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Most Inst'l Investors Rate Diversity as Important to Investment 
Programs 
The majority of investors say they are focused on diversity, equity and inclusion when it comes to 
investment decisions, but at an industry level, allocations to firms owned by women and people of color 
have been slow to budge. 
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Eighty percent of institutional investors believe diversity, equity, and inclusion are important to 
incorporate into their investment programs, according to a recent survey of conducted by NPEC, a 
Boston-based investment advisory firm. 

Subsets of investors held strong opinions on both ends of the spectrum – 18% pointed to these factors, 
known as DEI for short, as extremely important, while 20% said they were not important at all. 

Respondents from endowments, foundations and health care organizations were the most likely 
institutions to designate DEI considerations as important to their investment programs, while some 
pensions and insurers were less enthusiastic, with 23% rating these factors as unimportant, NEPC found. 

Endowments and foundations have likely been more receptive to DEI considerations due to pressure 
from their stakeholders, said Robert Raben, founder of the Diverse Asset Managers Initiative and a 
former assistant U.S. attorney general under President Bill Clinton. 

“They have constituency groups – students, alumni, student newspapers, donors – that interface with 
the public and with regulators and so they're more susceptible to these conversations,” he said. 

Despite investor interest in considering diversity in their investment programs, progress at getting more 
money in the hands of investment firms owned by women and people of color has been slow. Firms 
majority-owned by women or minorities manage just 1.4% of the more than $82 trillion controlled by 
the U.S. asset management industry, according to a report released in December last year by the John S. 
and James L. Knight Foundation. 

Small asset management firms owned by women and people of color often face due to investors high 
requirements for assets under management, said Lisa Langley, CEO and founder of Toronto-based 
investment management firm Emerge. 



“I don't turn down an opportunity to work with a firm because they have $100 million or less. I'm more 
interested in what kind of money manager they are. Are they a good portfolio manager? Will they make 
clients money? I think the deck is stacked against women as a gender group, women of color in 
particular,” Langley said. 

Investors ought to consider not just board representation, but broader DEI policies in firms’ investment 
considerations, said Marypat Smucker, principal at Parallelle Finance, a research firm focused on gender 
lens investing. 

“In order to get the benefits of diversity in decision making and management, you have to have the 
hiring, supporting, promoting, and retention of racially diverse women. That should be your investment 
criteria,” Smucker said. “All the data around that are what investors can look for to have gender and 
broader based DEI investment criteria.” 

A smattering of studies comparing performance of companies with and without gender diversity in 
leadership positions have found benefits to a diverse management slate. 

A 2019 global analysis by Morgan Stanley found that the most gender-diverse companies outperformed 
regional benchmarks by 1.7 percentage points on average each year, while the least gender-diverse 
firms underperformed by 1.4 percentage points. That same year, a study by the Investments and Wealth 
Institute found that return on equity was 4.2 percentage points higher for the top quartile of companies 
based on women in leadership positions compared to the bottom quartile. Separately, a McKinsey 
report found that companies in the top quartile for gender diversity on executive teams were 25 percent 
more likely to have above-average profitability in 2019 than companies in the fourth quartile. 

“The business case has been made,” Smucker said. “Diversity in corporate leadership outperforms.” 

Funds can no longer ignore the positive impact of DEI considerations on performance, Raben said. 

“If my fiduciary duty is to protect or maximize returns, then I need to be sourcing and working with the 
full pool of talent. And if we are unnecessarily excluding high performing super talented women, or 
Blacks, we're losing money,” he said. “If all these empirical studies show diversity improves 
performance, then it is your fiduciary duty to maximize diversity. 

Diversity, equity and inclusion metrics have become more material to investment performance in recent 
years, said Cate Faddis, president and chief investment officer of Boston-based RIA Grace Capital. 

“When the chips are down, the people who have made the investments in equality, making sure 
everyone’s paid equally, it comes back around,” she said. “But you will get caught if you’re doing 
something wrong. And if you don’t have a wonderful culture that recognizes talent no matter who you 
are, there is absolutely an effect.” 

The reluctance of some institutional funds to work with diverse managers is linked to the time 
commitment associated with hiring them, she said. 



“When you hire a money manager, you're hiring them for a five or 10 year commitment,” she said. 
“That's really what your deepest thoughts and fears come out. Do I really want to defend this person 
when they have that three year bad stretch? Do I want to get in front of the investment committee and 
defend?” 

Another reason for the industry’s slow progress has been the fact that moving funds to a diverse-owned 
manager may mean taking business away from a historically white or male one, Raben said. 

“If I'm Harvard or Stanford, or the Florida pension plan, and I want to move $500 million to a Hispanic 
fund, I have to take that $500 million from somebody, an existing client. And I'm here to tell you that the 
large incumbents, the Carlyle’s and the KKR’s and the Vanguard's, they fight tooth and nail to not let 
that happen,” Raben said. “So racism, sexism, and incumbency are the central problems.” 

The insular nature of the industry has also been a significant hurdle, Faddis said. 

“There are lots of excuses that people make. ‘We can't find the good people.’ I know plenty of good 
people who would love some of these opportunities. So I don't buy it,” Faddis said. “You tell me you 
could pick someone from anywhere in the world, and all the portfolio managers you found happen to 
belong to your country club? You must have a really brilliant country club that the best people all 
happened to be within a 50-mile radius of and they all went to the same schools you went to. But that's 
the business.” 
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