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AUTHOR’S
NOTE

Racial equity investing is one type
of sustainable and impact investing.
This investment strategy seeks to
advance racial equity and/or tackle
racial inequities in the United States
(U.S.) while generating financial
returns. Racial equity investing seeks
to close racial disparities in wealth and
access to opportunities, resources,
and decision-making. In this fashion,

racial equity investing has powerful
potential for impact because of its
focus on revitalizing socioeconomically
marginalized communities. At the
same time, this investment strategy
may help investors stay ahead of
critical demographic trends, serve a
growing consumer base, enhance risk
management, and identify investment
opportunities that can have unique
sources of alpha.
This paper serves as a report-out on
the state of the racial equity investing
market in the U.S. with a specific focus
on investments that aim to provide
competitive, market-rate returns. The
content in this paper is not exhaustive,
nor is it meant to serve as a defining
voice for the racial equity investing
market. The terms, systems, and
strategies discussed in this paper are
nuanced and can be interpreted and
implemented in a variety of ways. For
definitions of foundational terms used
throughout the paper, please refer to
the Appendix.

RACIAL EQUITY INVESTING

The rise of sustainable and impact
investing over the past several years
has pointed to the multitude of benefits
that come with allocating capital to
make a positive impact. Investors’
capital can be used as a powerful tool
for environmental and social change.
Though it is not the only tool, capital
can be a forceful catalyst alongside
other tools in the economic, political,
cultural, and humanitarian paradigms.
Additionally, sustainable and impact
investing can provide enhanced risk
management processes to assess
environmental, social, and governance
(ESG) factors that an investor may not
have otherwise considered.
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BACKGROUND
Racial inequities in the U.S. exist across
sectors, largely as a result of historic and
modern-day policies and systems. Racial
inequities prevent specific racial groups
from accessing the resources and tools
needed to participate productively in
society and reach their full potential.
Racial equity does not mean equality.
Rather, racial equity focuses on the
systems and conditions that provide all
of society’s participants with access to the
resources they need to thrive and prosper.

“Racial equity
focuses on the
systems and
conditions that
provide all of
society’s participants
with access to
the resources
they need to thrive
and prosper.”

Historic policies and systems in the U.S.
set up the foundations for modernday racial inequities and wealth
disparities. These include slavery, the
1862 Homestead Act, the 1882 Chinese
Exclusion Act, the internment of
Japanese Americans, Jim Crow laws and
segregation, religious and racial profiling
by law enforcement, and redlining.

For example, in the 1930s, the Home
Owners Loan Corporation (HOLC) and
the Federal Housing Administration (FHA)
mapped areas where the FHA would
guarantee mortgages. The agencies
designated neighborhoods with majority
non-White and immigrant populations as
having high credit risk. This process was
known as “redlining.”

RACIAL EQUITY INVESTING

HISTORIC ROOTS
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While exploring the nuances and
historical consequences of these
policies in-depth is beyond the scope
of this paper, these examples help to
broadly illustrate the link between the
historic roots that laid the foundations
for modern-day racial inequities and
wealth disparities between racial
groups in the U.S.

RACIAL EQUITY INVESTING

Through redlining and the guise of
credit risk, the FHA prevented people
of color from accessing capital for
home mortgages, thereby preventing
them from building their wealth
through homeownership. In addition,
by designating majority non-White
neighborhoods as hazardous, the FHA
labelled these areas as unfavorable for
investment. This drove away investments
from these neighborhoods in the
following decades, which depressed
the property values of homes in these
neighborhoods. This also hindered
the ability of people of color in these
neighborhoods to build their wealth
through homeownership, because even
if they managed to purchase a home
in their neighborhood, their property
remains undervalued.1, 2
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M O D E R N D AY I M P L I C AT I O N S
Racial inequities in the U.S. continue to exist across
different areas of society, including (but not limited to)
capital, career, civic participation, criminal justice, health
and wellness, education, housing, infrastructure, and
environment. These inequities are described as systemic
because they are not due to the lack of effort by people
of color, but rather they are the results of historic
systems and policies whose ramifications continue
today. Examples of modern-day racial inequities are
shown below.

AREAS OF RACIAL INEQUITIES
Candidates of color are half as likely
to get called in for job interviews as
their White counterparts, even with the
same credentials. 3, 4, 5
CIVIC
PARTICIPATION
CAREER
CAPITAL

ENVIRONMENT

CRIMINAL
JUSTICE

When companies owned by people of
color apply for loans, their denial rates
are 3 times those of White applicants.
When applicants of color receive loans,
on average they receive half the loan
amount of their White counterparts but
at higher interest rates.6

EDUCATION
HOUSING

INFRASTRUCTURE

Compared to White individuals in the
U.S., Black and Latino individuals are
2.49 and 1.38 times more likely to live in
food deserts, respectively.7, 8, 9

Black, Latino, Asian, and Indigenous
applicants are denied loans for home
mortgages at significantly higher rates
than White applicants in 61 metro areas
in the U.S. For example, in Philadelphia,
African Americans are 2.7 times
more likely than Whites to be denied
conventional loans for home mortgages.10

RACIAL EQUITY INVESTING

HEALTH &
WELLNESS
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Though racial inequities exist across different sectors, they are deeply
interconnected and have a compound effect on communities of color. Below is an
example that demonstrates the compound effect of racial inequities. While this is
a hypothetical example, it is based on factual data points and is meant to reflect
the aforementioned statistics in actuality:

THE COMPOUND EFFECT
OF RACIAL INEQUITIES:
A DEEPER LOOK

Jamal also tried to apply for a
mortgage to invest in property that he
can pass down to his children, since
homeownership is the primary driver
of household wealth in the U.S.11 All of
Jamal’s applications for a home loan
got denied. Jamal cannot access
capital to build his business or own a
home and he cannot obtain a stable
job due to systemic barriers beyond
his control.

RACIAL EQUITY INVESTING

Jamal is a Black business-owner
who needs capital to jumpstart
his small enterprise. Several banks
denied Jamal’s application for a
loan despite his strong credit score.
Then, Jamal tried to apply for a job
at several corporate offices but did
not get callbacks for any interviews,
although his White friend with identical
credentials got several callbacks.
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Jamal lives in a low-income
neighborhood that is a food desert,
meaning there are no supermarkets or
grocery stores with fresh produce within
one square mile of his home.12, 13 It is
unsurprising that Jamal’s neighborhood
is a food desert, since most food
deserts in the U.S. are in low-income
communities and communities of color.14
Jamal and most of his neighbors cannot
afford cars to drive to the supermarkets
across town, and the only available
foods in close proximity to them are fast
foods and processed foods at local delis.
Jamal and his neighbors frequent these
foods as they are the only accessible
meals, and this results in high rates of
obesity, hypertension, and diabetes in
Jamal’s community.15

Despite Jamal’s efforts, he faces barriers
that prevent him from accessing the
tools and resources necessary to thrive.
However, these barriers are removable.
Racial equity investors may allocate
capital to help lift these barriers that
hinder Jamal and others like him.
For example, investors may invest in
companies that have clear recruitment
and promotion pipelines for people
of color or companies that focus on
financial inclusion for low-income
communities of color (further discussed
in Portfolio Construction).

RACIAL EQUITY INVESTING

Moreover, Jamal’s children attend the
local public school, which is direly underfunded, since about 36% of education
funding comes from local property taxes,
and Jamal’s neighborhood pays little in
property taxes given the community’s
low-income demographic and undervalued real estate.16
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Jamal’s story reflects the experiences of many communities of color across the
country. Zooming out from the specific example of Jamal, we can see how racial
inequities create significant racial disparities at a broader scale in the U.S. This is a
snapshot of these disparities:

OUTCOMES OF SYSTEMIC
RACIAL INEQUITIES
Wealth Gap

HEALTH Gap

The median net worth of White
households is $171,000, about ten
times that of Black households
at $17,600 and eight times that of
Latino households at $20,700.18

Obesity rates in Black, Latino,
and White communities
are 49.6%, 44.8%, and 42.2%
respectively. Among children,
these rates are 22%, 25.8%,
and 14.1% respectively.19, 20

Homeownership Gap

Opportunity gap

72% of White families own
their homes compared to 47%
of Latino families and 42% of
Black families.17

The average majority non-White
school district receives $2,226
less per student than a majority
White school district. This totals to
a $23 billion funding gap between
majority non-White and majority
White school districts.21

Employment gap
The Black unemployment rate
has been at least double the
White unemployment rate since
1972 (excluding periods
of recessions).22

Racial disparities have continued to rise over the past several decades. For instance,
the racial wealth gap between Black and White households today is triple what it
was in the 1980s.23 At the current pace, the median wealth of Black families will hit
zero by 2053 and the median wealth of Latino families will hit zero by 2073.24

“At the current pace, the median
wealth of Black families will hit zero
by 2053 and the median wealth of
Latino families will hit zero by 2073.”

INVESTMENT MANAGEMENT INDUSTRY

Research by the Money Management
Institute and FundFire found that
people of color are significantly underrepresented in the workforce of the
investment management industry
across junior and senior levels. The study
surveyed several investment firms with
a total of $5.3 trillion in assets under
management (AUM) and collected
data on the racial composition of their
managing directors, associates, and
analysts in the U.S. The survey found that
people of color represented only 13.7% of
managing directors, 23.1% of associates,
and 26.6% of analysts. Across all senior
levels, people of color represented less
than 20%.25
Even when people of color are hired into
investment roles, research suggests
that they face barriers in obtaining
assets to manage due to racial biases
that influence the decision-making
of professional investors across the
industry. Illumen Capital and Stanford
University’s SPARQ conducted a study
that found that professional investors
tended to rate more favorably all-White
teams of fund managers over diverse
teams with Black managers, even when
both teams had comparably strong
performance and credentials.26

These biases make it difficult for managers
of color to increase their AUM and
build track records on their investment
strategies with sizable portfolios.
The evidence of these inequities is stark:
of the $71.4 trillion in AUM in the U.S., only
1.3% is managed by diverse firms (owned
by women or people of color). Breaking
these numbers down further, managers
of color manage only 3.9% of mutual
funds, 8.9% of hedge funds, and 1.2% of
real estate AUM in the U.S.27, 28
While the racial inequities and resultant
disparities in investment management
are vast, they also present racial equity
investors with an opportunity to allocate
to untapped diverse managers and
engage with their existing managers
around diversity, inclusion, and equity
(further discussed in Portfolio Construction).

RACIAL EQUITY INVESTING

Racial inequities are present across the
investment management industry in the
U.S. These inequities are reflected in the
lack of racial diversity of the industry’s
workforce and the miniscule amount
of assets managed by investment
managers of color.

10
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RACIAL EQUITY INVESTING

“Of the $71.4 trillion in AUM in
the U.S., only 1.3% is managed
by diverse firms (owned by
women or people of color).
Breaking these numbers
down further, managers of
color manage only 3.9% of
mutual funds, 8.9% of hedge
funds, and 1.2% of real estate
AUM in the U.S.

ECONOMIC SIGNIFICANCE

Accounting for these demographic
changes, the W.K. Kellogg Foundation
estimates that closing the racial
earnings gap in the U.S. would generate
an additional $2.7 trillion in gross
domestic product (GDP) today and an
additional $8 trillion in GDP by 2050.34
This is because advancing racial
equity would provide participants of all
racial groups with access to the tools
and resources needed to thrive and
reach their full potential. This would
better enable people of color in the
U.S. to participate in the economy with
greater productivity, produce greater
outputs, and contribute to the growth
of the economy more fruitfully, thereby
benefitting all participants in the economy.

As such, racial inequities in the U.S. not
only have detrimental societal effects
on communities of color, they also have
significant economic costs for the U.S.
overall. In a similar vein, advancing
racial equity in the U.S. benefits both
communities of color and the nation
at large.

“The W.K. Kellogg
Foundation estimates
that closing the racial
earnings gap in the
U.S. would generate an
additional $2.7 trillion
in gross domestic
product (GDP) today
and an additional $8
trillion in GDP by 2050.”
RACIAL EQUITY INVESTING

Advancing racial equity has significant
economic implications for the U.S.
because of the country’s changing
demographics and the potential gains
in economic output that would benefit
all participants in the U.S. economy. The
U.S. Census Bureau projects that the U.S.
population will become majority-minority
by 2042, which means that no single
racial group will constitute over 50% of
the country’s population.29 Furthermore,
the Bureau of Labor Statistics estimates
that the working age population in the
U.S. will become majority-minority 10
years earlier.30 Concurrently, the buying
power of people of color in the U.S. is
expected to rise as people of color will
represent over 50% of consumers in the
U.S. market.31, 32, 33
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POTENTIAL SOURCES OF ALPHA
Racial equity investing can help investors
identify unique sources of alpha through the
benefits of diverse talent, new investment
opportunities, and risk mitigation.

INVESTMENT APPROACH

Invest in companies that
exhibit racial diversity
in their leadership
and workforces

Invest in companies
that have racially
inclusive products
or services

Avoid companies
that advance
racial inequities

FINANCIAL
PERFORMANCE

NEW INVESTMENT
O P P O RT U N I T I E S

RISK
M I T I G AT I O N

Research shows high
correlation between
stronger financial
performance and
racial diversity

Investors can tap
into new market
segments with virtually
no competition

Mitigate risk in the
portfolio by avoiding
companies that have
high social and
governance-related risks

RACIAL EQUITY INVESTING

BENEFIT FOR INVESTOR
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FINANCIAL PERFORMANCE

A 2017 McKinsey study analyzed 589
companies across industries in six
countries to examine the relationship
between financial performance
and racial diversity of a company’s
leadership. The study found that
companies with more racial diversity in
their leadership exhibited better talent
acquisition and retention, stronger
customer orientation, higher employee
satisfaction, and enhanced decisionmaking, and they were more likely to
experience higher financial profits.

“For every 10% increase
in racial and ethnic
diversity on the
senior-executive
team, earnings before
interest and taxes
(EBIT) rise 0.8%.”

The study found that companies in the
top quartile for racial diversity of their
executive teams are 33% more likely
to have financial returns above their
respective national industry medians.
The study also found that companies
in the top quartile for racial diversity in
their boards are 43% more likely to have
financial returns above their respective
national medians.35 Regarding the U.S.
specifically, a 2015 McKinsey study found
that U.S. companies exhibited a linear
relationship between racial diversity and
financial performance. The study noted
that “for every 10% increase in racial and
ethnic diversity on the senior-executive
team, earnings before interest and
taxes (EBIT) rise 0.8%.” While correlation
does not equate causation, these
findings point to a strong link between a
company’s racial diversity in leadership
and its financial performance.36

RACIAL EQUITY INVESTING

One component of racial equity investing
assesses the racial diversity of a
company’s workforce and leadership.
This can provide a unique source of
alpha as some research shows that
companies with higher levels of racial
diversity in their leadership tend
to have stronger performance in
a number of dimensions, including
financial performance.

N E W I N V E S TM E N T O P P O RT U N I T I E S
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Another component of racial equity investing focuses on offering resources and
opportunities to communities of color from which they may have historically been
excluded. Accordingly, racial equity investing can seek investments in racially
inclusive business models, products, and services. This investment strategy can
provide unique sources of alpha as it allows investors to tap into new market
segments and identify unique business opportunities that have the potential to
generate profitable returns.

CASE STUDY: BROWN’S SUPER STORES
Nonetheless, Brown’s Super Stores
established seven store locations in the
area and faced virtually no competition.
From a racial equity standpoint, Brown’s
Super Stores enabled low-income
communities of color in Philadelphia’s
food deserts to access healthy foods
and fresh produce. From a financial
standpoint, these seven locations
generated $250 million in revenue and
served 250,000 customers in the area.37

RACIAL EQUITY INVESTING

Brown’s Super Stores, the operator of
ShopRite grocery stores, sought to tackle
the food desert problem in Philadelphia
by establishing store locations across
the city’s low-income communities.
For context, Philadelphia is the poorest
major city in the U.S. and has some of
the nation’s largest food deserts. Other
supermarket chains concluded that the
low-income communities in the area
would not be profitable customers.
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Given that the racial equity investing
market is in its early stages, there is a
limited number of case studies and data
on the financial track record of business
models that advance racial equity.
However, other case studies can be
used as proxies to illustrate the power
of racially inclusive business models
and offerings.
For example, the beauty and skincare
industry long neglected consumers of
color who have darker skin complexions,
offering them few products that cater
to their skin tones. Popstar Robyn
Rihanna Fenty (more commonly known
as Rihanna) identified this gap, and she
started the makeup line Fenty Beauty
“so that people everywhere could be
included.”38 Fenty Beauty launched in
2017 with products that catered to 40
skin tones.39 Interestingly, while the
line catered to both lighter and darker

complexions, the products that catered
to darker complexions sold out more
quickly. In the U.S., reports from makeup
retail stores revealed that the line’s
products for darker complexions sold
out within the first week of the line’s
unveiling.40 This points to the unmet
demand in the market that consumers of
color had and that Fenty Beauty fulfilled.
In terms of financials, Fenty Beauty
realized over $100 million in sales within
the first 40 days of the line’s launch and
realized $72 million in earned media
value within the following months.41 In
2018, the line realized $560 million in
sales, and in 2019, the overall operation
was valued at $3 billion. A research
analyst at Jefferies Financial Group noted
that “not only did [Fenty Beauty] achieve
meaningful sales, but it potentially
changed the industry permanently.”42

RACIAL EQUITY INVESTING

CASE STUDY: FENTY BEAUTY
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Both examples demonstrate that when investors seek to identify business models
that provide racially inclusive products and offerings, they can realize gains by
meeting the unmet demand of this under-served consumer base. What is more,
diverse investment managers may help investors identify these unique investment
opportunities through their diverse perspectives and insights. In terms of Brown’s
Super Stores, the company advanced racial equity through tackling the food
deserts that Philadelphia’s low-income communities of color suffered from and
realized profitable returns. As for Fenty Beauty, the company created a product line
that did not neglect consumers with darker complexions. While creating access to
beauty care products does not necessarily advance racial equity in any direct way,
Fenty Beauty points to the highly profitable gains that investors can realize from
identifying racially inclusive business models. Additionally, the diverse perspective of
Rihanna enabled her to identify this significant gap in the beauty care market, which
demonstrates one benefit of incorporating diverse perspectives.

RACIAL EQUITY INVESTING

TA K E A W AY S

18

R I S K M I T I G AT I O N

For example, racial equity investors
often divest from private prisons and
immigration detention centers. From
an impact standpoint, investors point
to the industry’s difficult human rights
track record and its disproportionate
effect on communities of color in the
U.S.43 From a risk mitigation standpoint,
they point to the industry’s high social
and governance risks. In fact, these risks
came to fruition in 2019 when a group
of banks publicly announced that they
would end future financing relationships
with private prisons and immigration
detention centers. These banks included
JP Morgan Chase, Bank of America,

Wells Fargo, BNP Paribas, SunTrust,
Fifth Third Bancorp, PNC, and Barclays.
Collectively, these banks held $2.4 billion,
or 87.4%, of the credit lines and term
loans of the U.S.’s two main private prison
companies: CoreCivic and GEO Group.44
Notably, this wave of divestments
followed protests and social outcry over
how detention centers treated migrant
children detained along the U.S.-Mexico
border. The social outcry, headline risk,
and public pressure propelled the wave
of divestments that were announced
in 2019.
This example demonstrates the
importance of accounting for ESGrelated risks, societal sentiments, and
demographic trends in the investment
decision-making process, as these
factors can provide crucial insight into
where investment risks lie in a portfolio.

RACIAL EQUITY INVESTING

Racial equity investors may also seek to
divest from investments that exacerbate
racial inequities in the U.S. Thus, racial
equity investing can enable investors
to avoid high-risk investments that rank
poorly on the “social” and “governance”
pillars in ESG assessments.

P O RT FO L I O CO N S T R U C T I O N
INTENTIONALITY
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Likewise, financial returns are not the
only goal of racial equity investing. If
an investment in a company generates
attractive financial returns but the
company has human rights violations
in its supply chain, labor management,
employee relations, or any other
business practice, then this cannot be
considered a racial equity investment.
While this investment strategy has the
potential to yield profitable financial
returns, the strategy emphasizes
environmental, social, and governance
factors that convey how stakeholders
– such as laborers, employees, and
end-consumers – are affected by an
investment.

RACIAL EQUITY INVESTING

Intentionality for impact is a necessary
component of racial equity investing.
In our research, racial equity investors
emphasized that because racial
inequities are ubiquitous across the
U.S.’s economic and political systems, an
investment portfolio will not generally
be free of investments that exacerbate
racial inequities. For this reason,
racial equity investors underscore the
importance of intentionally assessing
how one’s investment portfolio
approaches racial equity.
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INVESTMENTS
Racial equity investing can be implemented across three levels in order of depth:
investing in 1) racially diverse investment managers, 2) racially diverse companies,
and 3) business models and investment strategies that advance racial equity.
In essence, investors can follow the flow of their capital from the managers who
manage their capital to the end-stakeholders who are impacted by their capital.
These applications can exist separately but are not always mutually exclusive; an
investment can fall under one, two, or all three applications. Investors can ask the
guiding questions provided to help determine how their investments address racial
equity at each application level.

INVESTOR

Investor hires
investment
manager to
manage their
portfolio

A P P L I C AT I O N 1 :

A P P L I C AT I O N 2 :

A P P L I C AT I O N 3 :

Investing in
Racially Diverse
Managers

Investing in
Racially Diverse
Companies

Investing in
Racially Equitable
Companies & Strategies

INVESTMENT
MANAGER

CO M PA N I E S I N
P O RT FO L I O

CONSUMERS &
S TA K E H O L D E R S

Manager
determines which
companies or
entities to invest in

Companies use
capital to fund
operations and
produce products or
services that they sell
to end-consumers

End-consumers
receive the company’s
product or service,
and stakeholders
are impacted by any
externalities along the
company’s supply chain

RACIAL EQUITY INVESTING

F LO W O F C A P I TA L

1 . I N V E S T I N G I N R A C I A L LY D I V E R S E
INVESTMENT MANAGERS

Investors could set specific goals for
how much of their portfolios they aim
to allocate to managers of color. For
example, investment consulting firm
NEPC set a goal for diverse managers
to represent 10% of its approved
investments platform by 2021. To
achieve this, the firm committed to
increase its meetings with diverse firms
by 10% in 2020, and it launched a firmwide Investment Advisory Council to
propel efforts around this initiative.46

Importantly, NEPC assessed its current
platform, established specific and
measurable goals within a defined
timeframe, then followed with actionable
steps to achieve these goals.

RACIAL EQUITY INVESTING

Investors can work to ensure their
portfolios are managed by diverse
teams. As noted earlier, only 1.3% of
capital in the U.S. is managed by diverse
managers (including both women and
people of color), and the percentage
managed by investment managers of
color is even lower.45 This application
seeks to remove the barriers that
managers of color face within the
investment management industry. This
application does not call for an investor
to hire a manager of color because
they are a person of color. Rather, this
application recognizes the barriers that
managers of color face due to their race.
As such, this investment strategy seeks
to remove the barriers that stand in the
way of managers of color by ensuring
that capital is allocated to them based
on performance and credentials (refer to
Background for research on racial biases
in investment decision-making).

21

GUIDING QUESTIONS
FOR INVESTORS:

22

1. What is the racial diversity of the investment managers of
the fund or strategy?
2. What is the racial composition of the investment firm?
Its leadership? Its investment teams? How racially diverse
are they?
3. What is the racial pay gap of the investment firm?
What is the racial composition of the revenue-generating
side of the firm?
4. What are the firm’s efforts to increase and/or
maintain racial diversity in its recruitment and new hires?

RACIAL EQUITY INVESTING

5. What is the attrition rate of people of color in the firm?
How does this compare with the firm’s overall attrition rate?

A P P L I C AT I O N 1 C A S E S T U D Y : U N I V E R S I T Y O F
CHICAGO ENDOWMENT

Quarles and Schmid took several
steps to achieve their goals. First, they
realized that the University, like many
endowments, did not know a wide
range of diverse managers. To address
this, Quarles dedicated a section of
the University’s Business Diversity
Professional Services Symposium
to diverse investment managers
specifically. The Symposium is an
annual gathering of diverse-owned
businesses that the University hosts to
increase its supplier diversity. Through
the Symposium, the University connected
with diverse managers across asset
classes. Under Schmid’s leadership, the
Office of Investments then conducted
due diligence on these managers and
allocated capital to those who met the
Office’s investments criteria.

Throughout the process, Rogers was
instrumental in securing support for
these efforts by engaging the University’s
Board and leadership around the
importance of increasing the diversity of
the University’s investment managers.
In 2010, the University had allocated $200
million across five diverse managers. As
of June 2020, the University’s endowment
employs 25 diverse managers and has
$1.24 billion of its endowment allocated
to diverse managers, totaling 15% of
its overall portfolio (this compares
to the ~1.3% that the overall U.S. asset
management industry invests with
diverse managers). What is more, the
University shares that increasing the
diversity of its investment managers
has been beneficial to the endowment
overall. Schmid’s office reports:

RACIAL EQUITY INVESTING

The University of Chicago has an $8.5
billion endowment. In 2008, the University
launched efforts to increase the racial
and gender diversity of the investment
managers who manage its endowment.
This was a collaboration between
the University’s Office of Business
Diversity, Office of Investments (led
by the endowment’s Chief Investment
Officer), and key supporters from the
Board of Trustees. In particular, three
key stakeholders from each respective
group propelled these efforts forward:
Nadia Quarles (Assistant Vice President
for Business Diversity), Mark Schmid (Vice
President and Chief Investment Officer),
and John Rogers Jr. (University Trustee
and Co-CEO of Ariel Investments).

23
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“Diverse investment managers bring a unique set of
perspectives that increase cognitive diversity across
the University’s investment portfolio. This increases the
opportunity set for the overall portfolio of managers,
improving the chances for outperformance, but moreover,
it exposes the University to investment themes and ideas
that can be leveraged beyond just the mandate of
the managers. For example, one of the managers in the
program has a unique investment thesis, investing in
‘disruptive innovation’ across an array of sectors and using
unique inputs. University staff are studying the thesis in
depth and are looking to apply it through other thematic
investments across the broader portfolio, as it aligns well
with the University’s long horizon and growth orientation.
Exposure to such perspectives can improve decisionmaking and ultimately lead to superior results.”

RACIAL EQUITY INVESTING

- The University of Chicago, Office of Investments

2 . I N V E S T I N G I N R A C I A L LY
D I V E R S E CO M PA N I E S
Investors can explore how racial equity
factors in companies in which they
currently invest, or those in which they
are considering investing. Investors can
start by assessing the racial diversity of
a company’s leadership, workforce, and
revenue-generating teams. Investors
can assess data points such as the racial
pay gap, recruitment rates of people
of color, and attrition rates of people of
color in a company. Significantly high
attrition rates of people of color versus
the company’s overall attrition rate
may indicate problematic work cultures
around race in the company.
Investors can also evaluate programs
and initiatives that a company adopts
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to foster diverse, inclusive, and equitable
work cultures. Committed programs
and initiatives focus on actionable
steps such as recruitment efforts to
diversify a company’s workforce, firmwide resources invested to foster an
inclusive workplace culture, and actionoriented policies that address workplace
harassment in a clear, transparent
manner. As shown in the previous
application, effective actionable steps
are coupled with specific, measurable
goals and definitive timelines (e.g.,
the company clearly communicates
deadlines by which it aims to close its
racial pay gap or by which it aims to
have a specific percentage of new hires
who will be racially diverse).

GUIDING QUESTIONS FOR INVESTORS:
1. What is the racial diversity of the leadership, workforce, and revenuegenerating teams of the company?
2. What do paths of advancement look like for people of color within
the company?

4. What is the attrition rate of people of color in the company?
How does this compare with the company’s overall attrition rate?
5. Does the company have any policies, initiatives, and programs in
place to foster a diverse, inclusive, and equitable work environment?
How does the company measure success of these programs?
6. What are the company’s values? Do the company’s values focus on
advancing racial equity in any way? If so, do the company’s actions,
practices, and track record reflect these values?
7. Does the company have any certification that verifies that people of color
are involved in its leadership and decision-making? Certifications include
the National Minority Supplier Development Council’s MBE Certification.
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3. What is the racial pay gap of the company?

A P P L I C AT I O N 2 C A S E S T U D Y :
ZEVIN ASSET MANAGEMENT
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Zevin Asset Management is a Boston-based investment firm with expertise in
socially responsible investing. The firm specializes in public markets investments and
navigates several challenges in its pursuit of racial equity investing. There is minimal
data available to investors on public companies’ racial composition, racial pay gap,
and other related metrics. This data is difficult to access because few companies
voluntarily disclose this information, and public disclosure of these data points is not
required by law in the U.S.
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Zevin Asset Management engages with companies through targeted shareholder
advocacy initiatives that have proven to be highly impactful. The firm engaged TJX
Companies, a multinational retailer, on gender pay equity reporting and racial pay
equity reporting. Reporting on these data points would increase transparency around
any gender and racial pay gaps, and shareholders can then engage TJX to close
these gaps. In a win for Zevin Asset Management, TJX agreed to report on gender pay
equity in 2018 and will start reporting on racial pay equity this year (as of April 2020).
This is a powerful example of how engaging companies to improve transparency can
lead to better data informing investment decisions and further engagement around
racial equity.

3 . I N V E S T I N G I N R A C I A L LY E Q U I T A B L E 		
C O M PA N I E S & S T R AT E G I E S
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At the most granular level, investors can assess the business function of a company
or the investment thesis of an investment strategy to determine if it advances
racial equity or exacerbates racial inequities. In this tier, investors can use positive
tilting, or increasing their allocation, toward equitable companies, and investors can
negatively screen, or divest from, harmful sectors.

EXAMPLES
Companies with strong racial
diversity across their leadership
& workforces

CAREER
CAPITAL

ENVIRONMENT

CRIMINAL
JUSTICE

HEALTH &
WELLNESS

EDUCATION
HOUSING

INFRASTRUCTURE

Firms that invest in
entrepreneurs of color

Supermarket chains establishing
locations in food deserts

Community banks focused on
serving people of color
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CIVIC
PARTICIPATION

P O S I T I V E T I LT I N G
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Investors can assess if the business function of a company advances racial equity.
The chart illustrates examples of racial equity investments in capital, career,
health and wellness, and housing. For example, investors can seek companies
or investment vehicles that create access to capital for entrepreneurs of color
at affordable costs. In health and wellness, investors can seek investments in
companies that create access for low-income communities of color to healthy
foods or affordable healthcare. Across any sector, investors can ask themselves how
their investment contributes to racial equity to determine the impact from
that investment.

Racial equity investors may negatively
screen sectors with detrimental effects
on communities of colors. Based on our
research, racial equity investors tend to
agree on specific negative screens such
as the private prison and immigration
detention industry for reasons previously
discussed. Screening out other sectors,
such as fast food, are more nuanced.
Some investors argue that fast food
chains significantly hurt the health
of low-income communities of color
across the U.S. and should be negatively
screened out of an investment portfolio.
Conversely, other investors point out
that these companies create jobs for
low-income people of color across the
U.S. Rather than divesting from these
companies, these investors argue that
there would be more value in initiating
shareholder engagement programs
with these companies to encourage
them to provide healthier options to
their end-consumers.
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N E G AT I V E S C R E E N I N G

GUIDING QUESTIONS
FOR INVESTORS:
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1. What is the core business function of the company? For investment strategies and
financial products, what is the core investment thesis?
2. Who are all the stakeholders (those touched or affected by the company’s
operations in any way)?
3. How does the business model impact its stakeholders? How does it impact
communities of color?
4. Does the business model advance racial equity (positive tilting) or exacerbate
racial inequities (negative screening), whether directly (e.g., through direct outputs
of the business model, such as a private prisons) or indirectly (e.g., through
corporate lobbying dollars supporting discriminatory policies)?
5. Is advancing racial equity directly tied to the company’s balance sheet (such as
the link of Brown’s Super Stores’ balance sheet to tackling food deserts)?
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6. Should a business model exacerbate inequity either directly or indirectly, does
the exclusion of that business from an investor’s portfolio introduce any other
negative externalities?

A P P L I C AT I O N 3 C A S E S T U D Y :
I M PAC T A M E R I C A F U N D
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Impact America Fund is a venture capital fund focused on bridging “the financial
and cultural divides that have kept low- and moderate-income people of color
on the sidelines of the modern economy.” The Fund seeks to tackle the economic
disenfranchisement that many communities of color face while also recognizing the
chronically undervalued or overlooked business opportunities in these communities.
The Fund’s investments vary across impact thematic areas including financial
inclusion and education. For example, the Fund invests in Camino Financial, which
provides Latino-owned small businesses with easy access to loans at affordable
rates. From an impact standpoint, Camino Financial provides access to capital to
communities who may have otherwise lacked it. From a financial standpoint, this
business taps into an overlooked market of Latino founders, who account for onequarter of entrepreneurs in the U.S., and their businesses outpace the national
average for startup and employment growth.
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Impact America Fund is one example of an investment that falls under all 3
applications. The Fund’s team is entirely comprised of women or people of color, and
91% of the companies that the Fund invests in are founded by females or people of
color (in Funds I and II). For the purposes of this paper, we have chosen to highlight
the Fund in application 3 specifically.

MARKET SNAPSHOT

A P P L I C AT I O N 1 :

A P P L I C AT I O N 2 :

A P P L I C AT I O N 3 :

Racially Diverse
Investment
Managers

Firms Investing in
Racially Diverse
Companies & Founders

Companies & Investment
Strategies Advancing
Racial Equity

PUBLIC
MARKETS

Matarin Capital
Management

Zevin Asset
Management

Brown’s Super
Stores, Inc.

P R I VAT E
MARKETS

Illumen Capital

Harlem Capital

Impact America Fund

RESOURCES

Diverse Asset
Managers Initiative

Toigo Inclusion
Strategy Services

The Racial Equity
Asset Lab

Note: This is not an exhaustive list of all investment firms, managers, or
opportunities in racial equity investing and is not a recommendation for
any specific product, manager, or approach. Some of these managers do
not identify as racial equity investors, but rather, have been identified due
to their investments, which would seem to advance racial equity in some
capacity as categorized above (through applications 1, 2, or 3). This market
snapshot is intended solely to provide examples of investors who fall under
each category to convey the definitional concepts of applications 1, 2, and 3
across public and private markets.
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GAPS & CHALLENGES
There are still significant challenges that face the racial equity investing market,
particularly around lack of data, transparency, and a nascent - but growing evidence base.

D I S C LO S U R E BY P U B L I C CO M PA N I E S
Companies in the U.S. are not required
to publicly report the racial (or gender)
composition of their workforces which
hinders investors’ abilities to assess the
racial diversity, racial pay gap, and other
racial factors of a company. This lack
of readily available data makes racial
equity investing within public markets
difficult, particularly with passive

investing and larger-sized strategies that
operate at scale. While there are existing
public markets strategies that invest with
a racial lens, many strategies attempt to
use proxies for the missing data, which
may lead to subjective analyses (e.g.,
determining the race of a team member
based on a headshot picture on the
company site).

In addition, there is insufficient data to
assess racial inequities across all racial
groups in the U.S. For example, analyses
on racial inequities in the U.S. often
overlook Asian communities because
on average, Asian households in the
U.S. are the wealthiest across racial
groups. However, Pew Research reports
that Asians have the largest wealth
disparity of any racial group in the U.S.,
where those in the top 90th percentile
of wealth in their racial group have 10.7
times the wealth of those in the bottom
10th percentile. In addition, the wealth
disparity among Asians in the U.S. is
growing faster than in any other racial
group. As such, it is critical to include
Asians in assessments on racial equity
to identify and address inequities that

the vast majority of Asians in the U.S.
may face.47 Moreover, the categorization
of racial groups in the U.S. leads to
certain racial groups to be overlooked
entirely in the conversation on racial
equity. For example, Americans who
identify as Middle Eastern/North African
are categorized as White by the U.S.
Census Bureau. Therefore, little to no
systematically measured quantitative
data exists that reports on the systemic
disadvantages that Middle Eastern/North
African communities in the U.S. may
face. Without data collection on these
communities, the analysis on racial
inequities is incomplete, and neither the
investment nor impact opportunities can
be properly assessed.
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D ATA C O V E R A G E A C R O S S R A C I A L G R O U P S

NASCENT BUT GROWING EVIDENCE BASE
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There are limited academic and corporate studies that report on the links between
racial equity investing and generating alpha, though the evidence base is growing.
These studies vary in scope and include assessments on the causation link between
racial diversity and financial performance, as well as the differentiated value-add
that diverse managers bring in their investment decision-making.

ACTIONABLE STEPS FOR INVESTORS & FIRMS
This is a roadmap for investors and investment firms interested in racial
equity investing:

INVESTORS

INVESTMENT MANAGERS
& C O N S U LT A N T S

I N T E N T I O N A L I T Y FO R I M PAC T

I N T E N T I O N A L I T Y FO R I M PAC T

DIVERSE MANAGERS

D I V E R S E PA RT N E R S

Determine what percent of your portfolio
you would like to allocate to diverse
managers, and by when you aim to
achieve this goal.

If you have an open architecture platform,
determine what percent of the investment
managers on your platform you would like
to be diverse, and by when you aim
to achieve this goal.

SHAREHOLDER ENGAGEMENT

EMPLOYEE ENGAGEMENT

Engage with companies to request
greater disclosure of racial diversity,
racial equity pay reporting, and other
racial factors.

Build out firm-wide programs
around advancing diversity, inclusion,
and equity. Establish and communicate
actionable racial diversity goals (e.g.,
what percentage of your leadership, new
hires, and revenue-generating teams you
aim to have racially diverse, and by when).

DEFINE
INVESTMENT GOALS

DEFINE AND GROW
INVESTMENT OFFERINGS

Determine your racial equity
investing goals: what negative
screens would you consider placing
on your portfolio? What percent of
your portfolio would you like to allocate
to diverse managers? What areas of
racial equity will your portfolio seek
to advance? When these are defined,
communicate them with your investment
consultant or manager, and record them
in your investment policy statement.

Develop investment offerings that
advance racial equity through any of
the applications previously discussed, and/
or implement negative screens on investments
that exacerbate racial inequities.
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Advancing racial equity in the U.S. is an
aspiration for many impact investors,
and research supports the thesis that
advancing racial equity can help reap
economic rewards for both investors
and the affected communities. While
capital is only one tool among various
economic, political, and social options,
it can be a considerable force as it
leverages the efficiency of the private
sector to achieve impact and generate

financial returns. What is more, racial
equity investing seeks to revitalize
socioeconomically marginalized
communities in a way that philanthropic
efforts do not: by creating self-sufficient
financial models that sustain and fund
themselves. Thus, the potential for the
racial equity investing market is vast
and can provide broader benefits to all
participants in the U.S. economy.

RACIAL EQUITY INVESTING

CONCLUSION
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Glenmede was founded in 1956 to serve in perpetuity as Trustee and
investment manager for the entities now known as the Pew Charitable Trusts. In 2014 the company formally launched its Sustainable &
Impact Investing group, building upon its decades’ work developing
tailored and measurable social and environmental portfolios. In 2019,
Glenmede became a signatory to the U.N.’s Principles for Responsible
Investment and remains an engaged member of the Global Impact
Investing Network (GIIN), the Sustainability Accounting Standards
Board (SASB) Alliance, Ceres, and As You Sow.
Glenmede provides guided access to an open architecture platform
and diverse strategies across public and private markets with the
ability to customize portfolios for a range of client objectives.
Glenmede partners with individuals, nonprofits and institutions,
managing over $40 billion in assets for over 1,800 clients.

J E S S I E S M I T H N O Y E S F O U N D AT I O N
The Jessie Smith Noyes Foundation makes grants to peoplepowered organizations participating in intersecting social justice
movements across the U.S., while investing its own endowment in
ways that strengthen and support those movements.

Diverse Asset Managers Initiative is an effort to increase the absolute
number of, and assets under management by, diverse-owned asset
management firms for institutional investors, with specific focus on
public, corporate, faith and labor union pension funds as well as
foundation and university endowments.
The Initiative is a consortium of financial services professionals,
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DISCLOSURES
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This white paper was published on July 6, 2020 and has been
prepared for academic and informational purposes only. It is not a
solicitation of any offer to buy or sell any security or other financial
instrument or as a recommendation of any trading strategy or
asset manager. This paper has been prepared without regard to
the financial circumstances and objectives of its readers and is not
intended to provide tailored investment advice. Readers should
consult their own legal, tax and financial advisers before undertaking
any investment. This material contains the opinions of the authors
as individuals, which may not be shared by the institutions they
represent. Information supporting the opinions herein was gathered
in good faith, but its accuracy is not guaranteed. Information relating
to the success of past investments or strategies is historical, and may
not be repeated in the future. Investments focused on Racial Equity
may feature returns lower or higher than a diversified portfolio or one
that is based solely on investment considerations. Investors may
not be able to take advantage of opportunities or trends as do those
investors who do not use criteria involved in Racial Equity Investing.
All investment has risk, including the risk of loss of principal.
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APPENDIX
DEFINITIONS
Below are key definitions and terminologies for the purposes of this paper. These
definitions are not proprietary. They are consolidations from experts in racial equity
and racial equity investing (please refer to the Bibliography for sources):

Inclusion: reflects the ability of
historically excluded populations to
contribute to and benefit from economic
prosperity. Inclusion authentically brings
traditionally excluded individuals and/
or groups into processes, activities, and
decision/policy making in a way that
shares power. 50, 51

Person of color: a person who is not
White or of European parentage. This
includes Black or African American,
Hispanic or Latino, Indigenous (Native
American), Asian, and Middle Eastern or
North African persons. For the purposes
of this paper, comparisons are drawn
between White communities and
communities of color to assess racial
wealth gaps more broadly. However, we
recognize that races and ethnicities are
nuanced and that communities of color
are not monoliths.52
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Implicit bias: refers to the attitudes
or stereotypes that affect our
understanding, actions, and decisions
in an unconscious manner. Implicit
biases stem from systemic racism
that is embedded in an individual’s
sociocultural surroundings, including
media productions, literature, and
cultural norms that an individual
is exposed to which shapes their
understanding of various racial groups.
In the context of this paper, racial equity
investing entails challenging one’s own
implicit racial biases in the investment
decision-making process to tackle
inequities that investment managers of
colors face due to their races.48, 49
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Racial equity investing: investing capital
to seek financial return and an impact
outcome that advances racial equity
and/or tackles systemic racial inequities.
The investment can seek concessionary
financial returns (does not seek profit) or
competitive, market-rate returns.56 This
paper explores racial equity investing
strategies that seek competitive, marketrate returns specifically.

Racial inequities: is when two or more
racial groups are not standing on
approximately equal footing because
of the presence of systemic barriers
that prevent specific racial group(s)
from accessing the tools and resources
necessary to thrive and prosper. Racial
inequities result from structural racism.57, 58
Structural racism: a system in
which public policies, institutional
practices, cultural representations,
and other norms work in various ways
to systemically marginalize specific
racial groups. These are the aspects of
American history and culture that allow
privileges to be associated with specific
racial group(s) and disadvantages with
other racial group(s). Public policies,
institutional practices, and cultural
representations are shaped by structural
racism to reproduce outcomes that are
racially inequitable.59, 60
Sustainable & Impact Investing:
sustainable investments incorporate
environmental, social, and governance
criteria to mitigate risks and enhance
returns. Impact investments seek to
generate financial return as well as positive
environmental and/or social impact.61
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Racial equity: is the substantive
alternative to structural racism. It is the
condition that would be achieved if one’s
racial identity no longer predicted, in a
statistical sense, how one fares. The goal
of racial equity is to produce fairness
and justice such that race would no
longer be a factor in the assessment of
merit, or in the distribution of opportunity.
Because racial equity focuses on offering
access to equal opportunity to people
of all racial groups, it necessitates
often providing additional resources
to the disadvantaged to allow them
to have equal opportunity to the more
advantaged in society.53, 54, 55
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Systemic: “systemic” or “structural” are terms used with “inequities” or “racism” (e.g.,
“systemic inequities” or “structural racism”). These terms acknowledge that the racial
inequities that exist today are not due to deficiencies or lack of effort on the part of
communities of color, but rather are results of systems and policies that have been
instituted historically and whose economic and societal impacts we continue to see
today. These systems include, but are not limited to:
1) Slavery, and its continued impacts on American society today.62
2) Redlining policies, which were legislated in the 1930s and largely deprived
communities of color from access to capital and homeownership.63
3) Segregation and Jim Crow laws, whose impacts included trapping people of
color between unemployment and low-income jobs. This prevented them from
building intergenerational wealth and thereby hindered them from climbing up
the socioeconomic ladder across generations.64
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4) The mass incarceration system (the prison industrial complex), which
disproportionately impacts people of color.65
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L I T E R AT U R E R E V I E W
This paper was informed by leading
research available on racial equity
investing and racial diversity in
investment management. Delivering
Through Diversity is McKinsey’s seminal
study on the link between racial diversity
and value creation. Though conducted
in 2017, this study is oft cited given its
high sample size and implications
for corporations. The W.K. Kellogg
Foundation’s The Business Case for
Racial Equity is a go-to resource on the
financial and economic significance of

advancing racial equity in the U.S., as is
McKinsey’s report The Economic Impact
of Closing the Racial Wealth Gap.
Below are top resources that formed
the foundation of this paper’s research
and serve as an excellent repository for
readers interested in learning more. A full
bibliography can be located at the end
of this paper.

8.

Race influences professional 		
investors’ financial judgments 		
(Illumen Capital and SPARQ)

9.

Racial Justice Investing Overview
(Zevin Asset Management)

10.

Racial Justice Exclusion List 		
(Robasciotti & Philipson)

Investing to Advance Racial Equity
(Cornerstone Capital Group)

11.

Social Equity Investing
(Cambridge Associates)

5.

An Investor’s Guide to Investing for
Racial Equity (Kristin Hull)

12.

6.

It’s About Time: A Call to Advance
Racial Equity in the Investment
Industry (Confluence Philanthropy)

Who Benefits? Symposium on 		
Equity, Diversity, and Inclusion in
Social Finance in New York City
(New York University’s Robert 		
F. Wagner Graduate School
of Public Service)

7.

The Prison Industry: Mapping 		
Private Sector Players (Worth Rises)

1.

The Business Case for Racial Equity
(W.K. Kellogg Foundation)

2.

The Competitive Advantage of 		
Racial Equity (FSG and PolicyLink)

3.

The Economic Impact of Closing
the Racial Wealth Gap
(McKinsey & Company)

4.
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RACIAL DIVERSITY IN
INVESTMENT MANAGEMENT
2018 Diverse Asset Management
Firm Assessment
(Bella Private Markets)

14.

Delivering through Diversity 		
(McKinsey & Company)

15.

Diversity in U.S. Startups
(Diversity VC and RateMyInvestor)

16.

Examining the Returns 2019:
The Financial Returns of Diverse
Private Equity Firms
(National Association of 			
Investment Companies)

17.

Fiduciary Guide to Investing with
Diverse Asset Managers and Firms
(Diverse Asset Managers Initiative)

18.

Investment Manager Diversity:
The Hardest Taboo to Break
(ABFE, Silicon Valley Community
Foundation, Colonial 			
Consulting)

19.

Key practices could provide 		
more options for federal entities
and opportunities for minorityand women-owned asset
managers (U.S. Government 		
Accountability Office)

20.

Measuring the Representation 		
of Women and Minorities
(Library of Congress)

21.

The Other Diversity Dividend 		
(Harvard Business Review)

22.

The Value of Ethnic and Gender
Diversity in Private Equity and 		
Venture Capital
(Fairview Capital Partners)

23.

Who Manages the Money?
How Foundations Should “Help 		
Democratize” Capital
(Progress Investment 			
Management Company and ABFE)
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