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Paola Profeta

Gender Equality in Decision-Making Positions: The Efficiency Gains

Women are under-represented in decision-making posi-
tions worldwide. However, gender equality and diversity
are recognised to have beneficial effects on organisa-
tions, institutions and the overall economy. This article
provides evidence that removing the glass ceiling — the
invisible barriers which prevent women from reach-
ing upper-level positions — may produce not only more
equality but also substantial efficiency gains.

According to the World Economic Forum in 2016, only
59% of the gender gap in economic opportunities has
been closed around the world.! At the current rate of
change, it will take another 170 years to close it.

Policies to accelerate the process towards economic
gender equality and to promote women’s empowerment
are at the centre of the debate in many countries around
the world. Gender equality is a top priority, not only be-
cause equality between men and women is itself an im-
portant development goal, but also because women’s
economic participation is “a part of the growth and sta-
bility equation”.?2 As women represent over half of the
population, and have talent, human capital and produc-
tivity equal to men, the global economy would benefit
from boosting women'’s participation in the labour force.
The absence of women from positions of leadership is
at odds with the strategy of exploiting talent to promote
business and performance.® This is particularly relevant
in times of modest economic growth.

In developing countries, gender equality and develop-
ment are intertwined: more gender equality creates the
conditions to boost economic development and con-
tributes to economic growth, while more development
leads to more gender equality.* In developed countries,
women are typically more educated than men, they

1 World Economic Forum: The Global Gender Gap Report 2016, Insight
Report, 2016.

2 International Monetary Fund: Annual Report 2014: From Stabilization

to Sustainable Growth, Washington DC 2014, International Monetary

Fund.

Ibid.

4 E. Duflo: Women empowerment and economic development, in:
Journal of Economic Literature, Vol. 50, No. 4, 2012, pp. 1051-1079.
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represent a crucial positive value for the economy and
they contribute substantially to economic growth. More
women in the labour market translates into a substantial
increase in GDP.5> Moreover, a virtuous circle may be-
gin when more women work: the demand for services
causes consumption to increase, leading to the creation
of more jobs, for both men and women. Finally, women’s
participation in the labour market may play a positive
role with regard to fertility and household well-being.®

When we move from labour market participation to
women’s representation in decision-making positions,
the gender gaps are exacerbated. Even in countries in
which women participate in the labour market in high
numbers, only a minority make it to the highest posi-
tions.

However, the beneficial effects of gender equality and
diversity are even clearer when we concentrate on de-
cision-making positions. Much of the past literature has
concentrated on the benefits of diversity: having both
men and women involved in decision-making broadens
the perspectives, increases creativity and innovation,
diversifies the pool of talents and competences, reduc-
es conflicts, improves the process of decision-making,
and may better represent the firm’s various sharehold-
ers.” Moreover, a better corporate image emerges when
the leadership is gender balanced. The female leader-
ship style also contributes to the benefits of diversity:
women are better able to deal with difficult personal re-
lationships, they pay closer attention to people’s needs,
they are inclined towards the prevention and solution
of conflicts, they more readily share views with other
people and make efforts to reach agreements, and they
monitor and give feedback more intensively.

This article provides evidence that there are efficiency
gains from removing gender gaps and promoting gen-

5 K. Elborgh-Woytek et al.. Women, Work and the Economy:
Macroeconomic Gains from Gender Equity, IMF Staff Discussion
Note 13/10, 2013.

6 D.Del Boca, S.Pasqua, C. Pronzato: Motherhood and market
work decisions in institutional context: a European perspective, in:
Oxford Economic Papers, Vol. 61, No. suppl. 1, 2008, pp. i147-i171.

7 See C. Rose: Does female board representation influence firm per-
formance? The Danish evidence, in: Corporate Governance. An Inter-
national Review, Vol. 15, No. 2, 2007, pp. 404-413; and N. van der
Walt, C.Ingley: Board Dynamics and the Influence of Professional
Background, Gender and Ethnic Diversity of Directors, in: Corporate
Governance, Vol. 11, No. 3, 2003, pp. 218-234.

8 N.van der Walt etal., op. cit.
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der equality in decision-making positions. First, pro-
moting women into top positions would represent a
dramatic change to the status quo dominated by male
representatives. As competent and talented women
are abundant, this change would produce a better se-
lection process, yielding positive effects on the qual-
ity of representatives. Evidence of this mechanism will
be provided below, both in the context of business and
politics. Second, women contribute to better outcomes
and improved performance of institutions and organisa-
tions. The relationship between gender and economic
performance is a controversial one, and inconclusive.
Causal studies will be discussed below which show that
including women in decision-making is associated with
better economic performance. Third, women in deci-
sion-making positions may contribute to the definition
of a new agenda for the organisation, including items
which are typically neglected by men. For companies
this can include a shift towards less risky decisions, or
towards sustainability and environmental policies with
longer time horizons. For policy-makers this can mean
more investment in education and social needs.

The article is organised as follows: the next three sec-
tions will discuss the efficiency gains from gender
equality in decision-making positions under the three
dimensions (quality, outcomes and performance, and a
new agenda), showing evidence from both business and
politics. A short conclusion then follows.

Quality

A major concern when promoting gender balance in
decision-making positions is that there are not enough
women who are qualified to assume top positions.
Thus, having more women in decision-making roles
may translate into a generally lower quality of repre-
sentatives. In particular, the introduction of mandatory
gender quotas, which force a gender-balanced compo-
sition, risks promoting less qualified women, who very
likely will perform worse than the perhaps more quali-
fied men they replace. Opponents of gender quotas
in fact argue that quotas are contrary to the ideal of a
meritocracy. The issue of quality is thus a crucial one.

However, these feared negative effects are not convin-
cing. On the contrary, having both men and women in
decision-making positions may increase the quality of
representatives. This happens through several chan-
nels. First, women in developed countries are typically
highly educated. The reason why women are nonethe-
less under-represented may not be their lack of com-
petence or qualifications, but rather the presence of

ZBW - Leibniz Information Centre for Economics
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statistical discrimination, i.e. that individuals are judged
based on the average characteristics of a group rather
than on their individual ones. As a consequence, al-
though qualified women are available, they are often not
taken into consideration in the promotion and evalua-
tion process. Discrimination not only leads to unequal
outcomes, but it also creates efficiency losses, includ-
ing a waste of talent and a lack of incentives to invest
in human capital by and for the discriminated group,
ultimately culminating in an inefficient allocation of re-
sources. When affirmative action measures force com-
panies to actively seek out women, the most competent
women are appointed and the overall quality could ac-
tually increase. By reducing the inefficiency losses as-
sociated with discrimination, these measures may gen-
erate efficiency gains.

Second, opening the competition to women may also
have a positive selection effect: better candidates will
be selected if the pool of candidates is enlarged to in-
clude women as well as men and competition is tough-
er. Third, a gender-balanced composition of repre-
sentatives may induce a re-thinking of the entire group
of representatives. If women are highly qualified, the
standard of quality also increases for men, leading to
overall quality increases. Fourth, it is recognised that
women are less susceptible to corruption, more re-
sponsible and absent less often.® Finally, having a more
gender-balanced leadership may induce more women
to become more competitive in nature and pursue simi-
lar positions, thereby further enlarging the talent pool.
Thus, a virtuous positive circle of quality may begin.

The relationship between gender equality and quality
of representatives is not easy to establish, because it
suffers from the typical endogeneity concern: does the
presence of women increase institutional quality, or
does the quality of the institutions promote the pres-
ence of women? Recent studies use the introduction
of gender quotas — an exogenous increase of women’s
empowerment — to test the causal impact of women’s
empowerment on quality. These studies challenge the
traditional view that women’s empowerment may have
negative consequences on quality. A positive relation-
ship emerges both in the context of business and poli-
tics through the theoretical channels discussed above.
In politics, a recent paper analyses the temporary adop-
tion of gender quotas in municipal elections in Italy in

9 D.Dollar,R.Frisman, R. Gatti: Are women really the “fairer” sex?
Corruption and women in government, Policy Research Report on
Gender and Development, Working Paper Series No. 4, The World
Bank, 1999.
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1993-1995."° The quota requires that neither sex could
represent more than 2/3 of the total in candidate lists.
A quasi-experimental set-up emerged, as some munici-
palities voted in that period and some did not, resulting
in a natural treatment group — municipalities that voted
with the gender quotas — and a control group — munici-
palities that did not. Using a difference-in-differences
estimate, the paper shows that gender quotas have
positive effects on the quality of the elected politicians,
as measured by years of schooling. Quotas lead to more
women being elected, and women are on average more
educated than men, and at the same time fewer lower-
educated men are elected. A similar result showed that
the introduction of gender quotas in Swedish local elec-
tions led to “the crisis of the mediocre man”."

The introduction of mandatory gender quotas on the
boards of directors of listed companies in Italy provides
a similar opportunity for comparision.’”? Board gender
quotas were introduced in July 2011 and implemented
from August 2012. There was a gradually increasing
target: in the first elections after August 2012, boards
needed to appoint at least 20% of each gender, while in
the second and third elections the target was 33%. The
measure was temporary, and it expired after three board
elections. Sanctions were substantial and culminated in
the final dissolution of the board. The paper collected
4,627 CVs of board members (men and women) elected
in the years 2007-2014 to obtain information on age,
gender, state of birth and residence, type of board, po-
sition within the board (president, vice-president, CEO,
administrator/advisor, auditor), education level (univer-
sity and graduate level), university, field of education,
and kinship with other members of the board.

The comparison of each firm before and after the intro-
duction of board gender quotas showed that women’s
empowerment (exogenously determined by the intro-
duction of gender quotas) increased the quality of board
members. In fact, new members were more educated
than old ones and existing ones, while this trend was
not present before the quotas. The effect is particularly
strong for women, but it appears also for men: after the
introduction of gender quotas, more men with a gradu-
ate level of education were elected to the boards. Also,
the average age of board members decreased after the

10 A.Baltrunaite, A. Casarico, P. Profeta, G. Savio: Let the Vot-
ers Choose Women, CESifo Working Paper Series No. 5693, 2016.

11 T.Besley, O. Folke, T.Persson, J. Rickne: Gender Quotas and
the Crisis of the Mediocre Man: Theory and Evidence from Sweden,
IFN Working Paper 985, Research Institute of Industrial Economics,
2013.

12 G.Ferrari,V.Ferraro,P.Profeta, C. Pronzato: Gender Quotas:
Challenging the Boards, Performance, and the Stock Market, IZA Dis-
cussion Paper 10239, 2016.

reform. It is difficult to understand whether a reduc-
tion of the average age is a sign of more or less quality,
since older members are obviously more experienced
than younger ones, but it is also more likely that older
members were appointed because of their network, or
that they were confirmed without a transparent selec-
tion process.

These results are particularly meaningful in the ltalian
context, where female appointments before the quo-
tas were mainly driven by family representation on the
board (often of women with lower levels of education
who were also less engaged than men in running the
business), rather than based on merit. The gender quota
law has improved the overall selection process by open-
ing the field to women, who are revealed to be compara-
tively highly educated, and by leading to the selection
of better qualified men (i.e. the less educated men exit
the board). Women’s empowerment is associated with
more competition, resulting in representatives with a
higher average quality.

Outcomes and performance

Does the presence of both men and women in decision-
making positions improve the performance of compa-
nies? The existing literature provides mixed results.
Again, gender quotas are an interesting framework
with which to isolate causal effects. The introduction of
boardroom gender quotas in Norway in 2004 has been
thoroughly researched. Gender quotas are associated
with a negative impact on the stock market: firm value
decreases, because changes are costly and less expe-
rienced people enter the board.’® We also observe a re-
duction in profits, because companies fire fewer work-
ers." There are also doubts regarding the idea itself that
women are more risk averse than men and thus wom-
en’s empowerment is associated with decisions that are
less risky, which could in turn have a positive impact on
the overall performance.’ The Italian case provides dif-
ferent evidence: using an instrumental variable identi-
fication strategy, where the introduction of board gen-
der quotas is an instrumental variable for the share of
women on boards, Ferrari et al. show over a short ob-
servation period that gender quotas are not associated

13 K.R. Ahern, A.KK.Dittmar: The Changing of the Boards: The Impact
on Firm Valuation of Mandated Female Board Representation, in: The
Quarterly Journal of Economics, Vol. 127, No. 1, 2012, pp. 137-197.

14 D.A. Matsa, A.R. Miller: A female style in corporate leadership?
Evidence from quotas, in: American Economic Journal: Applied Eco-
nomics, Vol. 5, No. 3, 2013, pp. 136-169.

15 R.B.Adams,V.Ragunathan: Lehman Sisters, FIRN Research Pa-
per, 2015.
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with weaker performance, measured by the number of
employees, profits, ROA, Tobin’s Q and assets.'® When
in fact short-term outcomes are considered, for exam-
ple stock market returns, positive effects of a balanced
leadership emerge. Gender quotas reduce the variabil-
ity of stock prices, and thus they are associated with
fewer risks. This is consistent with women being more
risk averse than men."”

Moreover, while there was no negative reaction in the
stock market at the announcement of the law, the event
study covering each board election of companies in the
period 2011-2014 shows better returns at firms whose
board elections had quotas.

A new agenda

A third important beneficial change associated with
gender equality is the emergence of a new agenda,
i.e. a new direction for firms or movements into previ-
ously unexplored policy ground. Gender equality in
decision-making positions is important to guarantee
that some items (which may have a positive economic
impact) make it onto the agenda. In public policy deci-
sions, we know that women leaders tend to pay more
attention to social issues, welfare, health and education
than men do. Expenditure in education is particularly
relevant for growth-enhancing effects. Research try-
ing to assess the causal role of women in setting the
policy agenda and the consequent effects on economic
outcomes is however scarce and mainly limited to de-
veloping countries.’ For developed countries, the (little)
existing evidence is inconclusive. One study found that
female policy-makers in Switzerland change the com-
position rather than the total size of public expenditures,
re-orienting resources towards investments in health
and environmental issues.'® Another found that having
a female mayor in the United States does not change
policy outcomes such as the size of local government,

16 G.Ferrari etal., op. cit.

17 M.Bertrand: New Perspectives on Gender, in: D. Card, O. Ashen-
felter (eds.): Handbook of Labor Economics, Vol. 4B, Amsterdam
2011, North-Holland, pp. 1543-1590.

18 For India, see R. Chattopadhyay, E. Duflo: Women as Policy
Makers: Evidence from Randomized Policy Experiment in India, in:
Econometrica, Vol. 72, No. 5, 2004, pp. 1409-1443; and I. Clots-
Figueras: Women in Politics: Evidence from the Indian States, in:
Journal of Public Economics, Vol. 95, No. 7-8, 2011, pp. 664-690. For
Brazil, see F. Brollo, U. Troiano: What happens when a woman
wins an election? Evidence from close races in Brazil, in: Journal of
Development Economics, Vol. 122, 2016, pp. 28-45.

19 P. Funk, C. Gathmann: Gender Gaps in Policy Making: Evidence
from Direct Democracy in Switzerland, in: Economic Policy, Vol. 30,
No. 81, 2015, pp. 141-181.
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the composition of municipal spending, employment or
crime rates.?

More research is needed to understand the role of
women in decision-making and their effect on policies.
As women have a longer time horizon, we expect for ex-
ample a gender-balanced leadership to be associated
with better environmental and sustainability perfor-
mance. As climate change is a major challenge for the
future, women may play an important role in implement-
ing climate action plans, thus contributing to the overall
sustainable growth of the economy.

Conclusions

Gender equality in decision-making has positive eco-
nomic consequences. This article has focused on the
efficiency arguments which justify the promotion of gen-
der equality. Not only is diversity beneficial in itself, but
when women are highly qualified, more responsible and
less corruptable than men, this causes efficiency gains
to emerge. The result is higher quality institutions and
organisations, a positive effect on economic outcomes
and performance, and a new policy agenda. Measures
which reduce discrimination help to increase efficiency.
We have provided several examples from business and
politics. However, as causal effects of gender equality
on efficiency are not easy to identify, more research is
needed in this direction.

20 F. Ferreira, J. Gyourko: Does Gender Matter for Political Lead-
ership? The Case of U.S. Mayors, in: Journal of Public Economics,
Vol. 112, 2014, pp. 24-39.
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