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Abstract: Drawing on resource-based theory, we analyze the relationship between having LGBT
executives in a firm’s leadership positions and its value and financial performance. The existence of
LGBT executives is considered to be associated with employee and customer goodwill towards
LGBT-friendly policies and practices and to lead to human capital and reputational benefits. Our
findings suggest that there is a positive effect of the presence of LBGT executives on a firm’s value,
both directly and indirectly, through its effect on the firm’s financial performance. We interpret this
as suggesting that besides the direct effect of the existence of LGBT executives on a firm’s value, an
indirect effect also exists, mediated through financial performance, presumably through the effect
that this has on employee and customer goodwill towards LGBT-friendly policies and practices. As
far as we are aware, our study is the first to examine the impacts of the presence of LGBT executives,
as well as distinguish between its direct and indirect effects on firm value.

Keywords: financial performance; LGBT; market value; resource-based theory; sexual orientation
and identity; simultaneous equations

1. Introduction

In recent years, the composition of society has changed rapidly, becoming more
diverse and heterogeneous (van Knippenberg and Mell 2016). According to these societal
changes, many Western countries have tried to answer to the need to create fair and
inclusive environments for everybody through the promotion and implementation of a
legislative framework in defense of people’s equal rights (e.g., the Civil Rights Actin 1964,
in the United States; the Employment Equality Directive in 2000, in the European Union).
One of the environments in which it is possible to observe the diversification of society is
the workplace, which is becoming a melting pot of people from different social and
identity groups in terms of age, sex, ethnicity, religion, gender identity, and sexual
orientation. Hence, the traditional range of diverse groups presented at work is wider,
and this creates a new reality that organizations need to manage.

Until now, a sense of social justice, equality, and legal compliance has promoted the
efforts of researchers and practitioners to identify those organizational (e.g., policies and
culture) and individual barriers (e.g., prejudice and negative stereotypes) that prevent the
creation of an inclusive work environment and equal opportunities of career development
(e.g., Roberson and Park 2007). However, data about diverse people at the upper echelons
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reveal that women still remain underrepresented, occupying no more than 10% of
management positions (Fitzsimmons and Callan 2020), while other diverse groups (e.g.,
people with disabilities and lesbian, gay, bisexual, and transgender people) are even less
represented.

Beyond the moral obligation and social justice issues related to offering equal career
opportunities to everybody, researchers and practitioners have started to emphasize the
opportunities made available by creating a diverse and inclusive work environment
(Stavrou and Ierodiakonou 2018). In fact, in line with the increasing awareness of the
business case for diversity, organizations have started to look at diversity as a source of
competitive advantage (Arenas et al. 2017). A recent study carried out with more than
1000 organizations in 12 countries showed that greater diversity leads to better financial
performance (McKinsey and Company 2018). Specifically, organizations with more
gender and ethnic diversity at the top management level are those that obtain above-
average profits. Research suggests that fostering diversity allows firms to retain talent and
team cohesion, increase creativity and innovation, and foster career development (e.g.,
Tejeda 2006; Farndale et al. 2015), thus representing a strategic choice (Burdenson and Van
der Vegt 2018). Despite such recent insights, the business case for diversity still remains
an unexplored field of research (Farndale et al. 2015), and few studies (e.g., Al-Shaer and
Zaman 2016; Cook and Glass 2016) offer empirical support for the impact of diversity at
the upper echelons on organizational financial performance.

Research on diversity at the upper echelons of firms has focused on visible diversity,
such as gender and ethnic diversity. However, in the last years, invisible identities (e.g.,
religion, sexual orientation) have been receiving attention (Roumpi et al. 2020). Sexual
orientation and gender identity might be considered as invisible identities to the extent
that it is necessary for lesbian, gay, bisexual, and transgender (LGBT) workers to engage
in proactive action to disclose their sexual orientation or gender identity. Adopting LGBT-
friendly policies can have a positive impact on those workers that have not disclosed their
sexual orientation or gender identity at the workplace (Huffman et al. 2008; Badgett et al.
2013; Cook and Glass 2016). Being authentic at work has been related with higher workers’
commitment, job satisfaction, and well-being (McFadden 2015; Di Marco et al. 2018),
which, in turn, can contribute to positive organizational outcomes. One of the goals of
such policies should be to guarantee the same options, in terms of career development, to
everybody, eliminating those barriers that could create a glass ceiling. However, once
these policies achieve the goal of propelling visible LGBT people to the upper echelons,
how do stakeholders and shareholders react? Although research offers empirical support
for the relationship between LGBT-friendly policies and practices and organizational
financial performance, we do not know the impact of having visible LGBT people at the
upper echelons of a business. The goal of this study is to answer this question.

Given the paucity of research about the business case of LGBT people being in
managerial positions, this study analyzes the extent to which visible LGBT people in the
executive positions of a firm have a positive impact on its value. We examine both the
possibility of a direct impact and the possibility of an indirect one mediated through
financial performance. In order to answer this question, we rely on the list of 100 leading
LGBT executives published by OUTstanding and The Financial Times (FT). Using a
matched sample methodology, we examine whether the listed firms in which these
leading LGBT executives are working outperform firms from a matched sample based on
country and size.

The framework of this study draws upon the integration of the theoretical and
empirical contributions about the business case of diversity, the Corporate Social
Responsibility (CSR) literature (Bowen 1953; Colgan 2011), and the resource-based
perspective (Barney 1991; Branco and Rodrigues 2006; Barney et al. 2011; Barney et al.
2021). The resource-based perspective posits that the internal characteristics of an
organization and its resources can be linked to organizational performance. One of these
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resources is the human capital, which can represent a competitive advantage compared
with competitors (Jiraporn et al. 2019).

This paper contributes to the existing literature in various ways. Firstly, it provides
information about the business case of diversity by examining the reputational effects of
the presence of LGBT executives in firms’ leadership teams in terms of their economic
impacts. Secondly, the article sheds light on the importance of focusing on invisible
diversity, such as sexual orientation and gender identity —a minority group that has been
overlooked in the literature. Finally, by using simultaneous equations, we distinguish the
effects on financial performance and on market value.

The paper is structured as follows. The next section provides the background and
reviews relevant literature. The development of hypotheses is presented in Section 3.
Section 4 describes the research design. In Section 5, research findings are presented. A
discussion and concluding remarks are presented in the final section.

2. Conceptual Framework
2.1. The Business Case for Diversity at the Top

A large body of research underlines the effects of diversity on several organizational
outcomes (e.g., Tejeda 2006; Farndale et al. 2015; Arenas et al. 2017; Burdenson and Van
der Vegt 2018). According to the business case, when well managed (Ozbilgin et al. 2016),
diversity might positively impact those outcomes that create value for organizational
stakeholders and shareholders. The basic assumption of the business case for diversity is
that organizations can have a financial benefit by implementing policies that allow people
to be authentic at work (Kossek and Pichler 2007). This idea has been empirically
supported by studies that have demonstrated that the wise management of diversity leads
to higher innovation, creativity, team performance, talent retention, and group cohesion
(e.g., Cronin and Weingart 2007; Ozbilgin et al. 2016; Mallory et al. 2017; Jiraporn et al.
2019). However, some other studies have showed mixed results (Randel and Jaussi 2003),
and diversity has been associated with negative consequences, such as higher conflict
(Ozbilgin et al. 2016). The reason for such mixed results might lie in the lack of
acknowledgement of those internal and external factors that might intervene in the
effectiveness of the adoption of diversity policies and practices. In that sense, the
perception of an adverse diversity climate (Gonzalez and DeNisi 2009) and the political
and legislative context (e.g., Everly and Schwarz 2015; Roumpi et al. 2020) play a role in
the relationship between diversity policies and practices, firm productivity, and return on
profit.

Another factor that might determine financial performance is related to the
composition of the corporate board, in terms of the extent to which having diverse people
at the upper echelons can represent or promote a competitive advantage for the
organization. To answer this question, many studies have been published devoted to
exploring the topic of diversity on managing boards and its implications (Post and Byron
2015; Cabrera-Fernandez et al. 2016; Halliday et al. 2021; Kyaw et al. 2021b), focusing
mostly on the inclusion of women. Even in this case, the evidence offers mixed results
(Post and Byron 2015). Some findings supported the business case for diversity, showing
that increasing the number of women at the top of a company leads to positive outcomes
in terms of corporate strategic decisions, participation, ethical behaviors, and firm
profitability (Nielsen and Huse 2010; Post and Byron 2015). However, in their meta-
analysis, Post and Byron (2015) found that firms with higher female representation on the
board tend to present higher accounting returns but not necessarily better market
performance. They found the positive relation between women on the board and
accounting returns to be more positive in countries with stronger shareholder protections.
They also found that the relationship between women on the board and market
performance is positive in countries with greater gender parity. Such mixed results
showed that further research is necessary.
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2.2. Diversity in Management, CSR, and the Resource-Based Theory

The business case for diversity in management and its impact on financial
performance has been explained through the lens of the Corporate Social Responsibility
(CSR) theory (Bowen 1953; Colgan 2011) and resource-based theory (Branco and
Rodrigues 2006; Surroca et al. 2010; Barney et al. 2011; Lourenco et al. 2014; Shaukat et al.
2016; Tetrault Sirsly and Lvina 2019). CSR has to do with the responsibility organizations
have “for their impacts on society” and implies the integration of “social, environmental,
ethical, and human rights concerns” into their operations and strategy (EC 2011). The CSR
issues pertaining to environmental aspects are crucial for the transition to a low-carbon
economy (Ionescu 2020, 2021), but when one considers the pursuit of sustainable
development overall, aspects such that of diversity become pivotal.

Organizations that behave socially responsibly might simultaneously pursue the
moral case for diversity and the business case for diversity. Making fair and moral
decisions with the aim of creating inclusive organizations for everybody increases the
commitment of all workers’, decreases turnover (Wang and Schwarz 2010), and generates
positive repercussions in terms of higher organizational reputation (Branco and
Rodrigues 2006). Thus, increasing diversity at the upper echelons might send a clear
message to stakeholders and shareholders about organizational diversity values, which
might have an impact on a firm’s reputation and, consequently, on its financial
performance. Offering diverse groups of people the same chances in terms of career
development is not just fair but can also represent a strategic decision.

Considering diversity in management as an intangible strategic asset is in line with
resource-based theory (Barney 1991; Barney et al. 2011; Barney et al. 2021). According to
this theory, a firm’s generation of sustainable competitive advantages depends on the
effectiveness of the control and manipulation of those resources and capabilities which
are valuable and rare, hardly imitable, and for which there is no perfect substitute
available for their replacement (Barney et al. 2011). A popular definition of resources and
capabilities is that of Barney et al. (2011, p. 1300), who view them as “bundles of tangible
and intangible assets, including a firm’s management skills, its organizational processes
and routines, and the information and knowledge it controls that can be used by firms to
help choose and implement strategies”. Firms’ human capital and reputation are
considered to be among the resources of greatest strategic importance (Surroca et al. 2010).
Generating organizational commitment on the part of its employees and publicly
favorable reputations are increasingly analyzed as rationales for a firm to engage in CSR.
Firms that enjoy favorable reputations are deemed as more likely to have good relations
with their stakeholders (including governments, suppliers, and community
representatives).

While the presence of women at the top and its financial impact has been studied
extensively (e.g., Al-Shaer and Zaman 2016; Arayssi et al. 2016; Cook and Glass 2016),
other diverse groups have been under-researched. For instance, the presence of LGBT
people at the upper echelons has been less explored, and only recently have several
disciplines started to shed light on the implications of non-normative sexual orientations
and gender identities at different organizational dimensions.

2.3. LGBT People at the Upper Echelons

For many years, research on inclusion at organizations has focused on visible
diversity and on those minority or protected groups that are immediately recognizable as
different (Roumpi et al. 2020). Women, people of color, and people with visible disabilities
have been the focus of attention of many studies dedicated to the examination of the
prejudicial dynamics that have developed at the organizational level and that might
undermine the development of diverse groups of people’s careers. However, visible
diversities are not the only kinds of diversity. Quite recently, researchers have started to
focus on those people whose diversity traits might not be immediately identified and who
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require the disclosure of their invisible identity. Sexual orientation and gender identity
have been traditionally considered as invisible traits because they require the active action
of LGBT people to disclose their identity (Clair et al. 2005; Ragins 2008). However, recent
studies have started to challenge the idea of the disclosure of sexual orientation as the
result of an individual choice (e.g., Clair et al. 2005; Ragins 2008), pointing out the role
played by third-party actors (supervisors, co-workers) in outing those colleagues who do
not desire to come out (Ragins 2004).

Non-normative sexual orientations and gender identities have been stigmatized for
many years. LGBT workers have been victims of discrimination, and although, currently,
many countries offer legislative tools to protect their rights, in many other countries, such
rights are not recognized by law (Di Marco 2017). Moreover, despite the legal protection
offered by some countries, subtle discrimination still exists (Einarsdottir et al. 2015; Di
Marco et al. 2018).

One of the consequences of neglecting sexual orientations and gender identity at the
workplace has been their exclusion from those actions which aim to create inclusive work
environments (Roumpi et al. 2020), such as work-personal life-balance policies, career
development, etc. Not including LGBT people in such policies, as a result of overt and
subtle discrimination, is one of the reasons for the lower rate of LGBT people being openly
out in management positions (Fitzsimmons and Callan 2020).

Despite the scenario above described, organizations are changing slowly. LGBT
people’s inclusion has become an important aspect of corporate practices and policies,
albeit with an exponential growth in importance in the past few years. In 1984, IBM was
the first to adopt a written policy concerning non-discrimination that included sexual
orientation (Hayworth 2008). Currently, according to the Corporate Equality Index (CEI)
published by the Human Rights Campaign Foundation (HRCF), which evaluates how the
major corporations in the USA treat their LGBT employees, consumers, and investors, 89%
of firms include sexual orientation in their non-discrimination policy (HRCF 2015). The
evolution of LGBT corporate policies has been especially noteworthy in terms of “gender
identity protections and transgender-inclusive healthcare coverage” (HRCF 2015).
Whereas in the first CEI report, published in 2002, only 5% of employers protected their
employees on the basis of gender identity, in the last report, 93% of businesses do so
(HRCF 2015). Moreover, the number of organizations that offer critical transgender-
inclusive benefits has grown from no major business doing so in 2002 to 511 affirming
such coverage today (HRCF 2015). In line with this trend, between 1999 and 2013, the
proportion of Fortune 500 companies including sexual orientation in their non-
discrimination policies increased from 52% to 87% (Sears and Mallory 2014). Regarding
the topic of gender identity, whereas in 1999 only a handful of such companies included
it in these policies, by 2013, the proportion was 41% (Sears and Mallory 2014). The
importance that LGBT rights are assuming in the business world is evidenced by the fact
that a major international financial institution, Credit Suisse, launched an LGBT Equality
Index for investors, which tracks the stock market performance of LGBT-friendly
companies, in 2013.

Studies about the inclusion of LGBT-friendly policies and practices have shown
positive results at the organizational level. The research found that performance, firm
value, stock value, credit ratings, competitiveness, innovation, and customer satisfaction
(Johnston and Malina 2008; Wang and Schwarz 2010; Li and Nagar 2013; Sears and
Mallory 2014; Shan et al. 2017; Pichler et al. 2018; Jiraporn et al. 2019; Chintrakarn et al.
2020; Hossain et al. 2020; Hur 2020; Fatmy et al. 2021; Kyaw et al. 2021a; Opall 2021; Patel
and Feng 2021) increase when such types of policies are adopted. Thus, although the
implementation of LGBT-friendly policies represents a cost for the organization, it is not
penalized by either stakeholders or shareholders (Johnston and Malina 2008; Cook and
Glass 2016) because of their positive financial return.

The likelihood of the adoption of such policies is affected by factors such as the
gender-diverse composition of the board (Cook and Glass 2016), while the organizational
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financial effect of the adoption of LGBT policies and practices is affected by the political
orientation of both the environment of the organization’s headquarters and the board of
directors (Roumpi et al. 2020).

3. Hypotheses Development

We mentioned above that wise diversity management practices, such as the
implementation of diversity policies and practices and the promotion of equal
opportunities of career development, are viewed as a CSR issue that can lead to the
creation of strategic resources and, in turn, to a firm’s competitive advantage. Resource-
based theory offers insight into how CSR measures can influence firms’ financial
performance (McWilliams and Siegel 2011). According to Lozano et al. (2015, p. 436),
resource-based theory “offers a unique perspective to corporate leaders by providing an
explanation of how internal resources can lead to proactive changes in the company,
especially if they were to consider environmental issues, as well as the rights and
responsibilities of the firm, internally and externally”.

The economic impacts of corporate LGBT practices and policies that Sears and
Mallory (2014) identified are mainly related to human capital and reputation. According
to these authors, the most commonly mentioned benefits resulting from LGBT-friendly
policies include a heightened ability to recruit and retain the best talent, increased
productivity by LGBT employees who feel valued and comfortable at work, and employee
relations and morale. Moreover, according to Sears and Mallory (2014), many companies
have explained the economic success of LGBT-friendly policies as being due to the variety
of ideas and innovations resulting from a diverse workforce. Other benefits of such
policies are related to a better ability to serve diverse customers’ needs and the aptness to
fulfill public sector clients’ requirements.

Johnston and Malina (2008, p. 607) explained the possible economic benefits of LGBT-
friendly practices and policies by suggesting that they may elicit a “chain of causally
linked phenomena within the firm”. They describe such a process in the following
manner: “a firm managing diversity can recruit more effectively and retain well-qualified
employees. These higher-quality employees are better able to identify, understand, and
satisfy diverse customers which, in turn, increases firm financial performance.” Shan et
al. (2017) provide evidence that companies presenting higher levels of corporate sexual
equality present higher levels of labor productivity than companies with lower levels of
such equality. Pichler et al. (2018) provide evidence of a positive relationship between
LGBT-supportive corporate policies and factor productivity and employee productivity.

Based on the above, we expect that a company with LGBT executives will be able to
initiate such a virtuous chain, not only because it is more likely to have more progressive
LGBT-related policies and practices but also because having this type of executives will
signal a more progressive environment in terms of LGBT rights. In effect, the reputational
aspect is of the utmost importance in eliciting the chain of phenomena to which Johnston
and Malina (2008) refer. As Wang and Schwarz (2010) underline, LGBT-friendly policies
allow organizations to create a reputation of being progressive in terms of how LGBT
workers are treated, and such a reputation may make the firm more attractive to well-
qualified employees among the LGBT community.

Another aspect is the possible effect of LGBT-friendly policies and practices on
customers. This effect is related to a firm’s reputation regarding how it treats LGBT
workers. As Wang and Schwarz (2010, p. 200) suggest, firms with more progressive
policies and practices pertaining to LGBT issues may have a better reputation with
potential customers of the LGBT community. Patel and Feng (2021) present evidence of a
positive influence of LGBT workplace equality policies on customer satisfaction, both
directly and through the mediation of marketing capability, although such relations are
dampened by demand instability. We consider that a firm with executives who are
publicly known as LGBT will, regardless of the actual policies in place, also enjoy a similar
reputation. Hence, a similar relation with customers is likely to exist.
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Considering LGBT-friendly corporate policies and practices as a CSR issue, its
benefits may take different forms. Reviewing and synthesizing the contemporary business
literature that focuses on the role of CSR to enhance firm value, Malik (2015) notes that
those benefits may influence firm value both directly and indirectly. This author states
that firms’ superior quality social and environmental initiatives increase the value of a
firm directly by way of their positive influence on stock market returns. The other forms
of benefits, such as augmented employee productivity, enhanced operating efficiency,
and improved relations with the firm’s stakeholders, increase its revenues as well as
profitability, which indirectly leads to a higher value of the firm. Given that the market
value of a firm “takes into account the long-term impact of managerial decisions on the
firm’s operating performances, including sales revenues, profits, cash flows, and growth
prospects” (Malik 2015, p. 426), an indirect effect on a firm’s market values of LGBT
executives being on its leadership team, and thus on its better financial performance, is
likely to occur. As Wang and Schwarz (2010, p. 200) stated, if LGBT-friendly practices and
policies result in financial efficiency gains, the expected market value of the firm should
increase.

Hence, we analyze the possible direct and indirect effects of the existence of
executives who are publicly known as LGBT on the market value related to the adherence
of investors themselves to the values that the ideas of fairness and equality represent or
to the acknowledgement by investors of the positive effects directly or indirectly related
to financial performance. Investors may acknowledge these benefits and act accordingly.

In line with the above, we present the following three hypotheses:

Hypothesis 1 (H1). The presence of successful LGBT executives has a direct effect on a firm’s
value.

Hypothesis 2 (H2). The presence of successful LGBT executives has a direct effect on a firm’s
financial performance.

Hypothesis 3 (H3). The presence of successful LGBT executives has an indirect effect on a firm’s
value, through a positive effect on the firm’s financial performance.

4. Research Design
4.1. Sample and Data

The empirical study relies on the list of 100 leading LGBT executives published by
OUTstading and The Financial Times (FT). These two organizations work together to
publish the name of the 100 people who they think challenge the presumption that we
cannot be openly LGBT and be successful in business. According to the methodology used
by OUTstading and FT, everyone ranked in the list needed to be a success in their own
right, influential within their sectors, and a role model who is lesbian, gay, bisexual, or
transsexual (Sandhu 2015). The criteria include considerations of leadership, a look at
where the individual sits within the organization, and how close they are to the group or
chief executive (if not the chief executive itself), among others. Everyone also needs to be
working in a business that operates as a for-profit organization. All the people included
in the list are nominated by peers, and each person has given their permission to be
included.

Based on the lists of 100 leading LGBT executives regarding the years 2013 to 2018,
we hand-constructed a sample composed only of the publicly listed firms, excluding the
non-listed firms, in which each of the LGBT executives are working (hereby identified as
LGBT firms). Some of these firms have more than one executive in the aforementioned
list, and not all of them appear in all the years, contributing to an unbalanced panel of
LGBT firms. We then selected a matched sample of listed firms based on country and size
(hereby identified as Non-LGBT firms). To do so, we collected information for all the listed
Non-LGBT firms in the same country as each LGBT firm and selected the four
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observations for which the firm size based on total assets is nearest to the one of the LGBT
firm. After eliminating extreme observations (when the distance from the mean was
greater than three times the standard deviation), the final sample was composed of 972
firm—year observations.

Table 1 presents the sample distribution by country and by type of firm. LGBT firms
contribute 187 firm-year observations during the sample period, representing 19% of the
total sample. Firms from the United States and from the United Kingdom are the most
representative, with around 44% and 34% of total observations, respectively.

Table 1. Sample distribution by country and by type of firm.

LGBT Non-LGBT

Countries Firms Firms Total
USA 77 346 423
UK 67 263 330
Germany 8 32 40
Canada 7 28 35
France 7 28 35
Switzerland 6 24 30
Australia 5 24 29
Hong Kong 4 16 20
Japan 3 12 15
Finland 1 4 5
Netherlands 1 4 5
South Korea 1 4 5
All 187 785 972

Table 2 displays the sample distribution by industry considering the Industry
Classification Benchmark (ICB). The most representative industries are financial and
consumer discretionary industries.

Table 2. Sample distribution by industry.

Basic  Consum Consume
Fi ia Health I i Technol Tel Real
Country  Material er tnancia ealt ndustri - Techno EEOM  Utilities ea e Energy  Total
Is Care als ogy un. Estate  Discretio
s Staples
nary

USA 12 18 211 23 39 23 15 17 9 39 17 423
UK 31 31 112 12 34 2 12 21 18 43 14 330
Germany 0 0 22 1 0 2 0 4 2 9 0 40
Canada 2 0 31 0 0 0 0 0 1 0 1 35

France 0 0 20 0 2 3 0 0 1 6 3 35




J. Risk Financial Manag. 2021, 14, 596

9 of 19

Switzerland 0 0 28 1 1 0 0 0 0 0 0 30
Australia 4 1 12 0 2 0 1 0 7 2 0 29
Hong Kong 1 0 1 0 1 2 0 0 10 5 0 20
Japan 0 0 9 0 0 3 1 0 0 1 1 15
Finland 2 0 1 0 0 0 1 1 0 0 0 5
Netherlands 0 0 3 0 1 0 0 0 0 0 1 5
South Korea 0 0 4 0 0 1 0 0 0 0 0 5
India 0 0 1 0 0 0 1 1 0 0 0 3
Total 52 50 454 37 80 36 30 43 48 105 37 972

The firm data used to compute the variables included in the empirical study were
collected from the Thomson Reuters Datastream. The country variables were collected
from the World Bank and from the World Value Survey database.

4.2. Simultaneous Estimation Model

In order to investigate the effect of the existence of LBGT executives on firms’ value,
either directly or indirectly through its effect on a firm’s financial performance, we
estimate the following simultaneous equations model:

F_VALUE;, = ay + a,LGBT;; + ayROA;, + asSIZE;, + a,LEV;, + asGROWTH,, + a,GDP;, + a,HOMO, +¢ (1)

ROA; = ay + a,LGBT; + a,SIZE;, + asLEV,, + a,GROWTH,, + asGDP,, + a,gHOMO;, + ¢ )

where

Firm value is measured as Tobin’s Q, defined as the sum of the market value of equity
(share price multiplied by the number of ordinary shares in issue at fiscal year-end) and
the book value of debt divided by the book value of total assets. Tobin’s Q has been
extensively used in economics as a proxy for firm value (e.g., Demsetz and Villalonga
2001; Lang et al. 2003; Campbell and Minguez-Vera 2008; Adams and Ferreira 2009; Carter
et al. 2010; Greene and Jame 2013).

LBGT is an indicator coded by 1 if the firm has an LGBT executive included in the list
of 100 leading LGBT executives published by OUTstading and The Financial Times and 0
otherwise.

ROA is net income before extraordinary items divided by total assets.

SIZE is the natural logarithm of total assets.

LEV is the ratio of long-term debt to total assets.

GROWTH is the mean of sales growth in the last three years.

GDP is the natural logarithm of the GDP per capita as reported by the World Bank.

HOMO is a score that measures the extent to which people do not mind having
homosexual people as neighbors, as reported by the World Values Survey.

The simultaneous estimation of those two structural equations has several
advantages over the ordinary least squares (OLS) estimation of the single equations
because it accounts for the interdependency between firm value and financial
performance —the two dependent variables in each regression.

The problem of endogeneity and its underlying omitted variables usually affects
researchers’ results. The simultaneous estimation model has been used as a possible
solution to mitigate that problem. We consider that a board’s decision to appoint LGBT
executives can be assumed to be an endogenous firm decision. We model our
simultaneous estimation supported by this firm-decision condition.

The acceptability of the simultaneous estimation model is assessed by testing the null
hypothesis of no systematic difference between the estimated coefficients of the
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simultaneous model and those of the OLS model (Hausman test), and the null is rejected
at the 1% level. The use of a simultaneous estimation model permits the treatment of the
correlation between the error terms of the equations in the system (not considered in OLS
estimation) as well as the handling of the endogeneity problem. The models are estimated
with industry-fixed effects.

Our argument is that firms with LGBT executives included in the 100 leading LGBT
executives published by OUTstading and The Financial Times are more likely to signal a
more progressive environment in terms of LGBT rights, which investors will reward
positively. These firms are also expected to enjoy the benefits mentioned above, both those
related to human capital and reputational benefits, which will lead to enhanced financial
performance, which, in turn, will have a positive effect on firm value.

5. Research Findings
5.1. Descriptive Analysis

Table 3 reports the descriptive statistics of the variables used in the simultaneous
estimation model. On average, Tobin’s Q is 0.8142, and it ranges from 0.0191 to 3.8323.
The mean value of the variable ROA is 0.0313, and it ranges from —0.1481 and 0.2219. On
average, LEV and GROWTH are 0.1661 and 0.0390, respectively. Regarding the country
variables, the mean value of GDP is 10.8211, ranging from 10.3533 (South Korea) to 11.3691
(Switzerland). The mean value of HOMO is 0.7745, ranging from 0.17 (South Korea) to
0.86 (Switzerland).

Table 3. Descriptive statistics of variables.

Variable Obs. Mean Std. Dev. Min Max
F_VALUE 972 0.8142 0.7358 0.0191 3.8323
ROA 972 0.0313 0.0460 -0.1481 0.2219

LGBT 972 0.1924 0.3944 0 1

SIZE 972 17.8679 2.1293 10.8611 21.6650
LEV 972 0.1661 0.1409 0 0.6381
GROWTH 972 0.0390 0.1198 -0.4230 0.5451
GDP 972 10.8211 0.2523 7.6059 11.3691
HOMO 972 0.7745 0.0930 0.1700 0.8600

F_VALUE is measured as Tobin’s Q, defined as of the sum of the market value of equity (share price
multiplied by the number of ordinary shares in issue at fiscal year-end) and the book value of debt
divided by the book value of total assets. ROA is net income before extraordinary items divided by
total assets. LBGT is an indicator coded by 1 if the firm has an LGBT executive included in the list
of 100 leading LGBT Executives published by OUTstading and The Financial Times and 0 otherwise.
SIZE is the natural logarithm of total assets. LEV is the ratio of long-term debt to total assets.
GROWTH is the mean of sales growth in the last three years. GDP is the natural logarithm of the
GDP per capita as reported by the World Bank. HOMO is a score that measure the extent to which
people do not mind having homosexual people as neighbors, as reported by the World Values
Survey.

Table 4 presents the correlations between variables. Consistent with previous
literature, there is a high positive correlation between the financial performance variable
(ROA) and Tobin’s Q (F_Value). It is also worth noting that our variable of interest, the
existence of LGBT executives, is significantly and positively correlated with ROA and
F_Value. This initial finding corroborates the hypotheses proposed in this research.
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Regarding the control variables, GDP is the only variable that is not statistically
correlated with F_Value. LEV and GROWTH are positively correlated with F_Value,
while the SIZE variable is negatively correlated.

Table 4. Correlation table.

F_VALUE ROA LGBT SIZE LEV GROWTH GDP
F_VALUE 1 - - - - - -
ROA 0.683 ** 1 - ; - _ .
LGBT 0.179 *** 0.164 *** 1 - - - -
SIZE —0.461**  -0.375%*  0.075* 1 - - -
LEV 0.442 0.169**  -0.018  —0.283 *** 1 - -
GROWTH 0.095 *** 0.127*%*  -0.041  -0.240 ** 0.014 1 -
GDP 0.007 -0.012 0.005  0.151*** -0.003 -0.045 1

HOMO 0.059 * 0.038 0.009 0.041 0.036 ~0.003 0.167 ***

F_VALUE is measured as Tobin’s Q, defined as of the sum of the market value of equity (share price multiplied by the
number of ordinary shares in issue at fiscal year-end) and the book value of debt divided by the book value of total assets.
ROA is net income before extraordinary items divided by total assets. LBGT is an indicator coded by 1 if the firm has an
LGBT executive included in the list of 100 leading LGBT executives published by OUTstading and The Financial Times
and 0 otherwise. SIZE is the natural logarithm of total assets. LEV is the ratio of long-term debt to total assets. GROWTH
is the mean of sales growth in the last three years. GDP is the natural logarithm of the GDP per capita as reported by the
World Bank. HOMO is a score that measure the extent to which people do not mind having homosexual people as
neighbors, as reported by the World Values Survey. ***, **, * indicate statistical significance at 1, 5, and 10 % levels of
statistical significance for two-tailed tests.

5.2. Simultaneous Estimation Results

Table 5 presents the results for the simultaneous estimation regression model. The
first part of Table 5 shows the results for the first equation in the model (Equation (1)),
which aims to capture the direct and the indirect effects of the independent variables in
the firm value (F_VALUE) through their effects on the financial performance indicator
(ROA). The second part of Table 5 presents the estimation results for the second equation
in the model (Equation (2)), which aims to capture the direct effect of the independent
variables on the ROA.

Table 5. Results of the simultaneous estimation.

Estimate Std. Error t Value p-Value
F_VALUE (Equation (1))
LGBT 0.161 0.034 4.781 0.000
ROA 7.158 0.334 21.416 0.000
SIZE -0.039 0.008 -4.938 0.000
LEV 0.914 0.112 8.138 0.000
GROWTH -0.004 0.111 -0.035 0.972

GDP 0.113 0.052 2.173 0.030
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HOMO 0.270 0.140 1.922 0.055
_cons -0.568 0.558 -1.017 0.309
ROA (Equation (2))
LGBT 0.013 0.003 3.930 0.000
SIZE -0.004 0.001 -4.866 0.000
LEV -0.025 0.011 -2.350 0.019
GROWTH 0.010 0.011 0913 0.361
GDP 0.006 0.005 1.288 0.198
HOMO 0.030 0.014 2.221 0.027
_cons -0.014 0.054 -0.262 0.793
Industry dummies YES
No observations 972
R2 (Equation (1)) 0.719
R2 (Equation (2)) 0.326

F_VALUE is measured as Tobin’s Q, defined as of the sum of the market value of equity (share price
multiplied by the number of ordinary shares in issue at fiscal year-end) and the book value of debt
divided by the book value of total assets. ROA is net income before extraordinary items divided by
total assets. LBGT is an indicator coded by 1 if the firm has an LGBT executive included in the list
of 100 leading LGBT executives published by OUTstading and The Financial Times and 0 otherwise.
SIZE is the natural logarithm of total assets. LEV is the ratio of long-term debt to total assets.
GROWTH is the mean of sales growth in the last three years. GDP is the natural logarithm of the
GDP per capita as reported by the World Bank. HOMO is a score that measure the extent to which
people do not mind having homosexual people as neighbors, as reported by the World Values
Survey. INDUSTRY effects included.

The results of the first equation, in the first part of Table 5, indicate that the coefficient
of the LGBT variable is positive and statistically significant (coefficient: 0.161; p-value:
0.000), which means the existence of LGBT executives has a direct effect on a firm’s value.
This finding is consistent with hypothesis 1. Having LGBT executives seems to be valued
by investors for its own sake, not only due to its impact on financial performance. We
view this finding as consistent with the results of studies that find a positive impact of
diversity awards on share prices (Cook and Glass 2014) or of changes in corporate equality
index scores on stock prices (Wang and Schwarz 2010).

The results of the second equation, in the second part of Table 5, indicate that the
coefficient of the LGBT variable is positive and statistically significant (coefficient: 0.013;
p-value: 0.000), which means that the existence of LGBT executives also has a direct effect
of the ROA. This is consistent with hypothesis 2. It is also consistent with existing
literature that finds that LGBT-friendly firms are likely to present higher levels of ROA
(Fatmy et al. 2021) and income per employee (Shan et al. 2017).

Additionally, the coefficient of the variable ROA in Equation (1) is positive and
statistically significant (coefficient: 7.158; p-value: 0.000), meaning that the ROA has a
direct effect on the firms’ value. Therefore, we may conclude that there is an indirect
relationship between the presence of LGBT executives and firm value, which is captured
by the financial performance indicator ROA. This finding is consistent with hypothesis 3.
Although existing studies have not made an analysis similar to that which we present in
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this study, we view this finding as consistent with existing literature that presents
evidence of a positive association between LGBT policies and firm value (Shan et al. 2017;
Pichler et al. 2018; Fatmy et al. 2021). What is lacking in these studies is the examination
of whether such association is driven by the impact of LGBT policies on financial
performance.

Regarding the control variables, the results of the first equation show the coefficients
of the variables LEV, GDP, and HOMO are positive and statistically significant, meaning
that more leveraged firms and firms from countries with a higher GDP per capita and/or
a higher level of tolerance of LGBT people are associated with a higher firm value. By
contrast, the coefficient of the SIZE variable is negative and statistically significant.
Regarding the second equation, we find that the coefficients of the variables SIZE and LEV
are negative and statistically significant, meaning that larger and more leveraged firms
are less profitable. By contrast, firms from countries with a higher level of tolerance of
LGBT are positively associated with higher financial performance.

5.3. Additional Analysis

In order to increase the robustness of the results, we also estimate the simultaneous
equations model, adding an interaction term of the variables LGBT and Non_HOMO,
which measure the extent to which the firms with LGBT executives are based in a country
in which people do not like having homosexual people as neighbors. The results,
presented in Table 6, show that the effect of LBGT executives on a firm’s value, either
directly or indirectly through their effect on the firm financial performance, is significantly
lower in the countries where people do not like having a homosexual person as a
neighbor. This finding is consistent with Fatmy et al. (2021), who, using a US sample,
found the positive effect of LGBT policies on firm value and financial performance to be
more pronounced for firms located in more liberal states when compared to those located
in more conservative states.

Table 6. Results of the simultaneous estimation (additional analysis).

Estimate Std. Error t Value p-Value
F_VALUE (Equation (1))

LGBT 0.442 0.079 5.623 0.000
ROA 7.113 0.332 21.412 0.000
SIZE -0.039 0.008 -4.942 0.000
LEV 0.893 0.112 7.984 0.000
GROWTH -0.009 0.110 -0.086 0.932
GDP 0.125 0.051 2.454 0.014
LGBTxNon_HOMO -1.267 0.323 -3.929 0.000
_cons -0.496 0.555 -0.893 0.372

ROA (Equation (2))
LGBT 0.028 0.008 3.669 0.000
SIZE -0.004 0.001 -4.812 0.000

LEV -0.026 0.011 -2.424 0.016
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GROWTH 0.010 0.011 0.918 0.359
GDP 0.008 0.005 1.632 0.103
LGBTxNon_HOMO -0.068 0.031 -2.173 0.030
_cons -0.009 0.054 -0.172 0.864

Industry dummies YES

No observations 972

R2 (Equation (1)) 0.723

R2 (Equation (2)) 0.326

F_VALUE is measured as Tobin’s Q, defined as of the sum of the market value of equity (share price
multiplied by the number of ordinary shares in issue at fiscal year-end) and the book value of debt
divided by the book value of total assets. ROA is net income before extraordinary items divided by
total assets. LBGT is an indicator coded by 1 if the firm has an LGBT executive included in the list
of 100 leading LGBT executives published by OUTstading and The Financial Times and 0 otherwise.
SIZE is the natural logarithm of total assets. LEV is the ratio of long-term debt to total assets.
GROWTH is the mean of sales growth in the last three years. GDP is the natural logarithm of the
GDP per capita as reported by the World Bank. HOMO is a score that measure the extent to which
people do not mind having homosexual people as neighbors, as reported by the World Values
Survey. INDUSTRY effects included.

6. Discussion

As predicted, our findings suggest that firms with known LGBT executives
outperform their counterparts. By using a simultaneous equations model, based on the
results of the two equations considered taken together, we detected that the presence of
LGBT executives directly affects a firm’s value, and it also has a positive impact on
financial performance, which in turn positively impacts the firm’s value. This result is
consistent with the idea that firms with known LGBT executives are able to attract and
retain well-qualified employees, generate organizational commitment on their part, and
obtain publicly favorable reputations that allow them to outperform their counterparts in
terms of financial performance. As mentioned above, this financial performance is
dependent both on human capital aspects (quality and commitment of the workforce) and
on reputational aspects (the capacity of attracting customers). We interpret this as
evidence of what Johnston and Malina (2008, p. 620) call “employee and customer
goodwill” towards sexual orientation and corporate practices and policies encouraging
diversity. This finding is consistent with the findings of the few studies that have analyzed
the economic benefits of LGBT-friendly policies and practices (Johnston and Malina 2008;
Wang and Schwarz 2010; Sears and Mallory 2014; Shan et al. 2017; Pichler et al. 2018).

We also found a significant direct relationship between the presence of LGBT
executives and firm value. This finding is consistent with Wang and Schwarz (2010),
whose findings suggest that firms with more progressive LGBT-friendly policies in place
subsequently enjoy a higher annual share price growth than their counterparts. However,
although not contrary to the results of Johnston and Malina (2008), our findings are not
entirely consistent with them. Johnston and Malina (2008) examined the impact of the
inaugural corporate equality index on firms’ stock market value and found that
shareholders do not penalize firms for allocating resources to progressive sexual
orientation workplace policies. Whereas Johnston and Malina (2008) examined the short-
term financial impact of LGBT-friendly policies, Wang and Schwarz (2010) investigated
the long-term impact of such policies. However, Wang and Schwarz (2010) have not
examined the effect of profitability on market value as we have done. We add to their
analysis by considering this mediation. It is possible that the findings of Wang and
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Schwarz (2010) were driven by profitability, instead of LGBT-friendly policies having a
direct impact on firm value.

Our results are also consistent with those of Shan et al. (2017), who found that
companies with higher degrees of corporate sexual equality enjoy higher stock returns
and market valuation. These researchers have also identified one channel through which
companies benefit from higher degrees of corporate sexual equality —higher employee
productivity. They suggested that the relationship between corporate sexual equality and
firm value would be partially mediated by the relationship between employee
productivity and firm performance. However, they have not examined the effects of this
higher employee productivity on companies’ financial performance. They acknowledged
other plausible channels, such as the case of the possible effect of LGBT-friendly policies
and practices on consumers. They left this issue for future research.

Our approach was different. In this study, we examined the direct effect of a firm’s
LGBT-friendliness reputation on their market value, as well as the indirect effect via the
effect on financial performance, presumably driven by the effects of a company’s
reputation of being progressive in terms of how LGBT workers are treated on the quality
and commitment of the workforce and its attractiveness to well-qualified employees and
customers. We leave the examination of the functioning of these two different channels to
future research.

We interpret our results as meaning that the reputational signal for investors of
established progressive LGBT-friendly policies, which is consistent with the overall
findings in the existing literature, is currently of a similar (or almost similar) magnitude
to that of the presence of known LGBT executives in a firm’s leadership. The findings of
Johnston and Malina (2008) mentioned above may be related to a certain lack of attention
to LGBT issues on the part of investors, which, meanwhile, has given way to some
attentiveness to such issues in the past few years. Cook and Glass (2014) found a
significant increase in the share price of firms that received certain diversity awards
following their announcement, which was interpreted by these authors as meaning that
investors view diversity reputation signals as indicating good health for firms. However,
they also found that signals associated with the advancement of women are much more
likely to be rewarded by investors than those associated with the advancement of
racial/ethnic minorities. Given that, among the various elements of diversity, the issue of
sexual orientation and identity is the last acceptable prejudice or bias (Day and Greene
2008; Ozeren 2014), it is not all that unexpected that investors were not particularly
sensitive to it. This is likely to have changed, however slightly, in the past few years.

It seems as though the rising awareness of sexual orientation and identity issues
among policymakers and firms’ stakeholders, in general, has made investors more
attentive to LGBT issues and/or to the employee and customer goodwill-related benefits
firms enjoy by being and/or being perceived as being preoccupied with LGBT rights.

7. Conclusions

Our study contributes to the scant literature on LGBT-friendly firms and the
relationship of such friendliness with market value by exploring a hitherto unexplored
aspect: that of the presence of LGBT executives in firms’ leadership teams. Our findings
suggest that having visible LGBT people at the upper echelons is likely to contribute
positively to a firm’s performance. We suggest that two different channels may be at work:
a direct effect of an LGBT-friendliness reputation on market value, and an indirect effect
related to the effects of this reputation on financial performance, presumably associated
with the impacts of such a reputation on the quality and commitment of the workforce
and on the attractiveness to employees and customers. The findings are consistent with
the lens of analysis proposed. It seems that the presence of LGBT people in the upper
echelons offers a signal to a firm's stakeholders that has effects regarding how they engage
with the firm, whether this concerns investors, employees, or consumers.
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This study has some practical managerial implications. It can help managers and
organizations to become aware of the positive influence of the presence of LGBT people
in the upper echelons on a firm’s reputation, financial performance, and market value.
Firms would well advised to welcome and promote the presence of LGBT people in
leadership teams.

However, this study also has limitations, among which are those pertaining to the
dependent variable retained, the presence of known LGBT executives on the leadership
team of a firm, which we equate with having progressive LGBT-friendly policies and
practices in place. Another limitation is that our sample included firms exclusively from
developed countries, supposedly with a high recognition of LGBT rights.

Future research should try to distinguish the reputational effects of having such
policies in place from the reputational impacts of the presence of LGBT executives. Further
research should also extend the analysis conducted in this study to the cases of countries
without such recognition and, more generally, with very different socio-cultural contexts.
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