effects. The study
found innovation revenues could increase by 1% by enriching the diversity of the management
team, 1.5% with respect to national origin, 2% with respect to industry origin, 2.5% with respect to
gender, and 3% with respect to managers with different career paths. With greater increases on
more dimensions, the total uplift potential could therefore be even more significant.

Companies with Above-Average Diversity
Also Have Higher Innovation Revenues

SHARE OF INNOVATION REVENUES FROM PRODUCTS LESS THAN THREE YEARS OLD
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Gender, ethnic and cultural diversity all help improve corporate results, finds a McKinsey study
of more than 1,000 firms in 12 countries. The study’s results revealed:

e  Companies in the top quartile for gender diversity on executive teams were 21% more likely to
outperform on profitability and 27% more likely to have superior value creation.

e  Companies in the top quartile for ethnic/cultural diversity (LGBTQ+, age/generation,
international experience) on executive teams were 33% more likely to have industry-leading
profitability.

e  The two studies used two measures of financial performance — profitability using average EBIT
margins for non-financial companies, and average Return on Equity (ROE) for financial
companies over five-year periods starting in 2010. Value creation was measured as average
economic profit as a percentage of average revenues over the same five-year periods.

e The highest-performing companies on both profitability and diversity had more women in line
roles (typically revenue-generating) than in staff roles on their executive teams.

e  Overall, companies in the bottom quartile for both gender and ethnic/cultural diversity were 29%
less likely to achieve above-average profitability than were all other companies in the data set.

Firms with a higher percentage of a female workforce experienced 2% higher average

relative returns compared to other companies in the same regions, according to a Morgan
Stanley study. It also revealed:
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https://www.mckinsey.com/~/media/mckinsey/business%20functions/organization/our%20insights/delivering%20through%20diversity/delivering-through-diversity_full-report.ashx
https://www.morganstanley.com/access/gender-diversity
https://www.morganstanley.com/access/gender-diversity
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e  Over a six-year period, companies with more gender diversity enjoyed a one-year return on equity
that was 1.1% better than companies with low female representation.

e  Explaining the results is always more difficult. This study suggests gender diversity may
contribute to better employee engagement and employee satisfaction. Interestingly, there seems
to be a statistically significant relationship between diversity practices and employee engagement
at work, for all employees, not just women.

o  The research also suggests companies that simply keep their workforce motivated and engaged
are able to retain their employees for longer, which helps reduce costs related to turnover.

e A separate 2016 MSCI study looked at the tipping point of female representation on corporate
boards and found that U.S. large-cap companies with at least three women on their boards in 2011
had median increases of 10% in ROE and 37% in EPS by 2016. Those with no women had median
decreases of 1% and 8% in ROE and EPS, respectively, over the same period. The study covered
532 representative companies from the MSCI World Index.

Diversity also contributed to the performance of asset managers, according to a Harvard Business
Review study that found diverse investment teams delivered more profitable exits:

e  Venture capital firms that increased their proportion of female partner hires by 10% saw, on
average, a 1.5% spike in overall fund returns each year and had 9.7% more-profitable exits (for
context, roughly a third of all VC investments have a profitable exit over a 26-year period).

e  Conversely, for investments by partners with shared-school backgrounds, performance was worse.
The comparative success rate of their exits was 11.5% lower, on average, than for those by partners
from different schools.

e  The effect of shared ethnicity was even stronger, reducing an investment’s comparative success
rate by 26.4% to 32.2%.

e  The study examined the records of 42,502 firms from 1990 to 2016 and found that 8% of their
employees are female, about 2% Latino, and fewer than 1% of investment team members are
Black.

The suggested benefits of diversity in organizations do not just stop at improving margins or
talent pools. The National Bureau of Economic Research attributes about 25% of the GDP growth per

capita in the U.S. to the greater prevalence of white women and Black Americans of both genders in the
workplace.

e The study looks at GDP trends beginning in 1960, when significant barriers prevented white
women, Black women, and Black men from entering highly skilled occupations (in fields such as
law, medicine, science, academia and management). The research found that gender and racial
diversity have increased markedly in such fields over the past 60 years and links that change to
improvements in aggregate productivity.

e Inshort, the authors argue, the United States began making better use of the talent at its disposal
and delivered better results.

e  The analysis of highly skilled occupations shows a positive relationship between diversity and the
value of goods and services produced in the United States.

With thanks to Christopher Smart, Agnés Belaisch, Mina Nazemi, Michael Henry and Kathryn Asher for
your valuable perspectives and aduvice.
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https://www.mckinsey.com/~/media/mckinsey/business%20functions/organization/our%20insights/delivering%20through%20diversity/delivering-through-diversity_full-report.ashx
https://www2.deloitte.com/au/en/pages/human-capital/articles/role-diversity-practices-inclusion-trust-employee-engagement.html
https://www.msci.com/documents/10199/fd1f8228-cc07-4789-acee-3f9ed97ee8bb
https://hbr.org/2018/07/the-other-diversity-dividend
https://hbr.org/2018/07/the-other-diversity-dividend
https://www.hbs.edu/faculty/Publication%20Files/17-067_b5578676-e44c-40aa-a9d8-9e72c287afe8.pdf
http://klenow.com/HHJK.pdf
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IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change without
notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely
performance. Investment involves risk. The value of any investments and any income generated may go down as well as up and is not
guaranteed. Past performance is no indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY
INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are
provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or investments.
The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in this document.
No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in the currency
exchange rates may affect the value of investments. Prospective investors should read the offering documents, if applicable, for the details
and specific risk factors of any Fund/Strategy discussed in this document.For Professional Investors/Institutional Investors only. This
document should not be distributed to or relied on by Retail/Individual Investors. Barings LLC, Barings Securities LLC, Barings (U.K.)
Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring
International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset
Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, and Baring Asset Management
Korea Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an "Affiliate"), together known as
"Barings." Some Affiliates may act as an introducer or distributor of the products and services of some others and may be paid a fee for
doing so.

NO OFFER:

The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial instrument or
service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives, financial situation or
particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice, an investment
recommendation, investment research, or a recommendation about the suitability or appropriateness of any security, commodity,
investment, or particular investment strategy, and must not be construed as a projection or prediction.

In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before
making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or other
professional advice as appropriate. Unless otherwise mentioned, the views contained in this document are those of Barings. These views
are made in good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual
portfolio management teams may hold different views than the views expressed herein and may make different investment decisions for
different clients. Parts of this document may be based on information received from sources we believe to be reliable. Although every effort
is taken to ensure that the information contained in this document is accurate, Barings makes no representation or warranty, express or
implied, regarding the accuracy, completeness or adequacy of the information.

OTHER RESTRICTIONS:

The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit the possession or
distribution of the document in any jurisdiction, where action for that purpose may be required. Accordingly, the document may not be
used in any jurisdiction except under circumstances that will result in compliance with all applicable laws and regulations.

Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or available in their
jurisdiction.

Copyright and Trademark:

Copyright © 2020 Barings. Information in this document may be used for your own personal use, but may not be altered, reproduced or
distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark Office and in other
countries around the world. All rights are reserved.
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