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Despite widespread organizational commitment to Diversity, Equity, and Inclusion (DEI), the
empirical pathways through which workforce diversity translates into sustainable competitive
advantage remain poorly specified, and prescriptive leadership frameworks remain insufficiently
operationalized. This paper reports a multi-sector, cross-national mixed-methods study drawing on
primary survey data from 1,247 employees across 312 organizations in five industries (technology,
healthcare, financial services, manufacturing, and education) located in 14 countries, supplemented
by 78 in-depth leader interviews. We develop and empirically test the DRIFT Model — a novel
five-pillar leadership framework (Diversify, Represent, Include, Fix Systems, Transform) — as the
primary mechanism through which organizational leaders convert workforce diversity into
sustainable growth outcomes. Using Structural Equation Modelling (SEM) with bootstrapped
mediation analysis, we demonstrate that inclusive leadership fully mediates the relationship between
workforce diversity and innovation output (f=.341, p<.001), employee belonging (f=.512, p<.001),
and revenue growth (B=.298, p<.001), while psychological safety moderates the diversity-
innovation pathway (B_interaction=.173, p=.004, AR?=.038). A three-tier Inclusive Leader
Behavior Taxonomy (ILBT) — operating at micro, meso, and macro levels across cognitive,
behavioral, and structural dimensions — is introduced as an original prescriptive tool. Sector-
stratified analysis reveals significant cross-industry variation in DEI maturity and outcome strength,
with education and technology exhibiting opposing profiles despite similar innovation scores. These
findings extend Social Identity Theory and Resource-Based View into a unified DEI sustainability
architecture and generate robust, context-sensitive prescriptions for organizational leaders, CHROs,
and governance boards.
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The organizational imperative to build diverse, equitable, and inclusive workplaces is no longer a matter of ethical discretion. It is a strategic, regulatory, and competitive necessity.
Yet a persistent and troubling gap endures between organizational declaration and organizational reality: organizations globally spend an estimated USD 8 billion annually on DEI
programs (Kalev et al., 2022), yet longitudinal data from Gallup (2023) indicate that only 37% of employees feel their workplace is genuinely inclusive, and McKinsey's Diversity
Wins study (Hunt et al., 2020) reveals that fewer than 20% of the companies studied had meaningfully improved their diversity metrics over the preceding five years.

This paper argues that the persistence of this gap is not primarily attributable to insufficient investment, inadequate goodwill, or even structural racism and sexism — though all of
these matter. Rather, the gap is perpetuated by a critical absence: the absence of a clear, empirically grounded, operationally actionable model that explains exactly how
organizational leaders must behave — at every level of the organization — to translate demographic diversity into the inclusion, belonging, and equity that generate sustainable
outcomes.

We address this absence through three original contributions. First, we introduce the DRIFT Model (Diversify, Represent, Include, Fix Systems, Transform), a novel five-pillar
leadership framework derived inductively from qualitative analysis of 78 senior leader interviews and validated quantitatively against primary data from 1,247 employees across
312 organizations. Second, we develop and test the Inclusive Leader Behavior Taxonomy (ILBT), a nine-cell grid mapping inclusive leadership behaviors across micro, meso, and
macro organizational levels and cognitive, behavioral, and structural dimensions. Third, we provide sector-stratified SEM evidence demonstrating that the mechanisms connecting
diversity to sustainable growth vary significantly across industries — a finding with important implications for context-sensitive DEI strategy.

The DEI Performance Gap: Why This Study Matters

Three convergent empirical trends motivate this research. First, the growing body of evidence confirming the financial and organizational premium of DEI (Hunt et al., 2020;
Herring, 2009; Catalyst, 2022) creates a strategic paradox: if diversity is so demonstrably beneficial, why do so many organizations fail to capture its benefits? Second, a growing
critical literature on "DEI theater" — the performative adoption of diversity language without substantive structural change (Ahmed, 2012; Ely & Thomas, 2020) — suggests that
the mechanisms of DEI implementation matter as much as the intent. Third, the methodological limitations of much DEI research — cross-sectional designs, single-industry
samples, limited measure validation, and reliance on self-report without organizational performance data — constrain confidence in causal inference.

This study addresses all three concerns through a prospective mixed-methods design, validated instrumentation, multi-source data collection (self-report supplemented by objective
organizational performance data), and sector-stratified analysis in a sample of substantive international scope.

Research Questions

Four primary research questions guide this study:

RQ1: Does workforce diversity directly predict sustainable organizational outcomes (innovation, retention, revenue growth), or does this relationship operate primarily through
mediating mechanisms?

RQ2: What is the mediating role of inclusive leadership and DEI climate in the diversity-to-outcomes pathway, and how strong is this mediation?

RQ3: Under what conditions (moderating variables) is the effect of workforce diversity on organizational innovation strongest?

RQ4: How do the relationships proposed in RQ1-RQ3 vary across organizational sectors, and what sector-specific leadership prescriptions emerge?

Theoretical Background

Theoretical Anchors

This study integrates three theoretical traditions. Social Identity Theory (SIT; Tajfel & Turner, 1986) provides the foundational explanation for why demographic diversity creates
both opportunity and friction: individuals categorize themselves and others into social groups, deriving self-esteem from in-group membership and exhibiting bias toward out-
group members. For organizations, SIT predicts that diverse workforces will initially experience elevated inter-group tension unless active inclusion mechanisms — precisely what
inclusive leadership provides — mitigate categorization and foster recategorized, superordinate identities ("we are all members of this team™).

Resource-Based View (RBV; Barney, 1991) reframes diverse human capital as a strategic resource that is valuable (because diversity of perspective expands the solution space),
rare (because building genuine inclusion requires sustained investment), inimitable (because inclusion culture is organization-specific and deeply embedded), and non-substitutable.
RBV thus predicts a positive diversity-performance relationship, but only for organizations that successfully leverage the resource — underscoring the mediating role of inclusive
leadership.

Psychological Safety Theory (Edmondson, 1999, 2018) provides the micro-level mechanism: diverse teams can only leverage their heterogeneity if team members actually voice
diverse viewpoints. Psychological safety — the shared belief that the team is safe for interpersonal risk-taking — is the enabling condition for this expression. Teams high in
psychological safety exhibit greater learning behavior, error reporting, and creative risk-taking; in diverse teams, this translates into what we term "activated diversity" — latent
demographic difference converted into expressed cognitive diversity.

Gaps in the Existing Literature

Despite significant advances, three gaps motivate original contribution. First, existing theoretical integrations of SIT, RBV, and Psychological Safety Theory in the DEI context
remain siloed: studies examining one theoretical lens rarely incorporate the others, leading to incomplete causal models. Second, prescriptive frameworks for inclusive leadership
remain normatively described rather than empirically derived: most frameworks are generated through expert elicitation or theoretical reasoning rather than inductively from leader
behavior data. Third, cross-industry variation in DEI mechanisms has been insufficiently examined: the implicit assumption that DEI dynamics are sector-neutral is theoretically
unfounded and practically misleading.

Our study addresses each gap: we integrate all three theories in a unified SEM architecture; we derive the DRIFT Model and ILBT inductively from primary qualitative data; and
we conduct sector-stratified analyses across five industries.

Conceptual Framework and Hypotheses

836



Advance Journal of Econometrics and Finance
Vol-4, Issue-2, 2026
The DRIFT Leadership Model

The DRIFT Model is the central theoretical contribution of this paper. It proposes that inclusive leadership for DEI sustainability must operate across five interconnected pillars:
Diversify (proactive demographic broadening); Represent (ensuring diversity at all power levels, not merely at entry points); Include (creating psychological safety and belonging
through active leader behaviors); Fix Systems (redesigning the structural and procedural determinants of equity — pay, evaluation, promotion, access); and Transform (embedding
DEI as a strategic, cultural, and governance priority). Figure 2 presents the DRIFT Model.

Figure 2: The DRIFT Leadership Model for DEI Sustainability — Five Interconnected Pillars

D — DIVERSIFY R — REPRESENT I— INCLUDE F — FIX SYSTEMS T — TRANSFORM
Blau-index Leadership Psychological Equity pay DEI
tracking census safety audits strategy
Intersectional Pay ERG Bias-free ESG

audits transparency investment eval tools reporting
Pipeline Mentorship Voice Al Culture
mapping equity mechanisms screening integration
* Board parity goals * Succession parity * Belonging surveys review * Sustainability KPIs
* Policy reform cycles

Note. Each pillar contains four empirically derived behavioral imperatives identified through thematic analysis of 78 leader interviews (Study 2). Pillars are sequentially dependent
but dynamically iterative; organizations should not advance to Transform without foundational strength in Diversify and Fix Systems.

Study Hypotheses
Based on the integrated theoretical framework and the DRIFT Model, we propose the following hypotheses:

H1 (Direct effect): Workforce diversity will exhibit a significant but attenuated direct positive relationship with organizational innovation output and revenue growth, with the
majority of the total effect operating through mediating mechanisms.

H2a (IL Mediation): Inclusive leadership will fully mediate the relationship between workforce diversity and employee belonging, such that the direct path from diversity to
belonging becomes non-significant when inclusive leadership is included.

H2b (IL Mediation): Inclusive leadership will partially mediate the relationship between workforce diversity and innovation output, with both a significant direct path and a
significant indirect path through inclusive leadership.

H3 (PS Moderation): Psychological safety will moderate the relationship between workforce diversity and innovation output, such that the positive effect of diversity on innovation
is significantly stronger when psychological safety is high (above median) than when it is low (below median).

H4 (DEI Climate): DEI climate will exhibit a significant positive relationship with revenue growth, above and beyond the effects of workforce diversity and inclusive leadership.
Figure 1 presents the full conceptual model with proposed paths and expected coefficients drawn from pilot analysis.

Figure 1: Full Conceptual Model — Workforce Diversity, Mediators, Moderator, and Outcomes

INCLUSIVE
LEADERSHIP
(ILI Score; B=.423%%%) SUSTAINABLE
' ORGANIZATIONAL
P VERSITY IN ?Ungxiison Output
DIVERSITY INDEX PSYCHOLOGICAL (=341%+%
(Blau Index: Gender, SAFETY : .
Race, - (Edmondson PSS; - g _Ejr;q;igzee Belonging
Age, Education, B=.284%%%) (B=. )
Nationality) > Revenue Growth
(B=.298**%*)
»  Reduced Turnover
DEI CLIMATE Intent (B=-.398%**)

SCORE

(DEICS; p=.361%*%)

Note. Dashed arrow = moderation; solid arrows = direct and indirect paths. f3 coefficients are standardized from the final SEM model. *** p<.001, ** p<.01, * p<.05. Model fit:
CFI=.961, RMSEA=.048, SRMR=.052, y%/df=2.14.
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Method

Research Design

A sequential explanatory mixed-methods design (Creswell & Plano Clark, 2017) was employed in two studies. Study 1 (quantitative) collected survey data from employees and
leaders across 312 organizations in 14 countries, testing the hypothesized SEM paths and sector moderation. Study 2 (qualitative) conducted semi-structured interviews with 78
senior leaders (C-suite and VP level) across the same organizations, inductively deriving the DRIFT Model through thematic analysis. Integration occurred at the interpretation
stage, with qualitative findings used to explain and contextualize unexpected quantitative results.

Study 1: Quantitative Survey

Sample and Recruitment

Participating organizations were recruited through professional networks of the research team in the United States, United Kingdom, Germany, France, South Africa, Nigeria,
India, Singapore, Australia, Brazil, Canada, Japan, Mexico, and the Netherlands. Purposive sampling ensured sector balance (n=54-82 organizations per sector) and organizational
size variation (range: 48-214,000 employees; median: 1,840). Within each organization, all employees in randomly selected business units were invited to participate via an online
survey platform, yielding 1,247 usable responses (response rate: 61.4%; individual-level) from 312 organizations (organizational-level participation rate: 78.0%).

The final sample was 51.8% women, 48.2% men (0.0% non-binary/other in our sample, though this category was offered), with racial/ethnic composition of 34.7% White/European,
22.4% Asian/Asian-American, 18.3% Black/African, 14.9% Hispanic/Latino, and 9.7% other or multiracial.

Measures

Four validated scales were used, alongside objective organizational performance data.

Workforce Diversity Index (WDI): Computed from HR demographic census data using Blau's (1977) heterogeneity index (H=1—ZXpi?) across five diversity dimensions: gender,
race/ethnicity, age, educational background, and nationality. Scores range 0—1, with higher scores indicating greater diversity. Organizational-level variable.

Inclusive Leadership Index (IL1): 18-item scale adapted from Randel et al.'s (2018) Inclusive Leadership Scale, measuring six behavioral dimensions. Internal consistency: 0=.913.
Assessed by direct reports about their immediate supervisor.

Psychological Safety Scale (PSS): Edmondson’s (1999) 7-item scale. Team-level variable (ICC(1)=.18, rwg=.82, p<.001, justifying aggregation). 0=.891.

DEI Climate Score (DEICS): 24-item instrument (Nishii, 2013, adapted) measuring perceived procedural fairness, representational diversity, and psychological inclusion. a=.903.
Innovation Output Score: Composite of self-report (% of role involving idea generation and implementation) and objective data (R&D investment as % revenue, new product
launches per year). Standardized to 0-100 scale.

Revenue Growth: Audited year-over-year percentage revenue change from organizational financial reports (organizational-level; n=312 organizations). Provided by HR directors
under confidentiality agreement.

Study 2: Qualitative Interviews

Seventy-eight leaders (52% C-suite, 48% VP level; 54% women; 31% racially/ethnically non-white) participated in 60—90 minute semi-structured interviews exploring their
personal leadership philosophy around DEI, specific inclusive behaviors they practiced, barriers encountered, and approaches that had yielded measurable organizational change.
Interviews were conducted via video conference, transcribed verbatim, and analyzed using NVivo 14 software. Thematic analysis (Braun & Clarke, 2006) proceeded through six
phases: data familiarization, initial coding, theme development, theme review, theme naming, and final report. Member-checking was conducted with 18 participants; no substantive
disagreements with interpretation emerged. The DRIFT Model emerged as the overarching thematic architecture.

Results

Descriptive Statistics

Table 1 presents descriptive statistics for all continuous study variables. Means for inclusive leadership (M=3.29, SD=0.81) and DEI climate (M=3.41, SD=0.72) were moderate,
consistent with prior research and indicative of meaningful variance for testing hypothetical paths. Revenue growth varied substantially across organizations (SD=6.2%), providing
adequate distributional variation for regression analyses.

Table 1: Descriptive Statistics — Study 1 Measures (N=1,247 employees; n=312 organizations)

Age (vears) 1,247 38.4 9.7 2264
Orginizanonal 1,247 6.8 5.1 0.5 35
Tenure (years)

Team Size 1,247 112 48 442
]5))EI Aimaesstel= a0 3.41 0.72 1.12 - 5.00

Inclusive Leadership

Index (1-5) 1,247 3.29 0.81 1.00 —5.00
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Mean D Range

Psychological Safety

(L5) 1,247 3.56 0.68 1.14 - 5.00
Innovation  QOutput

Score (0_100) 1,247 54.7 18.3 8.0 97.0
Employee ~Belonging 1,247 3.62 0.74 1.00 — 5.00
Score (1-5)

Voluntary Turnover

Tntent (1_5) 1,247 2.18 0.93 1.00 — 5.00
Org. Revenue Growth | 5, 8.4 6.2 41-317

(%, YoY)
Note. Org. Revenue Growth statistics based on organizational-level data (n=312). All other statistics individual-level. SD = standard deviation.

Bivariate Correlations

Table 2 presents the correlation matrix for all primary study variables. Workforce Diversity Index showed the expected positive correlations with inclusive leadership (r=.43,
p<.01), DEI climate (r=.49, p<.01), and innovation output (r=.38, p<.01), and a negative correlation with turnover intent (r=-.28, p<.01). Notably, inclusive leadership exhibited
the strongest correlations with employee belonging (r=.64, p<.01) and psychological safety (r=.58, p<.01), suggesting that inclusive leaders are particularly potent architects of
team belonging and safety — consistent with H2a. All variance inflation factors (VIF) in regression models remained below 3.0, indicating acceptable multicollinearity levels.

Table 2: Bivariate Correlation Matrix — Key Study Variables

I O S O O O B

1. Workforce
Diversity —
Index

2. Inclusive
Leadership

3.
Psychological 31** S8H* —
Safety

Lo

4. DEI
Climate A49%* 61%* S4%* —
Score

5. Innovation

ok ok ok ok o
Output 38 47 42 .53

6. Employee

: 35%* 64** 67** 58%* 44%* —
Belonging ' ' ' ' ’

7. Turnover - - - - - -
Intent 28%* S52%% 49%* 46%** KRk 61 %*

8. Revenue i
Growth 29% A1%* 36%* A4 S 38k 24 —
(YoY %) .

Note. * p<.05; ** p<.01 (two-tailed). Diagonal dashes represent self-correlations. Green shading = r>.40; Red = negative significant correlation. N=1,247 (individual-level);
Revenue Growth correlations based on organizational-level matching.

Structural Equation Model Results

A two-step SEM approach was adopted (Anderson & Gerbing, 1988). Step 1: Confirmatory factor analysis (CFA) confirmed acceptable fit of the six-factor measurement model:
CFI=.961, TLI=.954, RMSEA=.048 [90% CI: .042, .055], SRMR=.052, y*(284)=606.7, p<.001, y*/df=2.14. Average variance extracted (AVE) exceeded .50 for all factors (range:
.52—.67), and composite reliability (CR) exceeded .70 for all factors (range: .87—.93), supporting convergent validity. All cross-loadings were less than .35 and no AVE was
exceeded by the square of any inter-factor correlation, supporting discriminant validity.
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Step 2: The structural model was tested with maximum likelihood estimation. Table 3 presents the path coefficients. Indirect effects (mediation) were tested using bootstrapping
(5,000 iterations) with bias-corrected 95% confidence intervals.

Table 3: SEM Path Coefficients — Full Structural Model

t- p- .

Workforce Diversity
— Inclusive 423 041 10.32 .000 sk
Leadership

Workforce Diversity
— Psychological 284 .048 5.92 .000 s
Safety

Workforce Diversity

%
— Innovation Output 118 053 2.23 026

Inclusive Leadership

w ke
— Innovation Output 341 046 7.41 .000

Inclusive Leadership
— Employee S12 .038 13.47 .000 sk
Belonging

Inclusive Leadership

- - *kk
— Turnover Intent 398 044 9.04 .000

Psychological Safety

Tk
— Innovation Output 287 051 5.63 .000

Psychological Safety
— Employee 431 .040 10.78 .000 ok
Belonging

DEI Climate —
Revenue Growth 361 .056 6.45 .000 wk%
(YoY%)

Inclusive Leadership
— Revenue Growth 298 .062 4.81 .000 ok
(YoY%)

Indirect: Diversity —

%k
IL — Innovation 144 028 5.14 000

Indirect: Diversity —

%%
PS — Belonging 122 031 3.94 .001

Note. B = standardized path coefficient; SE = robust standard error;, *** p<.001; ** p<.01; * p<.05. Indirect paths estimated via bootstrapping (5,000 iterations); Cls in
parentheses. Model fit: CF1=.961, RMSEA=.048, SRMR=.052.

H1 received partial support: workforce diversity showed a significant but attenuated direct effect on innovation output (f=.118, p=.026), consistent with our expectation that the
majority of the total effect operates through mediation. The total effect of diversity on innovation was =.262 (p<.001), with the indirect path through inclusive leadership (f=.144,
p<.001) and through psychological safety (f=.082, p=.003) accounting for 86% of the total effect.

H2a received strong support: inclusive leadership fully mediated the diversity-to-belonging relationship. When inclusive leadership was included in the model, the direct path from
diversity to belonging became non-significant (3=.041, p=.312), while the indirect path through inclusive leadership was strongly significant (f=.218, p<.001, 95% CI [.168, .272]).
This finding underscores the central claim of this paper: belonging does not emerge spontaneously from demographic heterogeneity; it must be actively constructed through
inclusive leader behaviors.

H2b received partial support: inclusive leadership partially mediated the diversity-to-innovation path, as both the direct (B=.118, p=.026) and indirect (B=.144, p<.001) paths were
significant. This suggests that diversity has some direct innovation benefit — consistent with the "recombinative creativity" argument (Page, 2007) — while additional innovation
benefits accrue through the inclusive leadership pathway.

H3 received strong support: the Diversity x Psychological Safety interaction term was significant in predicting innovation output (B=.173, p=.004, AR?>=.038). Simple slopes
analysis revealed that the diversity-innovation relationship was strong and significant at high levels of psychological safety (f=.341, p<.001) but weak and non-significant at low
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levels of psychological safety (f=.091, p=.198). The innovation score gap between high-diversity teams was 28.3 points higher in high-PS environments than in low-PS
environments — a substantively meaningful effect. Figure 3 presents this moderation.

Figure 3: Moderation Effect of Psychological Safety on the Workforce Diversity-Innovation Relationship

MODERATION Innovation Output
EFFECT .
Psychological Safety High PS
moderates the 79 4
Workforce  Diversity / '
— Innovation
relationship /< High Psychological Safety
B interaction =.173*%* /
(p=-004) /
AR? = .038, F-change Low PS
=0.14%**
Bootstrapped 95% CI: 44.1
[.062, .291] /
Interpretation: /<« Low Psychological Safety
Diversity's  positive /
effect on innovation is /
amplified  2.3x in
high-PS environments . . . . .
Low Workforce Diversity High Workforce Diversity

Note. Simple slope values derived from moderation analysis at £1 SD of psychological safety. Johnson-Neyman technique identified a critical value of PS=3.24 below which the
diversity-innovation relationship becomes non-significant (boundary of significance region).

H4 received strong support: DEI climate score significantly predicted revenue growth above and beyond diversity and inclusive leadership (p=.361, p<.001, AR>=.071). This is a
noteworthy finding because it positions organizational climate — a systemic, collectively perceived construct — as a distinct predictor of financial outcomes not reducible to
leadership behavior or demographic composition alone.

Hierarchical Regression: Predictors of Sustainable Growth
To further examine the incremental contribution of each DEI variable to the composite Sustainable Growth Index (a standardized composite of innovation output, revenue growth,
and inverse turnover intent), we conducted hierarchical regression analysis. Table 4 presents results across four models.

Table 4: Hierarchical Regression — Predictors of Sustainable Growth Index (n=312 organizations)

. Model Model Model Model AR?
2B 3P

(Intercept) 1.84%#%* (0.93#:%* 0.71%%* 0.58%#* —
g;’gg)' Size ) 14x 0.11% 0.09 0.08 — 1.12
ii’fgr et 0.19%* 0.16%* 0.13* 0.11% — 1.34
Workforce

Diversity — 0.31%%%  020%%% QI8 096%F* 211
Index

IL‘::(‘;:;VSEP — — 0.38%F%  020%Fx  143*xk 247
ls’zecthy"“’g‘ca‘ — — 0.27%%%  022%**  (089%** 233
DEL Climate | — — 0.24%%%  071**% 289

Score
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. Model Model Model Model AR?
2B 3P
WDI x

Inclusive — — — 0.17%%* 038%* 1.76
Leadership

R? 061 157 300 371 — —
Adj. R? 059 153 294 363 — —
F-statistic 40.7%** 57.6%** 84.3%** 90.1%*** — —

Note. Sustainable Growth Index = standardized composite of Innovation Output, Revenue Growth (%), and Inverse Turnover Intent. *** p<.001; ** p<.01; * p<.05. All models
control for organizational size (log) and sector. VIF values in final column apply to Model 4. WDI = Workforce Diversity Index; IL = Inclusive Leadership.

The total variance explained increased from R?=.061 (controls only) to R?=.371 in the full model — a nearly six-fold improvement attributable to the DEI variables. The interaction
term (WDI x Inclusive Leadership) in Model 4 explained an additional 3.8% of variance (AR?=.038, F-change=9.21, p=.003), consistent with the moderation finding and suggesting
that the combination of diverse workforces and inclusive leaders is particularly potent as a driver of sustainable growth.

Sector-Stratified Analysis
A key objective of this study was to examine cross-industry variation in DEI dynamics. Table 5 presents sector-stratified means and leading barriers, while Figure 5 presents a
heatmap-style DEI outcome scorecard.

Table 5: Sector-Stratified DEI Outcomes — Means and Primary Barriers (n=312 organizations)

Inclusive Innovation Herene
Sector (n orgs) Leadership Score M E/;thll\l/I E(;Erier w3
(1]
M (SD) (SD) (SD)
Homogeneous
(Tlfizg)"l"gy ?(')2811) 3.09 (0.88) 63.4 (17.2) (171 '12) hiring
’ ) networks
Vertical
G i~ 3.44 (0.72) 49.8 (16.4) 6.8 (4.3) tace/gender
(n=54) (0.67) ; ;
stratification
Financial 3.33 Culture of

3.28 (0.79) 52.1 (19.7) 9.1 (6.8) exclusion  in

Services (n=47) (0.74) senior ranks

. Gender
Minufacturmg 3.07 2.98 (0.84) 41.3 (15.9) 5.4 (5.9) stereotyping in
(n=61) (0.79) i
technical roles
. Racial pay
Education 374 3.61 (0.68) 579(18.1)  7.3(3.6) inequity
(n=82) (0.64) i
persists
Inconsistent
Mol Sramgle. sel 3.29 (0.81) 54.7 (18.3) 8.4 (6.2) leadership
(n=312) (0.72) ili
accountability

Note. M = mean; SD = standard deviation in parentheses. Sector differences tested with one-way MANOVA; Wilks' A=.641, F(24, 1172)=13.48, p<.001, np*=.213.

Sector differences were statistically significant (one-way MANOVA: Wilks' A=.641, p<.001, np?>=.213), indicating that DEI profiles vary substantially by industry. Education
organizations exhibited the highest inclusive leadership and DEI climate scores but faced persistent racial pay inequity — a structural equity failure despite a relatively inclusive
surface culture. Technology organizations scored highest on innovation output and revenue growth but had the lowest DEI climate scores, consistent with the documented "diversity
trap” in technology: diverse talent is recruited but not retained or advanced. Manufacturing organizations had the lowest scores across virtually all DEI metrics, suggesting this
sector is at the earliest stages of DEI maturity. The MANOVA finding reinforces our argument that DEI strategies must be sector-contextualized rather than universally applied.

Figure 5: DEI Outcome Scorecard — Sector Comparison Heatmap (Green=High, Amber=Medium, Red=Low)
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DEI Climate

Score =

Inclusive

Leadership 3.09 3.44 3.28 2.98 3.61
Index

Psychological

Safety 341 3.62 3.38 3.19 3.72
Innovation

Wit e 63.4 49.8 52.1 413 57.9
Belonging 3.44 3.69 3.52 3.8 3.78
Score

Turnover

Intent 2.31 2.09 2.27 2.44 1.92
(lower=better)

Revenue

Growth % 11.2 6.8 9.1 5.4 7.3

Note. Color coding based on tertile splits within each metric across the full sample. H=top tertile; M=middle tertile; L=bottom tertile. Metric values are means for the sector.
Turnover intent: lower is better performance.

The Inclusive Leader Behavior Taxonomy (ILBT)

A major contribution of Study 2 was the inductive derivation of the Inclusive Leader Behavior Taxonomy (ILBT), a nine-cell framework mapping empirically grounded inclusive
leader behaviors across three organizational levels (micro, meso, macro) and three inclusion dimensions (cognitive, behavioral, structural). The ILBT emerged from thematic
analysis of the 78 leader interviews; every cell in the taxonomy contains behaviors that were spontaneously described by at least 60% of interviewed leaders in the corresponding
level-dimension quadrant.

The three-level structure captures the systemic nature of inclusive leadership: micro-level behaviors operate in dyadic and small-group interactions (e.g., a manager actively listening
to a junior employee’s idea); meso-level behaviors operate at team and business-unit level (e.g., a director implementing structured decision-making processes to reduce groupthink);
and macro-level behaviors operate at organizational and societal level (e.g., a CEO linking executive compensation to DEI outcome metrics). The three-dimension structure
distinguishes between what leaders think (cognitive inclusion), what they do (behavioral inclusion), and how they redesign systems (structural inclusion) — a distinction that
captures the incomplete nature of much DEI leadership, which often operates only at the cognitive and behavioral levels without reaching structural change.

Figure 4: Inclusive Leader Behavior Taxonomy (ILBT) — Micro, Meso, and Macro Levels x Cognitive, Behavioral, and Structural Dimensions
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Note. All behaviors are empirically derived from thematic analysis of 78 senior leader interviews (Study 2). Each behavior was independently coded by two researchers (Cohen's
k=.82, indicating strong inter-rater reliability). Only behaviors mentioned by >60% of leaders at the relevant level are included.

The ILBT makes three theoretical contributions. First, it demonstrates that inclusive leadership is not a single, undifferentiated behavioral cluster but a multi-dimensional, multi-
level system of interrelated behaviors — consistent with the systems-level theorizing of Roberson (2019) but more granular in its empirical derivation. Second, the taxonomy
reveals that structural inclusion behaviors (the right column) are the least frequently practiced by leaders in all three levels — a finding that may partially explain the persistence
of the DEI gap despite widespread investment in cognitive and behavioral training. Third, the macro-level structural behaviors — ESG-linked executive pay, DEI integration in
strategic planning, institutional equity audits — have the strongest predictive relationship with organizational DEI climate in our SEM model (=.481, not shown in main model;
available in supplementary materials), suggesting that systems-level leadership action is the most powerful lever for organizational DEI transformation.

Discussion

Diversity Without Inclusion Is Insufficient

The most important finding of this study, in terms of practical implications, is the confirmation that workforce diversity does not automatically translate into organizational
outcomes. The direct effect of diversity on belonging was non-significant when inclusive leadership was included in the model — a finding of profound strategic consequence. It
means that organizations whose DEI strategies focus predominantly on recruitment and representation metrics are optimizing for the wrong variable. What they should be investing
in, with at least equal vigor, is the inclusive leadership capacity that converts demographic diversity into experienced inclusion.

This finding is consistent with and extends the "diversity paradox” literature (Cox, 1993; van Knippenberg & Schippers, 2007): diverse teams face coordination costs, social
categorization effects, and communication friction that homogeneous teams do not. These costs are not inevitable; they are contingent on the quality of inclusive leadership. When
leaders actively foster psychological safety, equitably distribute voice and visibility, and model inclusive behaviors across all three dimensions of the ILBT, these costs are not
merely offset — they are converted into competitive advantages through learning, creativity, and innovation.

Psychological Safety as the Diversity Activator

The moderation finding (H3 confirmed; _interaction=.173, p=.004) is among the most theoretically significant results of this study. It establishes psychological safety not merely
as a desirable team attribute but as the mechanism that determines whether diversity's innovation potential is realized or suppressed. In low-psychological-safety environments, the
diversity-innovation relationship was effectively zero (B=.091, p=.198). In high-psychological-safety environments, the relationship was strong (f=.341, p<.001), and innovation
scores were on average 28.3 points higher in high-diversity teams. The policy implication is unambiguous: organizations cannot capture the innovation dividend of workforce
diversity without simultaneously investing in the psychological safety infrastructure that allows diverse perspectives to be heard.

The Johnson-Neyman analysis identified a critical psychological safety threshold of 3.24 (on a 5-point scale) below which the diversity-innovation relationship is non-significant.
Given that our full sample mean was 3.56 — above this threshold — this suggests that many organizations in our sample are in the zone where diversity adds innovation value.
However, the sector-stratified analysis reveals that manufacturing (M=3.19) and technology (M=3.41) sectors cluster below or near this threshold, potentially explaining the
relatively weak diversity-innovation relationship in these sectors and pointing to sector-specific psychological safety interventions as a priority.

DEI Climate as Independent Financial Predictor

The finding that DEI climate independently predicted revenue growth (H4 confirmed; f=.361, p<.001, AR?>=.071) above and beyond workforce diversity and inclusive leadership
is noteworthy on several grounds. First, it validates the collective perception of organizational inclusion — not just individual experience — as a financially relevant construct.
Employees who collectively perceive their organization as fair, open to diverse perspectives, and genuinely inclusive may exhibit higher discretionary effort, lower absenteeism,
and stronger customer-facing performance — mechanisms that plausibly explain the revenue relationship. Second, it positions organizational climate as a target of leadership
intervention with direct financial returns: investing in the systemic conditions of inclusion (equitable processes, transparent criteria, open decision-making) is not merely ethical
but financially productive.

Sector Differences and the Limits of Universal DEI Strategy

The MANOVA finding (Wilks' A=.641, np?>=.213) establishes that sector is a significant moderator of DEI outcomes. The implication is not that some sectors are more committed
to DEI but that the barriers, starting conditions, and institutional structures within sectors shape the effectiveness of specific DEI interventions differently. A "best practice" extracted
from the education sector — where relatively high inclusive leadership scores may reflect a historically values-driven culture — cannot be transplanted without adaptation to the
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manufacturing sector, where adversarial labor relations, gender role stereotyping, and physical-work cultural norms create fundamentally different starting conditions for inclusion
work.

This finding calls for what we term "sector-calibrated DEI strategy": organizations should benchmark their DEI performance within their sector, identify the sector-specific barriers
most significantly limiting their DEI maturity, and prioritize interventions accordingly. A technology organization should focus on psychological safety infrastructure and equitable
evaluation systems (to address the documented diversity-without-inclusion pattern); a manufacturing organization should prioritize gender role norm disruption and supervisory
inclusion training (to address the documented low scores on all DEI metrics); an education organization should address structural pay equity (to address the irony of high inclusion
culture with persistent racial wage gaps).

Limitations

Several limitations qualify our findings. First, while the sample is multi-sector and multi-national, it overrepresents large organizations (median: 1,840 employees) and may not
generalize to small and micro enterprises, which constitute the majority of businesses globally. Second, despite multi-source data collection, individual-level variables rely on self-
report, introducing common method variance risk (Podsakoff et al., 2003); we partially mitigated this through Harman's single-factor test (largest factor: 24.3% of variance, below
the 50% threshold for concern) and temporal separation in data collection. Third, cross-sectional SEM limits causal inference; our hypothesized mediation and moderation findings
should be treated as consistent with the proposed causal architecture, not definitive evidence of it. Fourth, the qualitative sample (n=78 leaders) is relatively small for a claim of
thematic saturation, though independent saturation analysis suggested additional themes would have emerged in fewer than 14% of further interviews.

Practical Implications: Prescriptions for Leaders
Drawing on the integrated findings of Study 1 and Study 2, we offer four tiers of evidence-based prescriptions.

For C-Suite Leaders

Anchor DEI to strategy, not values: Integrate DRIFT Model metrics into organizational scorecards reported to the board quarterly. DEI goals without measurement accountability
are aspirations; those with measurement accountability are strategies.

Link executive compensation to DEI outcomes: Our data show this is the single highest-impact macro-structural lever (p=.481 on DEI climate). It signals seriousness and creates
incentive alignment that training alone cannot achieve.

Invest in psychological safety as a prerequisite: Before launching new diversity recruitment programs, audit psychological safety levels across business units. In units below
PS=3.24, diversity will not yield innovation returns until safety infrastructure improves.

For CHROs and HR Leaders

Implement equity audits annually, not reactively: Pay equity, promotion rate parity, and performance evaluation fairness should be audited on a fixed annual cycle, not in response
to incidents. Fix Systems is the most under-practiced DRIFT pillar in our data.

Use the ILBT as a leadership development curriculum: Translate the nine-cell taxonomy into structured development experiences at each organizational level. Cognitive inclusion
training alone is insufficient — behavioral and structural inclusion must be explicitly developed.

Measure belonging, not just representation: Our data show that belonging (M=3.62) is more strongly correlated with inclusive leadership (r=.64) than is representation. Track
belonging scores by demographic group in annual engagement surveys and investigate disparities.

For Board Members and Governance Bodies

Establish DEI as a board-level governance matter: Require quarterly reporting of DEI KPIs alongside financial KPIs. The revenue growth finding (H4 confirmed) establishes that
DEl is a financial governance issue, not merely an ethical one.

Require sector-benchmarked reporting: Generic percentage representation targets miss the point. Require management to report DEI outcomes relative to sector peers using the
scorecard methodology in Figure 5.

Mandate intersectional data collection: Most organizations track gender and race/ethnicity as separate variables. Intersectional analysis (e.g., Black women, disabled employees of
color) reveals patterns of compound disadvantage invisible to single-axis monitoring.

Conclusion

This study set out to answer a deceptively simple question: how, precisely, does workforce diversity translate into sustainable organizational growth? The answer our data provide
is nuanced, empirically robust, and practically actionable.

Workforce diversity is necessary but not sufficient. It provides the raw material — cognitive heterogeneity, expanded solution spaces, broader market empathy — from which
sustainable advantage can be constructed. But this construction requires architects: inclusive leaders who, at every level of the organization and across cognitive, behavioral, and
structural dimensions, actively build the safety, belonging, equity, and strategic alignment through which diversity becomes performance.

The DRIFT Model operationalizes this architectural function into five sequential and iterative leadership imperatives. The Inclusive Leader Behavior Taxonomy populates these
imperatives with specific, empirically derived behaviors at micro, meso, and macro levels. The SEM evidence demonstrates, with cross-national multi-sector data, that these
mechanisms explain the majority of diversity's relationship to innovation, belonging, turnover reduction, and revenue growth.

The sector-stratified findings add critical nuance: there is no universal DEI strategy. The barriers, leverage points, and cultural starting conditions vary sufficiently across technology,
healthcare, finance, manufacturing, and education to require sector-calibrated approaches. This is not a counsel of relativism but a counsel of precision: the goal of full DEI
integration is universal; the path to it is contextually specific.

The DEI performance gap is real. It is costly — in human potential suppressed, in innovation foregone, in revenue unrealized, in talent lost. It is also closeable — not through
organizational rhetoric but through the deliberate, systematic, structurally grounded leadership practices this study has evidenced, modeled, and prescribed.

The leaders who close it will define the competitive landscape of the 21st century. This paper is for them.
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