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Motivation

= Academic and policy debate

- Evidence that women get fewer resources (pay, promaotion, etc.) than men

« Extensive policy efforts to bridge the gap

= Open questions = this paper
1. What are the origins of the gender gap?

« Statistical discrimination - fundamentals correlated with gender

« Subjective managerial preferences

2. What are the real effects on the firm?
« Capital investment

« Performance

{ Challenge: Preferences, resource allocations & performance are hard to observe ]




Empirical Setting

Allocation of investment capital to male and female division
managers and their professional appointments in conglomerates

2 Ca
/ CapEx \
[ ]

Division w Division (g Division
manager 1 manager 2 manager 3

Centralized decision agent - CEO

o _ Graham, Harvey, Puri (2015)
Division manager - 2"d most important factor after NPV
One-to-one correspondence between a manager and division

Capital allocations, appointments, and outcomes are observable



Eliciting CEOs’ Preferences

= Foundation: social learning theory (Mischel 1966; Bandura 1977, 1986)

 Individuals form gender attitudes at an early age by observing the roles of men
and women in their immediate surrounding = family, community, and school

- Validated in over 180 studies in psychology and social economics

= Focus: CEO’s exposure to gender imbalances in formative years

« Mostly exogenous at a young age > youth to early parenthood

=  Sources of variation:

* Family - employment & edu balance between the parents
and the parenting of daughters vs. sons

« Community —> local gender gap in wages, employment, edu

* Education - single-gender vs. mixed gender schooling



Main Findings

Resource allocation

* Female division managers obtain 50-70 bps less CapEx than males with similar
characteristics and are appointed to peripheral, non-core divisions

« The gap nearly disappears for male CEOs with early-life exposure to gender equity

Which CEO characteristics matter?

« Familial factors most important

« Community effects matter on their own, but are subsumed by family characteristics

Governance

« Effect specific to CEO - within-firm variation from CEO turnovers

« Gender gap attenuated in the presence of a female board chair

Performance

« Gender effects in CapEx erode investment efficiency and performance

One of the first to investigate the family background of U.S. CEOs

A novel link between exposure to gender equity and financial policy




1. Identifying CEOs’ Family Descent and
Formative Experiences



CEO Background

1. CEO edu & career

Source: Execucomp and
Boardex

Data: managers’names, year
of birth, and career progression

|

Source: High.school yrbooks

Data: HS location, single

gender or co-ed

|

Source: Dept of Education

Data: fraction of females in
college, year of going co-ed

p
596 CEOs

Nearly all male (98.5%)

\. J

2. Family background

Data: date of birth, SSN state,
SSN (5 digits), spouse,
residential addresses, real
estate property transactions

Source: Lexis Public Records

|

|
/Steg 1: Birth records
Data: place of birth, parents

N

[

Step 2: Marriage records
Data: parents

[

Step 3: Death records

3. Family details

Source: Nat’l Archives

Individual household
census records

41 standardized household

attributes

Source: Archives of white
page directories

Home address and
occupations of both
parents

\Data: parents and siblings

4

!

[ Next: illustrations of the main types of records]




Family Data: Birth Records

Manager’s full name + date of birth (Lexis Nexis Public records) - state birth record - identify parents

NOTE THE INFORMATION CALLED FOR ON THE REVERSE SIDE

1. PLACE OF BIRTH
STATE OF TEXAS

COUNTY OF. Travis

TEXAS DEPARTMENT OF HEALTH

BUREAU OF VITAL STATISTICS
STANDARD CERTIFICATE OF BIRTH £

CITYOR -
FREcINGT No.Austin

2. FULL NAME OF CHILD.

ROBERT LYNN WALTRIP

GIVE STREET AND NUMBER OR NAME OF INSTITUTION

RESIDENCE

OF THE STREET

MOTHER AND NO. CITY. — COUNTY——  __STA’
3. BEX FOR PLURAL BIRTHS ONLY: 6. LEGITIMATE? |7. DATE OF BIRTH

4 TWIN, 5. NUMBER,
TRIPLET, I IN ORDER y
__Male OTHER Yas Janneoxy 1 D:
FATHER A

® FULL 14. FULL

NAME MAIDEN

— | Robert Elsmere Waltrip SAME Wanda Ivey Abbett
SOCIAL__ \_ S

SECURITY \a4

NUMBER NUMBER

9. POSTOFFICE 5. POSTOFFICE

ADDRESS L3 ADDRESS

Houston, Texas
10. COLOR 11. AGE 16. COLOR 17. AGK
OR RACE OR RACE
33 (YKARS)

12. BIRTHPLACE 8. BIRTHPLACE

' 8TATE OR (BTATE OR

COUNTRY) COUNTRY) A
s 13A. TRADE, RRO- 1 19A. TRADE, PRO.

FESSION OR MIND FESSION OR KIND
%| or work ncjt Funeral director 2| oF WORK DONE
g 138. INDUSTHY OR E 19B8. INDUSTRY OR
BUSINESS IN BUSINESS IN

°| whicH encaden  Funeral home owner ©

20. NUMBER OF CHILDREN
BORN TO THIS MOTHER
INCLUDING THIS BIRTH

WHICH ENGAGED ___
21. NUMBER OF CHILDREN
BORN TO THIS MOTHER
AND NOW LIVING

SIGNATURE OF
INFORMANT

R, E

22. MEDICAL ATTENDANCE

. 194
DATE

altri

ADDRESS OF
INFORMANT

SIGNATURE

| HEREBY CERTIFY mﬁm-mz BIRTH OF THIS CHILD W AT M. ON THE ABOVE DATE. |

AND THE PROPHYLACTIC USED TO PREVENT OPHTHALMIA NEONATORUM WAS

23. FILE NUMBER | FILE DATE

June 27 s

Xdcex Houston TEXAS I;l

POSTOFFICE ADDRESS :

SIGNATURE OF STATE REGISTRAR POSTOFFICE ADDRESS |
J )4 d M. D, TExas|

Identify CEO’s parents

Parents’ occupations




Family Data: Marriage Records

Example: Norman Allen Scher, CEO of Tredegar

V. 8. 77

30M — 4-60

is required within five days to 5&(‘"" and sign both copies
the license.

eliver them to the cletk who issu

person celebrating this marri

2l 23 [wh  |single 21 |wh |single

13440

ciTy Ci!.'ofRichmond CERTIFICATE OF MARRIAGE

COUNTY OF == COMMONWEALTH OF VIRGINIA & . C Of"}
FULL NAME OF GROOM xam‘n Al"’n 8eh‘r I CLERK'S NO.
PRESENT NAME : MAIDEN
OF BRIDE J@yga Am slavin NAME
GROOM i BRIDE
AGE RACE SINGLE, WIDOWED, NO. TIMES AGE RACE SINGLE, WIDOWED, . NO. TIMES
OR DIVORCED PREV. MARRIED OR DIVORCED PREV. MARRIED

occummch AW Btudent Orbiiiess ¥ane INDUSTRY
Identify CEO’s parents

BIRTHPLACE _ Rizhmond, Va

age, and

on the back is for the clerk, the other for the Bureau of Vital Statistics.

MARGIN RESERVED FOR BINDING

of Date and Place of Marri

The copy with the license

The minister or other

of the Certificate

] ) ’
ratners  sharles Scher rocrave _ Cyrus L, Slavin

FULL NAME

MOTHER'S Sonia Coldstein . MOTHER S, i Ethel Shull

MAIDEN NAME

] ,;-O,, 10 i} RESIDENCE: “ ok
o e Sons  Charlottesville, Va cvorcounty 3211 Monument Ave.2.2..7,
Proposed , Proposed _
Date of Marriage June 11, 1961 Place of Marriage Richnond, ¥a
Given under my g%f this. %R day of June 19 ¥ 1
, Clerk of ____Hn&tings_____ Court.
CERTIFICATE OF AND PLACE OF MARRIAGE _ 222
I, &—M/t/\ﬂ‘ﬂ«f/w"'" a AR of the s Church,

g NJ nomination)
or religiohs order of that Qame, do(lagre‘tz certify jhat on the_ tf day of (N 1967 | in
. , [ [

the courty, city, or town of y ) , Virginia, under auth6gity of this license I joined /
together in the Holy State of M rirlxgw/Qersons named and described therein. I qualified and gave bond in
the county or city of ek , year 194:#, which authorizes me to cele-
brate the rites of marriage in the Commonwealth of Vigginia.

Given under my hand this___ /™ day of

Address of celebrant__/// o< /@‘5 s V< / 6/4/'4’, %Mf\

, 19,
(Person performs cerefgiony sign here.)




Family Data: Individual Census Records
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place Ward of Gity - eeamn. ... Unincorporated phee_;___"_ o S OF THE &.D.No. 20
Connty Cobssr e Township or other NN e IXTEENTH CENSUS OF THE UNITED STATES: 1940 i R SESCa-. | i
= division of county. Block NOS. oot ISHOUEON el Enumerated -
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Family Variables
Example: Norman Allen Scher, CEO of Tredegar

) PERSONAL y <
NAME RELATION DESCRIPTION EDUCATION
Name of eachAperson whose_ usual Relationship of . e
place of residence on Apnl 1, this person to the E Re | 3
1940, was 1n this household. head of the = 55| 2 OCCUPATION INDUSTRY INCOME
household, as 2 = wls2 | 2
BE SURE TO INCLUDE: wife, daughter, | 2 g | = | 2|32 | ° Trade. profession. or Industry or business, 2—
1. Persons temporarily absent from household father, mother-in- | = [ 2 7157 - particular kind of work, a5 — | Cotron mill
Wrnite “Ab™ after names of such persons law, grandson, 4 5 ': - |5 2 5 3 Frame spinner Retail grocery
2. Children under 1 year of age. Wnite “Infant™ if lodger. lodger’s ;_‘ = = .E." 2= | %3 Salesman Farm
child has not been gziven a first name. wife. servant. - % = A g |5 & e {_fL = quan Shtp_\_ard
Enc@ after name of person fumrhmng hised hand: ele. S| @# O < | =2 |E s =3 Rivet heater Public school

mformaton
T g gy

Muzic teccher...

Data on CEQO’s family:

- Each parent’'s employment status and occupation
- Years of education and annual outside income
- Residential address and neighbors - community variables




Data on div. managers:

1,788 managers

James B. Stake

4617 Edina Blvd, Minneapolis, MN 55424
333 Coast Blvd, La Jolla, CA 92037

Memberships

Education University of Pennsylvania, MBA in Finance, 1979
Purdue University, BS in Mechanical Engineering, 1974
Experience 3M Co.
Executive VP, Precision Optics Division, 01/2007 — 12/2008
Executive VP, Display & Graphics Division, 01/2002 — 12/2006
VP, Industrial Tape & Specialties Division, 01/2000 — 01/2002
Board Otter Tail Corporation (NASDAQ: OTTR), CH Robinson

Worldwide (NASDAQ: CHRW), Ativa Medical Inc (private)

Club
memberships

White Bear Yacht Club, since 04/1992
Minneapolis Club, since 02/1998
Hazeltine National Golf Club, since 04/1996

Philanthropy

Twin Cities Public Television (Trustee)
American Road and Transportation Association (Director)

Personal

Age: 59, Married to Miriam M. Stake




2. Which Families Do CEOs Come From?



Families Where CEOs Grew Up

Characteristic

CEOs’
Parents

Father income (2016 dollars) | $91,545

General
population

$40,560

National
Percentile

Mother income (2016 dollars) | $40,155

A
=

Working mother, indicator 0.21

Home value (2016 dollars) $654,000

Number of servants 0.14

1.
2.
3.
4.

$35,620
0.36
$312,000

0.02

Ave. CEO comes from a family with income & wealth in the 75-80% percentile

The income gap between CEQOs’ parents exceeds that in the population

CEOs’ mothers more likely to stay at home than women in the population

CEOs more likely to grow up with (female) servants



Education Characteristics

u CEOs' parents (Mean = 13.3 years, Median = 12.5 vears)
@ All adults aged 21-45 (Mcan = 9.3 years, Median =9 years)

10%

N . ‘
0% 3 f |
Middle school or lower 1-2 years of high school 3-4 years of high school College Postgraduate
(0-8 years) (9-10 ycars) (11-12 years) (13-16 years) (17+ ycars)

4 N
CEQOs’ parents have 4 more years of education than the general population

16% of CEOQOs attend all-male high schools and 10% attend all-male colleges
\_ J




3. Capital Allocation to Male & Female Managers



Allocation of Capital to Male and Female Managers

Dep. variable: Division CapEx (as a ratio to assets)

Female division manager -0.005** “0.005***  -0.007***
& [2.218] [3.463] (3.709]
. 0.005*** 0.004* 0.002
Tenure at the firm 2.617] 1.889] 0.799]

Performance record 0.004** 0.002* 0.004*

[2.229] [1.749] [2.160]

s 0.009%*** 0.012%** 0.011***
Social ties to CEO 2.911] 2.853] 2.892]
0.001 0.001 0.002
Graduate degree [0.136] [0.272] [0.661]
Board member 0.004 0.002 0.001
[1.205] [0.637] [0.105]
Age 0.001 0.001 0.001
& [1.090] [0.040] [1.005]

Division controls

Industry Tobin’s Q, ROA,
size, core division indicator

Firm controls

Size, ROA, EPS,

number of divisions, Tobin’s Q

CEO controls

Age, external board seats, tenure with

firm, graduate degree, network size

Fixed effects Year ~Year,  Yearindustry,
industry firm
Adjusted R? 0.062 0.294 0.575

4 )
Female managers receive

about 50-70 basis points

less in annual CapEx

J
For the average division,
this difference amounts
to 9-12% of the annual
\investment budget )




The Effect of CEO’s Formative Years

Dep. Variable = Division CapEx

|

—_— -0.003  -0.003* -0.004* -0.002 CEOs’ formative experiences

Female division manager [1.473] [1.819] [2.072] l [1.320] l _
explain 70+% of the gap

I 0.004** 0.004**
CEO family index [2.296] [2.418]
Female division manager -0.004** -0.004** / h . \
x CEO family index [2.163] [2.226] || CEOs who grew up in

o 0.003** 0.003* male-dominated
CEO education index _
[2.049] [1.903] environments allocate less
Female division manager -0.004** -0.004** Capltal to female managers
x CEO education index [2.303] [2.447]
L 0.004*  0.003

CEO community index (1.883] [1.461]
Female division manager -0.004* | -0.001
x CEO community index [1.735] | [1.466]
Controls Yes Yes Yes Yes _ .
Year, industry| firm F.E. Yes Yes Yes Yes Effects identified -fro-m _
Adjusted R2 0.584 0580 0578  0.592 CEO changes within a firm

Family and education factors have a stronger effect

and drive out the influence of community characteristics




Robustness: CEO & Manager Fixed Effects

Dep. Variable = Division CapEx

-0.296*  -0.118*

Female division manager [1.008]  [1.702]

0.398**
CEO Gender Imbalance Index [2.515]
Female division manager -0.481** -0.312** -0.236**
x CEO Gender Imbal. index [2.089] [2.025] [2.099]
Controls Yes Yes Yes
Year, industry, firm F.E. Yes Yes Yes
CEO * Firm FE. No Yes Yes
Division Manager F.E. No No Yes
Adjusted R? 0.597 0.619 0.718
8 )

1. Robust to holding constant CEO-firm matches

2. Robust to controlling for time-invariant

\ division managers’ characteristics y




4. Economic Mechanisms:

I. The appointment channel
Il. The capital allocation channel



Economic Channels

Two complimentary, non-mutually exclusive channels:

* Appointment to divisions

« Capital allocation, holding the appointment constant

The appointment channel

« To which divisions are female managers appointed?

—> study the appointments of division managers

« Evidence: female managers are appointed to non-core, less profitable
divisions that historically receive less capital

The capital allocation channel

« Exploit CEO turnover, where the assignment of managers to divisions is
inherited from the prior CEO and remains constant in the short term



The Capital Allocation Channel

Exploit CEO turnovers: shock CEO characteristics at the time of CEO turnover,

while holding constant managers’ assignments to divisions
Dependent variable: ACapEx

Female division manager 0.005 0.004 0.001
g [0.805] [0.674] [0.417]
*
ACEO family index 0.013
[L.753] (Holdin division managers constar}
[ Female division manager -0.023* 9 9
| x ACEO family index [1.883] a new CEO from a male-dominated
**
ACEO education index [8%;] background reduces CapEx to
[ Female division manager -0.028** therited” female managers )
| X ACEO education index [2.267]
ACEO community index 0.015%
y [1.680]
Female division manager -0.023**
x ACEO community index [1.994]
Controls Yes Yes Yes
Year , industry, and firm F.E. Yes Yes Yes
Adj. R? 0.753 0.757 0.755

During CEO turnovers, the characteristics of division managers remain constant
—> effect unlikely to be explained by an omitted variable correlated with gender




5. Possible Explanations



Possible Explanations

Statistical discrimination: females are allocated less capital because of
economic fundamentals which are important for CapEx

Taste-based CEO preferences: lower CapEx allocations reflect CEO'’s
personal biases, whether conscious or unconscious

Test 1. comparison of male and female division managers

. Evidence: male and female managers are statistically indistinguishable on
observable characteristics of education, experience, and historical record

Test 2: CEO monitoring
- If a personal CEO bias, it should shrink in the presence of strong monitoring

« Evidence: the effect of CEOs’ formative gender experiences on CapEx is
reduced by 29-40% in the presence of a female chair of the board

Test 3: external assessment of CEO'’s policies to women

« Obtain independent scores of gender policies for each CEO (KLD analytics)



External Assessment of CEO Policies

Test for correlation with an external assessment of CEO policies towards female employees

Source: audit scores by KLD Research and Analytics

Dep. Variable = Audit Scores of Policies toward Females

Promotlon of_vx{omen and Work/life benefits Women & Minority contracting
minorities

Family Edu Community| Family Edu Community| Family Edu Community
CEO background -0.372** -0.084 -0.102** -0.323*  -0.141 -0.154** -0.212** -0.154* -0.078**
index [2.766] [1.069] [2.131] [2.420] [1.163] [2.087] [2.010] [1.767] [2.460]
Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes
\F(eEa r andindustry Yes Yes Yes Yes Yes Yes Yes Yes Yes
Adj. R? 0.200 0.203 0.208 0.181 0.159 0.163 0.129 0.139 0.136

CEQ’s formative gender experiences are correlated with the promotion of
women and the allocation of contracts to women - extend beyond CapEx




6. Real Effects

. Investment Efficiency
. Performance



Investment Efficiency: Sensitivity of CapEx to Q

Dep. Variable = Division CapEx

Index type Family Education Community

-0.036**  -0.014* -0.028*

CEO imbalance index [2.051] [1.759] [1.855]

0.010** 0.008** 0.007**

Tobin's Q [2.355]  [2.229] [2.148]

- * - * -
[CEO Imbalance index x Tobin's Q 0.006 0.004 0.005 ]

[1.860] [1.735] [1.364]
Year. Industry, and firm fixed effects  Yes Yes Yes
Adj. R? 0.328 0.323 0.331
4 )

The effect of CEO background on the allocation of capital dampens the

sensitivity of investment to the marginal product of capital
\_ /




Firm Performance

Dependent Variable ROA Tobin's Q Stock ROA Tobin's Q Stock
returns returns
CEO imbalance index -0.003** -0.121** -0.010** -0.001 -0.033 -0.004
[2.386] [2.266] [2.174] [1.226] [1.485] [0.719]
Female Division 0.008 0.020 0.002
Manager [0.993] [1.118] [0.881]
CEO imbalance index x -0.004** -0.106** -0.008**
Female Div. Manager [2.293] [2.317] [2.064]
Industry fixed effects Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes
Firm fixed effects Yes Yes Yes Yes Yes Yes
Adj. R? 0.456 0.794 0.395 0.472 0.806 0.415
(l. CEO exposure to gender imbalances is negatively correlated with firm A
performance
\2. This effect operates when there are female division managers y




Conclusion

= The gender gap in resource allocation is linked to CEO

preferences, which can be traced to formative years

= Family background and early education have significant real effects

4 ™
- First evidence on the family background of U.S. CEOs and its role

in resource allocation inside the firm




Managerial Labor Market

Separation of Promotion of Demotion of

Dependent variable o L o
division managers division managers division managers

Female division manager 0.082 -0.022 0.037
g [1.114] [1.360] [0.918]
. . 0.029* 0.058** 0.016*
CEO imbalance index [1.902] [2.185] [1.885]
CEO imbalance index x Female 0.115** -0.046* 0.073*
division manager [2.266] [1.725] [1.847]
Controls Yes Yes Yes
Industry fixed effects Yes Yes Yes
Year fixed effects Yes Yes Yes
Firm fixed effects Yes Yes Yes
Adj. R? 0.117 0.088 0.094

Female division managers are more likely to separate from the firm and
less likely to be promoted under CEOs with conservative backgrounds




Appendix: Division Performance

|

Division Performance measure Cash flow/sales Sales growth
Model Q) (3)
Female division manager 0.018 0.042
g [1.491] [1.470]
: : -0.032 -0.084
CEO gender imbalance index [1.083] [0.832]
CEO gender imbalance index x Female division -0.009** -0.032*
manager [2.033] [1.927]
Controls Yes Yes
Year fixed effects Yes Yes
Industry fixed effects Yes Yes
Firm fixed effects Yes Yes
R2 0.260 0.085

-

\_

The reduction in investment efficiency is associated with a decline in

operating performance




