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G-IAPTER ONE

Social Embeddedness of Economic Action
and the Spread of New Ideas and Practices

INTERACTION AMONG INDIVIDUALS in a community or society

follows mainly unwritten rules. Many of these rules have not necessarily developed for the maximum efficiencyof the community, but rather
as a result of circumstance, opportunism and politics (Granovetter,
1985). Markets can be seen as an instance of human interaction, and
understanding how firms compete in markets necessitates an appreciation of the development and influence of these unwritten rules
(Swedberg, 1994; Fligstein, 2001; Granovetter, 2002). While most readers would, at an intuitive level, agree with the above statements, those
schooled in economic theory would also recognize a discrepancy in
some of the more common assumptions of how firms compete with
each other. While rational choice theorists allow for the influence of
habits and norms - or unwritten rules - on decision making (Abell,
1995), their competitive effects are typically assumed to be cancelled
out in the greater economic scheme of things and aggregate, longterm, efficiencyprevails (North, 1990). The main question addressed in
this dissertation is what effects such rules, or norms, have in conjunction with economic incentives on how firms act in a competitive setting. Empirically, the focus of the dissertation is neither on the very
micro-level of individual decision making, nor on the very macro-level
of the effects on national economies but rather on an intermediate
level where firms live, die and generate an idiosyncratic history which
affects us all in our daily lives. To illustrate some of the core issues of
this dissertation, consider the following example drawn from Swedish

1

2
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newspaper reports about developments in the Swedish halsol-:x:m industry.
Over the past two decades, 23 out of 30 Swedish 'hCihhm' have
closed down - they have 'died' as firms. A widely quoted reason for the
high death rate among these firms is the decline in the popularity of
the ascetic treatments the traditional bdlsdxm offered, coupled with a
reduction in government sponsored health care. To most observers, it
would seem natural that such a radical shift in the environment of the
firms should prompt frenetic change activity among them. Curiously
enough, the most obvious change - to adapt to the changing tastes of
consumers - has been met with utmost skepticism within the industry.
In the year 2000, after most of the halsohem had been wiped out, Tallasen (one of the most well known halsohem) met with scorn, ridicule
and indignant feelings from within the industry when they attempted to
change with the times by introducing coffee, wine and meat on their
menu. One of the members of the board was quoted in a newspaper
to have threatened to resign 'if animal cadavers were allowed in the halsden'. Over-all industry resistance to the change was strong enough to
threaten the expulsion of Talllsen from the industry association if they
proceeded (Hellekant, 2000). Other newspaper stories report an earlier
attempt by a bdlsdxm to break with industry norms, which resulted in
its expulsion from the industry association and subsequent failure (DI,
1994).
These newspaper stories evoke the image of an industry where
firms just do not entertain changes that break with 100-year-oldnorms
about how they should act - even if it means the demise of the firm.
While this dissertation is not about the trials and tribulations of the
Swedish hl:ilsoJxm, this simple example highlights a host of interesting
issues and questions regarding the influence of norms and economic
pressures on firm incentives to change. An obvious issue is that of the
choice and ability of firms to change. Did 23 out of 30 halsohem choose
to perish rather than change, or did they perish because they were incapable of changing? Did the failed bdlsdxm even consider the necessary change or was it an 'unthinkable' action? What role did norms and
economic incentives play? This leads to another question that cuts into
1 Halsobm is a particular type of Spa that draws on early 20th century ascetic ideas
formulated by Mr Are Waerland. Their rehabilitation program is based on strict vegetarianism and a principle of no 'drugs' such as tobacco, coffee or tea.
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a soft spot in theorizing on markets and competition - is a market in
which firms compete defined by these firms or is it a 'given' condition
to these firms (White, 1981; Oster, 1982a; Baron and Hannan, 1994;
Fligstein, 2001)? If the htilsolxm had been able to include meat and wine
on their menus to cater to a wider clientele, would such a move have
redefined the 'market' for the htilsolxm and forced these firms to compete directly with hotels and conference facilities? From an economic
perspective the 'industry' may not have changed, as neither the technology nor the essential consumer need they fulfil had changed (c.f.
Porter, 1980). But for the firms in the halsohem industry it would have
meant a totally different way of competing. These questions of firm
capability and incentives to change are interesting from the point of
view of understanding the competitive behavior of firms.
It is important to distinguish here between the question of the
unwillingness of some firms to undertake a specific competitive action
and the much wider discussion on technological inertia and resistance
to change in general. Economic history is full of examples of resistance to the adoption of new technologies or practices by societies or
communities as a whole (Easterlin, 1981; Olson, 1982). The 'cause' of
inertia is often attributed to vested interests such as guilds, unions or
intellectuals that are adverselyinclined to the particular innovation, and
the effects are seen as far-reaching for the economies as a whole
(Mokyr, 1992). Adoption of the disputed practices is, in effect, blocked
for all firms in an economy - often by law - and such practices are
therefore not available as competitive options to firms. The concern of
this dissertation, on the other hand, is with competitive actions that are
possible for firms to undertake, but not necessarily considered correct
or appropriate. The Swedish htilsolxm, for example, is not an outcome
of rehabilitation efforts in a vegan society, where the inclusion of meat
on the menu would perhaps be unlawful. Rather, it is a reflection of a
set of norms that a number of firms have voluntarily submitted to, because of a shared belief. What happens when such norms intersect, or
come into conflict with economic incentives and interests? Different
streams of literature provide different, and partially overlapping, answers to this question.
An economic perspective, especially strategic management theory, provides insights in to how firms may be expected to behave under
competitive conditions, but these theories are often limited by restric-

4

Q-lAPTER ONE

tive assumptions on the behavior of firms (Nelson, 1991). Such theories of how firms compete often deal with the issue of ability and
willingness to change by an assumption that firms are wiling to change
when it is profitable to do so; and when they are not alie to change
they perish (Nelson, 1991; Rumelt, 1995; Geroski, 2001). Attempting a
purely economic explanation of the demise of the halsolxm, however,
easily becomes strained. If the halsohen could change easily, why did a
majority choose to die rather than change? It does not seem, technically, difficult for a halsolxm to add meat and coffee to the menu, and
the economic punishment for resisting change was shown over time to
be harsh. This story suggests a socially 'richer' interpretation than the
simple case where firms 'choose rich' or 'choose poor' through their
strategic choices. The straw man of economic theory as entirely dependent on heroic assumptions about individual rationality should not
be taken too far though. Empirically driven theories of economic behavior, such as behavioral finance, explicitly allow for individual 'irrationality', for example when explaining why financial markets are not
always efficient (c.f. Shleifer, 1999). Similarly, the 'process school', or a
'cognitive strategy school', in strategic management research places
emphasis on the effects of the socio-cognitive aspects of managerial
decision making (Reger and Huff, 1993; Hodgkinson and Johnson,
1994). An even more widely cited effort to include human frailty in
economic reasoning is the work by Richard Cyert and James March
(1992). In an attempt to pry open the 'black box' of the neoclassical
economic firm they investigate the effects that a number of known
human (mainly cognitive) limitations have on core economic activities
of a firm, such as choice of output levels and output pricing.
From the perspective of the present study, these approaches are
primarily limited in two ways. Firstly, they tend to focus on the limits of
indiuidual rationality and cognitive processes (c.f. Granovetter, 2002).
Less theoretical and empirical attention has been paid to how firms
may behave in competitive situations with norms and values that are
commonly constructed and shared across firms (March and Olsen,
1989; Walsh, 1995; Oliver, 1997) - as in the case of the Swedish halsa·
hun. Secondly, while these approaches point to the existence and effects
of norms on economic action, they more rarely present studies of
whether such effects have significant consequences at a more aggregate
level - for example for industries. Institutional theory, within econom-
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ics as well as organizational sociology has however proceeded in such a
direction.
Organizational institutionalists of various persuasions have
studied how ideas which are taken for granted influence the behavior
of firms (Meyer and Rowan, 1977; Scott, 1995). While proving empirically rich, much of the work has been concerned with non-profit organizations (Rowan, 1982; Tolbert and Zucker, 1983; Baum and Oliver,
1991). Alternatively studies have typically investigated administrative or
organizational changes with effects from adoption which are difficult
to judge (D'Aunno et al. 1991; Burns and Wholey, 1993; Haveman and
Rao, 1997). This empirical focus on the effects of institutions on non profit organizations or the adoption of practices has been argued to
lead to an underestimation of the role of technical efficiency, and economic incentives on the action of a firm (Kraatz and Zajac, 1996;
Lounsbury et al. 1998). In addition, many studies have conceived of
the institutional environment as uni-dimensional, with one 'institution'
that sets the frame of reference for most of the actors. In such a conceptualization, the often contested nature of institutions and multiplicity of institutions is cast aside (March and Olsen, 1989; Scott, 1995).
Neglecting possible multiplicity of institutional rules is particularly
troublesome when investigating a competitive setting where firms often
consciously seek out differentiating positions in niches (Caves and
Porter, 1977; Carroll, 1985) that may give rise to localized perceptions
of competitive 'rules' (Lant and Baum, 1995; Porac et al. 1995).
Given the relatively rich theoretical treatment of the general influence of norms on economic actors, the main contribution of this
thesis will be empirical. This dissertation contributes to the relatively
few earlier empirical studies on the influence of norms, values and
economic incentives on the adoption of new practices that have a clear
economic impact-, Addressing this gap in literature, the dissertation investigates empirically the intersection of intra-firm values with economic incentives in shaping organizational competitive behavior. More
concretely, the question addressed is about the effects of norms and
economic incentives on the propensity of firms to undertake competitive change. The empirical focus is not, however, on the process by
which values influence individual organizational behavior but rather on
the ejffrtS and competitive outcomes that are visible when looking at a
2
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larger set of firms. In terms of the above example, this dissertation will
not focus on the firm-idiosyncratic decisions or political processes that
may lead one or another halsohtm to adopt or to resist any type of
change. Instead the aim is to lift the level of analysis to the effects of
the ideas commonly held in the industry. The level of interest is not,
however, as aggregate as in population ecology studies, where the fate
of individual organizations is inconsequential and where halsohem as a
population would compete with the population of hotels and conference facilities (c.f. Carroll and Hannan, 1999). Theoretically, the approach of the dissertation has several points in common with the 'process school' and the 'macro culture' view of strategy (Hodgkinson and
Johnson, 1994; Abrahamson and Fombrun, 1994; Peteraf and Shanley,
1997; Rindova and Fombrun, 1999). However, the theoretical framework chosen to work within is primarily the organizational neoinstitutional framework (DiMaggio and Powell, 1983; Scott, 1995).
While there are large areas of intersection between a macro culture and
an institutional perspective on the effects of shared norms (DiMaggio
and Powell, 1991; Walsh, 1995), there are also some distinctions. A key
difference of importance to this research, is that a macro culture view
focuses on the role and effects of common norms as a product of
common processes among firms uiJhin an industry (Abrahamson and
Fombrun, 1994). A nee-institutional perspective, on the other hand,
employs a wider societal lens when investigating the formation of
norms (Friedland and Alford, 1991; Haveman and Rao, 1997).
The particular research interest leads to a number of empirical
and methodological challenges and considerations - primarily the need
to differentiate between what are institutional and economic influences
on firms' behavior (c.f. 'Mezias, 1990; D'Aunno et al. 2000). These issues are discussed further below:

1.1 Research strategy and empirical setting
To identify economic and institutional influences on the competitive
behavior of firms, the empirical investigation focuses on competitive
actions with rather clear institutional and economic consequences.
Product market changes represent a tangible competitive action undertaken by a firm, with direct effects on the competitive position of
the firm that can also be clearly observed retroactively. Following Davis
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and Greve (1997) and Strang and Meyer (1994), the research traces the
spread of multiple product innovations through a single firm population during one historical time period. The product innovations studied
are not technological and there are no legal or information barriers to
imitation in the industry that would direct the diffusion or the ease of
making money for the innovator (Levin et al. 1987; Teece, 1987b).
Economic incentives for firms in the industry to adopt new products
quickly are strong, so the base-line adoption rate of new product innovations is fast.
Empirically, the research task is to distinguish whether the diffusion of new products is influenced by their economic potential or by
their perceived congruence with norms and values. Prevailing institutionalized norms of competing, and of products appropriate to compete with, are inferred from an in-depth qualitative study of the historical development of the market under study (c.f. Leblebici et al.,
1991; Haveman and Rao, 1997; Thornton and Ocasio, 1999). To distinguish between the effects of economic (firms as driven by profit) and
institutional (firms as driven by appropriateness to context) product
adoption incentives, firms are characterized with respect to how likely
they are to conform to institutionalized norms by investigating firmlevel institutional 'markers' (c.f. Strang and Meyer, 1994; Chaves, 1996).
The empirical setting chosen is the industry for mutual funds in Sweden - an industry that has experienced fundamental regulatory and
competitive changes during its brief history. Over a period of roughly
forty years, the industry has changed from a small insignificant alternative to bank saving to the largest form of private savings, competing
with direct stock investment (Niemeyer, 2000). This industry transformation has engendered a shift in the way firms in the industry define
how they compete (c.f. Lounsbury, 2001). From competing with mutual
funds as standard retail-bank products (like savings accounts), a norm
of competing on the 'quality of asset management' formed and became increasingly accepted among the firms in the industry. This development took place in conjunction with the professionalization of
security analysts, and an increase in their importance in the operations
of mutual fund firms, Based on this insight, hypotheses are formulated
about how such constructed norms of competition influence the actual
product introduction behavior of mutual fund firms, These hypotheses
are then investigated in a longitudinal quantitative event-history study
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of the product introduction behavior of firms in the mutual fund industry.
The quantitative empirical study investigates the diffusion of
three product categories of mutual funds from 1989 - 2000 (see Figure
1). One of the product categories investigated is Mixed asset funds mutual funds investing both in equity and bonds. This product category was primarily popularized when changes in the pension rules increased individual pension saving in 1993.
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Figure 1 - The Adoption of three new products'

By the year 2000, about 30 per cent of the firms had adopted the
Mixed assets fund product innovation, a diffusion pattern similar to
most other product introductions in the industry. From the point of
view of norms of how to compete in the industry, the product is well
in line with the shared industry notion that firms compete on the quality of the asset management they provide to the consumer.
The two other product categories investigated are Index and SocidlJy Respon.silie Inustmn: (environmental and ethical/charity) funds.
Introduced at the same time as Mixed asset funds, approximately 15 per
cent of the firms had adopted either of these products by the end of
2000. Both index and socially responsible funds represent innovations
that diverge from current competitive norms. Index funds pose a direct
3 Source: The Swedish Financial Supervisory Authority and author's calculations
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challenge to the concept of active management whereas SRI funds appeal to traditionally non-economic values such as ethical or environmental concerns. For example, in the
the Index funds were, when
first introduced, ridiculed within the finance industry for being 'unAmerican' as they 'bet on mediocrity' by following an index for investment decisions rather than relying on analysis of securities by financial
analysts (Damato, 2001). At the heart of the controversy regarding index funds is that index funds in essence can be construed as a vote of
no confidence in active management and the work of security analysts
(Gruber, 1996). SocialJyResponsiJie Im:esI'n7e1t (SRl), on the other hand, is
controversial because of the perceived lack of rational economic logic
underpinning its core ideas. It is by some analysts seen as 'the domain
of cranks... or loonies', presumably for the belief that environmental
soundness is a systematically positive sectoral factor. At a more fundamental level, there is industry skepticism about the belief that there
may be other values to investment than maximum immediate financial
return (Euromoney, 1999). While these two mutual fund categories diverge from an idea currently strongly espoused within the Swedish
mutual fund industry about how firms should compete their potential
economic value as a product to a firm is not, per se, lower than that of
other funds. Socially ResponsiJie Inustmeti (SRI) funds have, for example,
commanded a higher management fee than the average managed fund
for a long time (Euromoney, 1999). Index funds, on the other hand,
command generallylower fees than actively managed funds but instead
offer large actors better scope for leveraging their size in competition
with smaller actors through economies of scale. Using economic reasoning it is thus not clear, a priori, why these funds trail Mixed asset
funds in their diffusion across the industry.
The quantitative study investigates why the product innovations
of index and sociaI1y responsil:ie mustmet: mutual funds diffuse differently
than Mixed assets funds. Current diffusion theories within the economic
and sociological traditions provide both answers and further questions
to explain these differences. Did index and scaally responsiJde imestmeu.
funds diffuse at a slower rate because they were less profitable product
innovations (the economic story)? In that case, why did they diffuse to
even 15 per cent of the firms and how did most firms know, before
trying them out, that these funds would not be profitable? An alternative (institutional explanation) is that index and SRI funds diffused at a
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slower rate because they were not in congruence with prevailing norms
of how firms should compete. A follow-up question then presents itself - why did some firms go against the prevailing norms and adopt
these products? To answer some of these questions this dissertation
argues the usefulness of viewing economic and sociological perspectives on competitive action as complementary, providing a fuller and
more nuanced understanding of competitive firm behavior (c.f. Baron
and Hannan, 1994; Dobbin and Baum, 2000; Geroski, 2001).

1.2 Organization of the dissertation
The dissertation is organized as follows. Chapter two reviews economic
and sociological diffusion theories and studies. Apart from deriving
propositions from the literature, the chapter also argues that some of
the different findings of the perspectives may stem not from theoretical incompatibilities but largely from different empirical foci. Chapter
three introduces the empirical setting and provides a historical study of
the development of the market for mutual funds in Sweden and the
development of shared norms of how to compete. By contextualizing
the propositions of chapter two, chapter three provides a number of
empirically grounded and testable hypotheses. Chapter four discusses
the research strategy and introduces the analysis method and the statistical model chosen to operationalize the research strategy. The data
collection process as well as the operationalization of relevant variables
used for testing the hypotheses of chapter three are also discussed.
Chapter five presents the results of the quantitative analysis, interpreting these from both an institutional and an economic perspective.
Chapter six illustrate the findings from the quantitative analysis from
two case studies of firms adopting products that contradict the prevailing norms. Chapter seven concludes the dissertation by discussing
the implications of the findings for existing theories of competitive
behavior, the limitations of the study as well as future research.

CHAPTER. Two

Follow the Money or the Leader: Economic
and Sociological Theories of Diffusion

How DO NORMS which are taken-for-granted as appropriate firm behavior and economic incentives for undertaking certain competitive
actions influence actual firm behavior? Investigating this issue calls for
the study of which firms undertake a specific competitive action under
what circumstances, and when. As argued in the preceding chapter, this
can be done where the action in question is observable and has clear
economic as well as 'appropriateness' consequences for the firm. The
adoption, and spread, of new product innovations in an industry is an
example of such an action. Product adoptions are tangible expressions
of a competitive action and firms in the mutual fund industry are subjected both to an institutionalized as well as a competitive environment.
When seeking to understand how firms compete by adopting new ideas
and practices, it is natural to look to the literature on diffusion research
to take stock of what is known. Diffusion studies intersect economic as
well as sociological fields of research (c.f. Rogers, 1995; O'Neill er al.
1998; Greve, 2000) providing a suitable empirical framework for this
dissertation. While the field of diffusion research is wide and spans
several disciplinary boundaries, this review draws mainly on the findings from economics and organizational sociology for two reasons.
Firstly, the phenomenon to be studied is the adoption behavior of organizations, not of individuals which is the central concern of many of
the diffusion studies within the fields of anthropology or geography
(c.f. Katz et al., 1963; Brown, 1981). Secondly, a subsidiary point in the
dissertation is to argue the complementarity of an economic and a sociological view of diffusion and competition (c.f. Dobbin and Baum,
2000; Strang and Macy, 2001).
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Central to an argument of how these two views complement
each other is a recognition that economically and sociologically oriented theories of diffusion typically have had different empirical foci,
as well as the fact that they have largely relied on divergent assumptions
about human action. Seen from such an angle, some of the different
diffusion predictions of economic and sociological models can be understood as addressing different (and complementary) aspects of a diffusion process (Strang and Macy, 2001). While economic diffusion
studies have investigated the diffusion processes of economically significant innovations (c.f. Mansfield, 1961; Rose and ]oskow, 1990), sociologically inspired diffusion studies have often focused on the spread
of administrative practices and ideas of how to organize (c.f. Tolbert
and Zucker, 1983; Burns and Wholey, 1993). The analytical diffusion
models used in the economic and sociological traditions have also differed, primarily with respect to assumptions of human rationality.
Strang and Macy (2001) argue that economic ideas of diffusion processes are often 'over rational' whereas sociological notions tend to be
'under rational'. Their argument is that the typical economic diffusion
model focuses on the adoption decision, assuming that an efficient innovation will spread among rational actors. The sociological diffusion
model, on the other hand, focuses mainly on the mechanism of contagion (the spread by observation) and assumes that actors pay little attention to what happens after adoption - to whether or not the innovation actually works.
These different empirical foci in combination with the different
behavioral assumptions have led to idiosyncratic findings. Economic
studies have mainly studied the diffusion of innovations with a clear
'bottom-line' (Teece, 1980; Greve, 1994), generating strong findings for
the relevance of the profitability criteria in the diffusion process. Sociological diffusion studies, on the other hand, have commonly been
concerned with the spread of practices or ideas - innovations for
which efficiency or profitability are not easily determined (Strang and
Soule, 1998). Thus, while economic diffusion studies have emphasized
the importance of the relative advantage (or profitability) of an innovation in determining the diffusion of an innovation, a sociological approach, dealing with innovations of ambiguous efficiency, has focused
more on the channels of information among adopters. By juxta-posing
propositions from an 'over rational' economic and an 'under rational'
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sociological tradition of diffusion studies, this dissertation seeks to
overcome some of the limitations of earlier diffusion studies (c.f.
Strang and Soule, 1998; Strang and Macy, 2001). Common to both
theoretical views, however, is an empirical focus on studying innovations that have diffused successfully' (Rogers, 1995; Strang and Macy,
2001). The selection criteria, to study what are seen ex-post as significant
innovations, have contributed to a 'pro-innovation bias' in many fmdings (Rogers, 1995). Findings that are 'pro-innovation biased' tend to
over-estimate the speed and the rationality by which innovations diffuse through a community of adopters, because of an over-sampling of
successful diffusions (Rogers, 1995; Abrahamson and Fairchild, 1999;
Strang and Macy, 2001).

2.1 The spread of new ideas - processes of adoption and
diffuslOn
The process by which a new idea or product spreads across a community is often termed a diffusion process. Following from a 'proinnovation' bias in most diffusion studies, the research question most
often phrased is a variation on the theme of 'why did not all actors
adopt at once?' (Brown, 1981; Rogers, 1995). The answer is typically
found in the fact that adoption is more advantageous to some actors
(providing a stronger incentive for these actors to adopt early), or that
some actors are more centrally placed in a social structure and therefore receive information about earlier adoptions before other firms.
Once these early actors have adopted and demonstrated the benefits of
an innovation more widely others follow suit. As discussed briefly
above, economic and sociological formulations of diffusion processes
tend to differ with respect to the theoretical aim and the understanding
of the diffusion process. There are also differences in the reasons for
undertaking economic and sociological diffusion studies.
Economics pose the question why an innovation takes time to
spread, often with the aim of examining what governs the rate of
change in economies and in industries. The speed of diffusion is seen
as positively related to societal efficiency, but negatively related to the
individual incentives of firms to undertake R&D (Nelson, 1959). New;
4 Notable exceptions are Bums and Wholey (1993), Greve (1995) and Rao et.
(2001)who all investigate the decline in popularity of a new practice.
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progressive innovations should be used by most firms for the greatest
over-all efficiency in the economy. On the other hand, fast diffusion
means short temporary monopolies of the innovators, which reduces
private incentives to undertake R&D. Economic diffusion studies have
in general paid little attention to aspects other than the relative advantage of an innovation' as determining diffusion patterns. This focus
has resulted in a preponderance of studies of innovations with definable benefits and costs, i.e. products and technologies (Greve, 1994).
Sociologists, on the other hand, often investigate diffusion processes to
test hypotheses about how social structure influences action - viewing
the diffusion processes as a means of investigating channels of interorganizational influence (Katz et al. 1963; Strang and Soule, 1998). Sociologically inspired organization theorists, in particular within neoinstitutional organization theory, have proceeded beyond a structural
theory of diffusion channels to explicitlyinclude cultural similarities as
influencing the diffusion process (Strang and Meyer, 1994; Chaves,
1996). In comparison with economic diffusion studies, sociologically
inspired diffusion studies have paid relatively more attention to the issues of how acceptable an innovation is to the adoption environment.
As the empirical focus has been on the spread of practices and forms
of organizing, less attention has, however, been paid to the influence of
profit and competition concerns on adoption (palmer et al. 1993; Kraatz and Zajac, 1996).
An aim of this overview is to bring together ideas of an economic, a sociological structural and an institutional perspective of diffusion. A particular theoretical focus is on deriving propositions for the
diffusion of new ideas and products that may or may not be in line
with the dominant ideas and perceptions within an industry. The next
three sections outline diffusion research within the economic and the
sociological traditions and each section is concluded with a number of
propositions from each particular perspective.

5 Exceptions are Mansfield (1961) and Oster and Quigley (1977) who discuss the
possible effects of 'worker resistance' to innovations although neither includes this in the
analysis.
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2.2 An economic perspective: follow the money
A central notion in the economic perspective is that firms adopt innovations expected to be profitable, thus a diffusion pattern should follow differences in perceived profitability (Molyneux and Shamroukh,
1999; Geroski, 2000). The profitability of adopting a given innovation
may differ across firms depending on a number of factors. Particularly
salient in economic diffusion research are issues of firm and innovation characteristics, strategic interaction and market conditions-, Firms
may differ in several characteristics relevant to the utilization of an innovation and these differences lead to variations in the perceived profitability of adoption (Davies, 1979). At the firm level, size-related complementary assets (Teece, 1987a), or the benefits of market power
(porter, 1980) may alter the relative profitability of adoption across
firms. Innovation characteristics may also render an innovation more or
less easy to imitate for a particular firm and thus affect diffusion rates
and patterns (Winter, 1987). Investment size and the nature of knowledge required for imitation have been found to influence diffusion
rates (Mansfield, 1961; Zander and Kogut, 1995). Strategic action may
also affect the perceived profitability of adoption, and thus adoption
rate and pattern, among firms (Reinganum, 1989). Strategic entry decisions depend on the nature of the innovation, whether or not the innovation supports or destroys existing market power and firms' knowledge structures, the uncertainty of the innovation and the market position of the potential adopter (Gilbert and Newberry, 1982; Reinganum,
1983; Katz and Shapiro, 1987; Henderson, 1993). Finally, changes in
market conditions, such as market growth and structure, may influence
the salience and dynamics of either of the above influences on the diffusion process (porter, 1980).
The following sections discuss these theoretical arguments indepth and present earlier empirical findings. After each section, the
relevant propositions are formulated.

6 Curiously absent from economic diffusion analysis are, however, theories and findings from multi-product competition literature (e.g.Shaked and Sutton, 1987; Shaked and
Sutton, 1990). A central finding in this literature is that multiproduct firms may not be
equallylikelyto adopt a particular product, depending on their existing product portfolio (d.
'Burton, 1994).
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2.2.1 Finncharacteristics
The characteristics of a firm play a role in the diffusion process when
they render the adoption of an innovation differently profitable across
firms. Two particularly important firm characteristics investigated in
relation to adoption behavior are the firm's size and market power.
2.2.1.1 Firm size and speed of adoption
The notion that firm size and market power positively influence speed
of adoption was first proposed by Schumpeter (1996/1942) in the
context of discussing where in an economy innovation takes place.
Schumpeter argued that larger resource-rich firms with market power
were the prime engines of innovation in an economy. The two
'Schumpetarian hypotheses' about the relationship of innovation, firm
size and market structure subsequently set the research agenda for
much of the industrial organization research on innovation and diffusion (Cohen and Levin, 1989). The proposed positive relationship of
firm size and innovation is based on the idea that a larger firm has
greater resources to apply to innovation. With these resources follow
greater opportunities for realizing economies of scale when adopting,
and better chances of utilizing complementary assets in enhancing the
value of adoption (Teece, 1987). Since these characteristics of large
firms render adoption relatively more profitable than for smaller firms,
large firms tend to adopt innovations faster'.
Empirical studies of diffusion have focused on the relationship
between firm size and speed of adoption, often with contradictory
findings (Geroski, 2000). Mansfield (1961) used firm size as a proxy for
the availability of complementary assets as well as the ability to cope
with financial risk-taking, and found support for a positive relationship
between firm size and speed of adoption. Later studies also support a
positive relation between firm size and speed of adoption of new
technologies (Romeo, 1975; Hannan and McDowell, 1984; Pennings
and Harianto, 1992), but it has been contradicted in other studies
(Oster, 1982b; Levin et al. 1992). Rose and Joskow (1990) attribute
some of the contradictory empirical findings to flawed research de-

7 An opposing view is proposed by economists interested in decision making processes, who suggest that large hierarchical firms are slower to adopt due to more complex decision processes and problematic incentive structures (d. Kuran, 1988; Dearden et al. 1990;
Fernandez and Rodrik, 1991).
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signs". When controlling for the most common research design flaws,
they found strong support for a positive effect of firm size on speed of
adoption. Thus, while there are divided opinions about what exactly
firm size is a proxy for, most empirical evidence indicates that large
firms are faster adopters than smaller firms (Cohen and Levin, 1989;
Geroski, 2000).
2.2.1.2 Market structure and incentives to adopt innovations
Theorized relationships between market structure and incentives to
adopt innovations follow two different lines of argumentation. One argument holds that firms, when experiencing increased competitive
pressure, increase their efforts to innovate and also adopt new practices
more rapidly to 'keep up'. This is the reasoning behind 'competitive
band-wagons' where firms imitate out of fear of losing out (Katz and
Shapiro, 1987; Abrahamson and Rosenkopf, 1993). The other, empiricallyricher, argument suggests that firms adopt innovations more readily when they are confident of the innovation being profitable. This argument derives from Schumpeter (1996/1942) who proposed that,
since innovation is normally a risky business, firms need to be compensated for the risk by gaining (temporary) market power to compensate
for the gamble undertaken. Firms that are in a position to wield market
power are more confident that they will be able to introduce an innovation successfully and hence the presence of market power is positively related to innovation. This proposition that ex-post (innovation)
market power is an important incentive of innovative activity at firm
level has become central to mainstream industrial organization and
strategic management theory (d. 'Porter, 1980; Teece, 1987b; Reed and
DeFillippi, 1990; Peteraf, 1993).
Market power is thus another firm characteristic, in theory, positively related to adoption speed. Again the empirical support for the
proposition is mixed. Mansfield (1961) finds that the diffusion of new
technologies is faster in industrieswith a lower degree of concentration
(i.e. harboring fewer firms with market power). In his study of the diffusion of 12 innovations in four industries, tin cans diffused much
faster in the highly competitive U.S. beer industry than did centralized
traffic control in the less competitive (more concentrated) railroad industry. Although widely quoted, the Mansfield (1961; 1963) studies
8

Most importantly, a sample selection bias by excluding non-adopting firms.
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have been criticized for being deficient in the number of observations
(Davies, 1979) as well as for comparing different innovations across industries (Hannan and McDowell, 1984).Controlling for the problem of
inter-innovation comparability Hannan and McDowell (1984) investigate the adoption of Automatic Teller Machines (A1M's) by banks
across the local retail banking markets in the u.s. Their findings indicate that market concentration has a positive effect on the rate of
adoption. In addition, Levin et al. (1992), investigating the adoption of
scanners among super-market chains in the U.S., found that large
chains, in terms of local market share, were relatively early adopters.
Empirical evidence thus indicates that market concentration is positively related to the speed of adoption of innovations within an industry.
2.2.1.3 Some initial propositions
A central idea in economic diffusion theory is that perceived profitability drives adoption. The first proposition is thus simply:
Proposition 1: Perceived innovation profitability relates positively
product introduction speed

to

Following on from this proposition are a number of propositions about what drives perceived profitability. Empirical findings, although not univocally, support a positive relationship between a firm's
size, market power and speed of adoption. The second proposition is
then:
Proposition 2: Firm size is positively related to the speed of
adoption of innovations
The theoretical argument behind proposition 2 suggests firms
operating in a monopolistic environment have an easier time predicting
rival reactions to innovation and thus become more confident in investing money in innovation - hence ex-ante monopolistic structures
favor innovation (Schumpeter, 1996/1942). Porter (1980), in a related
vein, proposes that the growth rate of a market (and hence the availability of resources for which to compete) is positively related to fast
adoption as the risk of competitive retaliation is less in a more resource
rich market. Hannan and McDowell (1984) show that growing markets
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are more likely to lead to a need for firms to replace technology and
hence increase the adoption rate. Where the market is growing both the
intensity of rivalry and predictability of rivalry, along with a higher demand for substitution of capital lead firms in general to adopt innovations faster:
Proposition 3: Growth of resource base relates positively to innovation adoption
These findings support the theoretical proposition that firms exhibiting certain characteristics have a greater iraruiu: to adopt quickly.
To actually adopt an innovation, an action of imitation must be carried
out and the success of this action may be contingent on the characteristics of the innovation.
2.2.2 Irmouaion characteristics
Even if a firm has incentives to adopt an innovation, there may be differences in how difficult an innovation is to imitate. Theory and empirical research on firms' abilityto imitate point to two main barriers to
imitation: access to resources for imitation and the complexity of imitation.

2.2.2.1 Access to resources as a barrier to imitation
A common observation is that innovators, by virtue of being first, often have preferential access to critical resources needed to commercializethe innovation (Wernerfelt, 1984). An issue for the imitator then
becomes to acquire these critical resources at terms that are not worse
than the innovator, in order to be able to compete with the final output. This perspective has been particularly well elaborated within the
resource - based view of strategy where 'barriers to imitation' are seen
as crucial to the creation of sustainable competitive advantage
(Wernerfelt, 1984; Reed and DeFillippi, 1990; Peteraf, 1993). Imitation
is understood as problematic due to innovation-specific barriers to
imitation such as factor acquisition (Barney, 1986; Dierickx and Cool,
1989), first-mover advantages (Schmalensee, 1982; Wernerfelt, 1984;
Liberman and Montgomery, 1988) or the lack of complementary assets
(reece, 1987b).
Investigating first-mover advantages in the financial industry, Tufano (1989) shows that while innovators typically do not charge higher
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prices than followers, differences in market shares between innovators
and followers are persistent. First-mover advantage is interpreted as deriving from steep learning curves. This steep learning curve stems from
the nature of investment banking where opportunities for learning are
few - so having managed one or two large mergers in a particular industry may constitute a formidable knowledge advantage in comparison with competitors. Makadok (1998) similarlyinvestigates first-mover
advantages in the u.s. market for money market mutual funds and
finds persistent pricing premiums for early entrants in spite of the lack
of barriers to imitation. He interprets the findings as indicative of the
fact that innovators (and early adopters) are able to establish a 'resource
position barrier'(Wernerfelt, 1984) by attracting the limited number of
consumers that are interested in their type of product. Subsequent entrants, although not faced with direct barriers to imitation, may find it
less profitable as the 'easy money' is already tied up, and attracting new
investors would cost relativelymore than it did for the pioneers.
A proposition from the resource-based perspective is thus:
Proposition 4: Speed of adopting an innovation is positively related to the accessibilityof critical resources for the innovation

2.2.2.2 Complexity as an impediment to imitation
Even where there are no barriers to imitation in the resource-based
sense, imitation may still be difficult due to the complexities inherent in
imitation. Lippman and Rumelt (1982) suggested that even without
entry barriers, differences in the efficiency of firms would persist if
there were any uncertainty as to the imitability of technology, coupled
with the need to make irreversible investments to utilize the technology. Moving from the field of technological innovations to new ideas
about how to do business, Schoemaker (1990) and Porter (1996) proposed that sufficiently complex strategies may yield sustainable competitive advantage to an innovator. By modeling the effect of strategic
complexity (parameterized as the number of elements and their interconnection), Rivkin (2000) shows that even where there are no resource based-barriers to imitation, imitation may be difficult due to decision processes and the localized nature of search processes. Complexity of the strategy in combination with incomplete information
about competitors quickly renders imitation of a strategy unlikely to
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succeed. Siggelkow (2002) investigates how sets of strategies that fit
wellwith an environment are the result of a firm-specific evolutionary
process and how this contributes to difficulties for competitors in imitating even an apparently successful strategy.
From a technological perspective there are studies on the complexity of the innovation and the efficiency of patent protection. In a
study of how fast new technology leaks out, Mansfield (1981) found
that secrecy and lead-time was almost as efficient as patents in protecting innovations against imitation. Levin et al. (1987), surveying a
large number of R&D executives, found similar support for the importance of secrecy and lead time in deterring imitation. Distinguishing
the different types of knowledge according to their codifiability and
visibility, Zander (1991) and Zander and Kogut (1995) found that innovations that employ less visible and codifiable knowledge are more
difficult to imitate and that they are adopted at a slower rate. Similarly
Szulanski (1996), investigatingvoluntary knowledge transfer, found that
knowledge tended to be locally 'sticky' (difficult to transfer) due to a
variety of organizational issues such as lack of absorptive capacity
(Cohen and Levinthal, 1990) and the 'Not Invented Here' syndrome
(Katz and Allen, 1982).

An innovation complexity barrier perspective thus offers the
following proposition:
Proposition 5: Speed of adoption is negatively related to the
complexity of an innovation.
Thus far, aspects of the firm adoption decision have been
viewed from the perspective of the individual firm acting in isolation.
However, firms often attempt to influence their competitive environment through strategic actions. The next section investigates theory
and research on how strategic interaction in the adoption decision affects the diffusion process.

2.2.3 Strategic interaction
Strategic action affects the perceived profitability of adoption by competing firms, and thus the adoption rate and adoption patterns among
firms. Most commonly, the core question has been framed in terms of
a market incumbent-entry problem. Potential market entrants threaten
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incumbents with introducing new technology and the question is
whether or not the incumbent should respond by early adoption (preemption) or late adoption (to avoid cannibalization) in comparison to
their competitors (Reinganum, 1989).
Incumbent firms, with a dominant market position, have an incentive to adopt an innovation early, to pre-empt competitor adoption
to extend their market power to a new generation of technology
(Arrow; 1962; Gilbert and Newberry, 1982). If the innovation is uncertain, however, incumbents may rationally under-invest (enter late) in
the new technology if it threatens to substitute (cannibalize) their existing (for the time being secure) market dominance for more uncertain
market dominance in the future (Reinganum, 1983). Later theoretical
refinements have differentiated between innovations that destroy or
enhance existing market power. In essence it is suggested that market
incumbents would have an incentive to preemption where innovations
are market power enhancing but not where they cannibalize on market
power (Bresnahan, 1985; Katz and Shapiro, 1987).
The following two propositions emerge from the discussion on
market power and strategic interaction:
Proposition 6a: Dominant incumbent firms are fast to adopt
market power supporting innovations
Proposition 6b: Dominant incumbent firms are slow to adopt
market power destroying innovations
As noted in the discussion above, a decision to adopt is not only
guided by incentives but also affected by a capabilityto do so. Drawing
on findings from organizational research on incumbent response to
discontinuous technological change (Tushman and Anderson, 1986;
Henderson and Clark, 1990), Henderson (1993) introduces the distinctionof economic and technological discontinuity of an innovation.
The main point is to distinguish between the iranme and the capWility
to adopt early. An innovation is discontinuous, or radical, in the economic sense when it destroys market power by cannibalizing on existing sales. The innovation is incremental when it enhances the existing
market power of an incumbent. The same innovation is also radical or
incremental in an organizational sense, depending on whether it builds
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on-, or destroys-, the existing knowledge and information processing
capabilities of firms. An organizationally radical innovation is argued to
be more difficult for an incumbent firm to adopt successfully due to
existing set ways of processing information and using knowledge. Under the assumption that incumbent firms understand their deficient capabilities, innovations that are incremental from an economic point of
view may still be subject to rational under-investment (late entry) due
to lower estimates of success.
Attacking the same issue of incumbent failure, but looking at a
slightly different explanation, Christensen (1993) found that having a
strong customer base that did not appreciate the innovation could induce incumbent inertia too". The argument revolves around the effect
on managerial cognition of having a strong customer that influences
the choice of future technologies. Tripsas and Gavetti (2000) have
shown similar effects of managerial cognitive barriers to new ideas.
The impact of strategic interaction on the diffusion of innovations has not been extensively empirically researched (Reinganum,
1989). Bresnahan (1985) shows how Xeroxs concerns with cannibalization of existing profits delayed the introduction of new technologies
even when it meant a probable loss of market shares. Similarly,
Ghemawat (1991) found that actors with a large market share in corporate switchboards tended to be laggards in adopting the new PBX
technology for fear of cannibalizing existing sales. Henderson (1993),
investigating the effects of radical and incremental changes in the
photolithographic alignment equipment industry, tests the effects of
the type of change on the success of incumbents to introduce and
profit from an innovation. Her findings indicate that innovations which
are radical, from either an economic or organizational perspective, are
less likelyto be successfully introduced by an incumbent and are likely
to be under-invested in, whereas incremental innovations are likely to
be adopted successfullyearly.
Further distinctions between the incentive and capability to
adopt successfully (which, in a rational setting, feeds back into an
adoption decision) thus provides the following propositions:

9 The empirical study of Christensen (1997) has subsequently been criticized by
Mckendrickand Haggard (2000).

24

Q-IAPTER TWO

Proposition 7a: Dominant incumbent firms are fast to adopt
competence enhancing innovations
Proposition 7b: Dominant incumbent firms are slow to adopt
competence-destroying innovations

2.2.4 An eanonic view of difJUsion in total
The first and foremost assumption of economic diffusion theory is
that firms adopt what is perceived as profitable, Perceived profitability
of a given innovation may, however, differ across firms. It is often easier for large, market leading, firms to introduce new products and other
innovations in a profitable manner, and they are therefore likely early
adopters. In growing markets, firms are keener to introduce new products as the chances of profiting from introducing a new product are
greater than in a shrinking market. When the innovation destroys existing market structures, for example by radically changing the technological or organizational base of competing, large incumbent firms are
sometimes better off being late entrants.
Economic diffusion theory maintains that the quest for efficiency is the primary driver of adoption. Like much economic research,
economic diffusion theory has been criticized for being 'undersocialized' (Granovetter, 1985) or 'overrational' (Strang and Macy,
2001) as it pays scant attention to the rich social fabric that channels
the flow of information and the meaning a particular practice may assume for a potential adopter. The following sections on a sociological
and an institutional perspective of diffusion review studies that focus
on these aspects of the diffusion process.

2.3 A sociological perspective: follow the leader
In contrast to the economic view of diffusion, a sociological perspective places more emphasis on the flow of information and the meanings attached to the innovation in the diffusion process. This section
reviews diffusion theory and empirical findings within the broadly defined field of sociologically inspired 'macro-diffusion' studies - studies
of how practices and innovations spread across firms and organizations (rather than among individuals). The diffusion process is understood as comprising two interrelated processes where actors adopt an
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innovation on the merits of the innovation itself (when they receive
information about the innovations), or they adopt the innovation because of the influence of earlier adopters in the community. Innovations are typically introduced by outward-looking, large actors seeking
efficient solutions to problems (Damanpour, 1991; Rogers, 1995), although the pattern is moderated by the cultural understanding of the
innovation (Menzel, 1960). The spread of an innovation through a
community then follows social structures of information and influence, such as social proximity and the status of adopters (Katz et al.
1963; Strang and Soule, 1998).
The structure of this section follows the above line of argumentation. Starting with how new ideas are introduced into a community, the discussion proceeds to general reasoning about how the two
mechanisms of diffusion (internal and external influences on adoption)
are related, and ends with a more specific discussions of these mechamsms.
2.3.1 The leader is large and comopolitan

The introduction of an innovation into a community of firms is often
by a large firm, with many contacts outside the community that experiences a problem needing to be solved (Rogers, 1995). Large firms are
more likely introducers of novelty as they have a wider range of activities and therefore are exposed to (and observe) more innovations than
a smallerfirm. Along the same lines, a large firm is also, ceteris paribus,
more likely to experience a problem that prompts a search in any one
of its activities. Since firm size is often positively correlated with the
size of its resource base, large firms are also seen as more likely to
venture the risk of innovating to solve their problems (Kimberly,
1981). Salient empirical findings across a large number of empirical
studies by and large support an idea that large, specialized nonhierarchical firms are fast adopters of new things (Damanpour, 1991);
These findings, culled mainly from the literature on organizational innovativeness'v, closely match the findings of economic diffusion studies (refer proposition 2). It is important to note, however, that
there are a small number of sociological studies investigating the diffu10 'Organizational innovativeness' connotes a high propensity of an organization to
adopt new ideas (c.f Damanpour, 1991), rather than the usage in the R&D and technology
management literature where organizational innovativeness means the ability of an organization to produce new ideas.
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sion of innovations not considered appropriate in their social context.
Early sociological and anthropological diffusion research at the individual level provides interesting examples of how the idea of a central
or large innovator is changed when discussing the introduction of an
innovation seen as deviant 11.
Drawing on theories from cultural anthropology and sociology,
Menzel (1960) found that actors centrally placed in a social network
were early adopters of 'culturallylegitimate' innovations whereas actors
on the fringe were the first to adopt 'culturally illegitimate' innovations.
His explanation for this was that the 'marginal men' were less constrained by social norms. Similarly, Becker (1970) showed that innovations of 'high adoption potential' (low on a risk and controversiality index) diffused faster than did innovations of 10w adoption potential'
(high risk, high controversiality), The difference in speed was attributed
to the difference in the path of diffusion. 'Low adoption potential' innovations were adopted first by socially marginal doctors, whereas
'high adoption potential' innovations spread first to socially central
doctors. The explanation was that socially central doctors were less
likely to take a high risk, adopting a 10w potential' practice than were
marginal doctors. Studies into institutional and organizational change
report similar findings at the organizational level. Drawing on a historical case study, Leblebici et al. (1991) suggest that most radical changes
in the US radio broadcasting industry emanate from actors on the periphery of the industry. The (in those days) radical idea of having advertisements pay for programming, for example, was introduced by
'unsavory characters' who could not persuade magazines to carry their
dubious ads, so they bought radio stations instead to spread their messages. SimilarlyKraatz and Zajac (1996) showed that failing liberal arts
colleges were more likely to add an institutionally illegitimate change
(vocational training programs) to their curricula than were more successful colleges.

2.3.1.1 A sociologicalproposition on the introduction of innovations
Introduction of an innovation is normally seen as an act of a large firm
seeking an efficient solution to a problem (c.f. proposition 2). However,
with respect to innovations considered controversial in their context,

11 Abrahamson and Rosekopf (1993) also investigate these phenomena in a simulation model, calling it the 'trickle-up' effect.
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marginal players are often seen to take the lead (c.f. Menzel, 1960; Leblebici et al., 1991; Kraatz and Zajac, 1996). Thus:
Proposition Sa: Firm centrality is positively related to the introduction of legitimate innovations
and conversely
Proposition Bb: Firm centrality is negatively related
duction of illegitimateinnovations

to

the intro-

Once introduced into a community, an innovation diffuses by
several mechanisms. A common way of thinking about these mechanisms is to separate adoption influences that are iruemal to the adoption
community (contagion influences - the effect of seeing your neighbor
adopt) from those that are external to the adoption community (reading
about an innovation in the newspaper). The following section discusses
theory and empirical findings relating to the channels of information in
the diffusion process.

2.3.2 Internal and external sources of infimnation injluenIing dijJUsion
Most empirical models of diffusion are 'mixed-influence' models including both external and internal sources of influence to understand
the diffusion process (Mahajanan et al. 1990; Rogers, 1995)12. Adoption influences are thus assumed to be extemal to the adoption community (those not dependent on earlier adoptions, such as media advertisements) as well as internal to the adoption community (the effect
of seeing others adopt). The relative influence of external and internal
information varies over the lifecycle of the diffusion process (Rogers,
1995). External information is initially the most important, but is
eventually overtaken in importance by internal sources of information.
Early adopters, prompted by efficiency concerns, are keen enough innovators to act on 'impersonal' (external) information such as media
reports. Later adopters, perhaps not facing the same problems may not
be motivated enough by external information to adopt, then choose to

12 An exception would studies of diffusion processes obviously dependent on contact, such as the spread of measles or HIv.
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adopt when they see other actors in their position adopt or when more
information from earlier adopters is available (Brown, 1981).
In an early and influential study, Tolbert and Zucker (1983) show
that early adopters of civil service reforms in the u.s. were chiefly interested in solving a problem. Later adoptions, after the reform had become institutionalized, were more indiscriminate (less specific to a
problem) and seemed mainly aimed at gaining legitimacy. Similarly,
Westphal et al. (1997) show that early adopters of TQM customized
the practice to a higher degree than did later adopters. Their interpretation of the findings was that early adopters adopted for efficiency
gains, whereas late adopters were convinced that 'it was the thing to do'
to look good, even if there were no direct efficiency gains. Rao et al.,
(2001) provide support for this general idea but from a different angle.
Investigating how the mechanism of 'social proof' (Cialdini, 1993)
guides the initiation and cessation of security analyst coverage of firms
in the U.S. they fmd that firms early in initiating coverage were less
likely to cease coverage after initial disappointing results. Their interpretation is that firms that initiated coverage early did so for a calculated reason, while later firms initiated coverage because 'everyone else
can not be wrong'. If the coverage turned out to be disappointing, the
later adopters, with less 'reason' abandoned coverage more quickly.
One implication of the above discussion is that propositions 8a
and 8b may be interpreted as suggesting that legitimate products can be
efficient for established actors to adopt, whereas illegitimate products
can be efficient for less established actors to adopt. The argumentation
of both Leblebici et al. (1991) and Greenwood and Hinings (1996)
suggest such an interpretation. As a practice is institutionalized, or becomes legitimate, the competition for necessary resources for the practice increases and it thus becomes less profitable for smaller actors to
adopt the practice. A better alternative for a marginal actor in many
cases is to adopt a less legitimate practice, for which the competition of
relevant resources is less. Given that the importance of external and
internal influences shifts over the course of a diffusion process, it is
interesting to discuss in greater detail how these different sources of
information may influence the diffusion process.
2.3.2.1 External information - read all about it
External information sources provide two types of influence - information for the initial adoption as well as information regarding the ef-
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fects of earlier adoptions (Rogers, 1995). Three main sources of external information are the media, the state and professional groups. The
mass media is portrayed as the archetypal 'broad caster' of information, providing and editing information for all (Rogers, 1995). States
and professional associations, on the other hand, are often portrayed as
agents of change, providing information in accordance with an agenda
for diffusion (Baron et al. 1986; Sutton and Dobbin, 1996). The media
can be seen as spreading new ideas and practices by carrying stories of
successful adoptions and the heroes and villains behind new ideas.
Empirical results suggest that positive media reporting influences the
diffusion process. Strang (1997) and Abrahamson and Fairchild (1999)
show that media attention in general is not neutral but focuses on
positive aspects early in diffusion cycles to later on shift to criticism,
abetting cycles of adoption and abandonmentu, Nor are individual
firms just mere spectators in the media game but try to put their point
across by using rhetorical tactics as well as filtering their own experiences to project success (Elsbach, 1994). Zbaracki (1998) finds that the
public discourse around TQM becomes overly optimistic as managers
pay heed to the prevailing rhetoric when designing their TQM programs and then filter their own experiences from implementation to
project success in their particular TQM effort. With respect to the effect on diffusion processes, Burns and Wholey (1993) show that the
incidence of the spread of matrix management increased with the increase in media coverage of the practice, indicating the important role
of media as an external source of information. Strang and Macy (2001)
show through the use of diffusion simulations that, given positive media reports, performance-seeking firms may exhibit a faddish adoption
behavior of even entirelyworthless innovations.
While the mass media may not be entirely neutral 'broad casters'
of information, states and professional associations are seen as more
purposive actors in the provision of information. States can influence
the speed of diffusion of practices by providing policy and legislation
that encourage or discourage the practice in question. Baron et
al.(1986) show how the modern day personnel policies of U.S. firms
developed from state policies, which were initially developed to cope
IJ A more cynical view of the role of the media is held by Herman and Chomsky
(1994)who suggest that the media edit stories to fit their interest of 'manufacturing consent'
around specific issues.
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with the experience of World War II. Policy imperatives from the state
are often ambiguous though, and need interpretation to become implementable. Professional associations often serve the function of interpreting policies for the adoption community (Mezias, 1990;
Greenwood et al. 2002). Through their dual role situated within firms
as well as being networked across organizations, professional associations are particularly suitable for the role of community level interpreters (DiMaggio and Powell, 1983; Galaskiewicz, 1985; Freidson, 1986).
Their interpretations will often be in line with the advancement of
their professional group in competition with other associations in society (Abbott, 1988; Lounsbury, 2002) thus providing an additional dimension of agency in the diffusion process.
For example, investigating how corporations interpret the Civil
Rights Law, Edelman (1992) shows that firms construct compliance to
laws in a way that signals compliance externally, while managerial interests are maintained internally. She also shows that at the level of the
individual organization, the organizational politics and the existence of
professional personnel administrators influence the construction of
compliance. Mezias (1990), investigating how large firms deal with ambiguities in financial reporting requirements, finds that professional accountants devised and spread an understanding of how such reporting
requirements should be interpreted across firms. Similarly, in a study of
the development of human resource practices in large US. firms, Sutton and Dobbin (1996) found that human resource professionals (over)
interpreted legislation on affirmative action as forceful enough to require human resource departments to deal with the issues. The likelihood of a firm interpreting these laws as important was predicted on
the basis of whether or not they had a human resources department.
Human resource professionals thus influenced the interpretation of the
legal requirements to enhance their professional status. Additionally,
Lounsbury (2002) shows that security analysts in the US. mutual fund
industry utilized a change in the way firms competed induced by wider
societal change to forward their professional position in firms and
within the industry.
While external sources of information, such as the media, professions and the state, are important to the diffusion process, information also spreads within the adoption community from earlier adopters
to later, potential, adopters. The next paragraphs deal with the struc-
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tures that channel such information and influence within an adoption
commuruty.
2.3.2.2 Structures for internal information flow
Adopting an innovation most often entails taking a risk and firms try to
minimize the risk by drawing on the experiences of other firms who
have (or have not) adopted the innovation earlier (Haveman, 1993).
External sources may provide the function of broadcasting information about earlier adoptions across adoption communities, but often
the problem is not of obtaining information in general, but rather how
to obtain trustworthy information (Greve, 1998). A central proposition
in the literature on inter-firm contagion is that firms primarily take notice of actions by other prestigious firms that are perceived to be similar to themselves (Burt, 1987). Internal influences affecting the diffusion process are thus expected to flow along lines of perceived similarity. There are two main theoretical interpretations of how actors perceive similarity - through cohesion or through structural equivalence.
The cohesion argument builds on the idea that contacts and communication lead to perceived similarity whereas structural equivalence incorporates an element of competition and social comparison in the relationship (Strang and Tuma, 1993).

2.3.2. 2.lInfluence thraugjJ cohesion
At the core of the cohesion argument is the idea that interaction, or
socialization, leads to the development of a common understanding of
the environment. Firms that view the environment in a similar manner
tend to be more influenced by the actions of each other. Interaction is,
in its turn, facilitated by spatial proximity (Brown, 1981), by sharing
network affiliation (Granovetter, 1973; Davis, 1991) as well as by sharing an understanding of the institutional or cultural context (DiMaggio
and Powell, 1983; Strang and Meyer, 1994). Empirically, the cohesion
argument has mainly been investigated with respect to the effects of
social proximity or network overlaps among actors.
Hedstrom (1994) shows that the spread of Swedish trade unions
was influenced by spatial proximity beyond the economic need for a
trade union. Davis and Greve (1997) similarly show that the spread of
the corporate 'poison pill'14 defense against corporate take-over was
through local market interaction among firms, Spatial proximity may
14

A 'poison pill' is a legal device that renders a hostile take-over extremely costly.
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also lead to avoidance of adoption when it is seen to increase competition. Greve (1996) shows that radio stations in the us. were less likely
to imitate a change in the market position if it was undertaken by a local competitor as compared to if it was undertaken by a non-local
competitor.
Proximity in a network is another core theme of cohesion research, and corporate board-interlocks have received much attention as
a presumably important network link between firms, Haunschild (1993)
investigates how corporate board-interlocks (sharing board members
across firms) influence the action of firms, She finds that the likelihood of a firm engaging in take-over efforts increases when firms
shared board members with firms that had earlier engaged in take-over
efforts. Palmer et. al. (1993) show that firms that shared corporate
board members with earlier adopters of the M-form of management
were more likelyto adopt the M-form. Davies and Greve (1997) show
that ftrms that shared board members with firms that had adopted the
'golden parachute' compensation plan for managers> were more likely
to adopt the plan themselves. Rao et. al. (2000) show how large US.
corporations change listings from NA SDA Q to the NYSE based on
their membership of social reference groups. Membership in a corporate network is also a powerful channel of influence. Greve (1995;
1996) demonstrates that both the adoption and abandonment of a
competitive position in the US. radio industry was heavily influenced
by the actions of the non-local 'sibling stations' in the corporate network.
While a cohesion view of influence operates on the idea that
contact between firms is important to socialization, there are other
ideas about how firms influence each other more indirectly, through
competition and social comparison.
2.3. 2.2.2Irzf/uenre t:hrougjJ struaural equiwlenI:e
A structural equivalence argument of perceived similarity does not require direct socialization between actors, but relies on the idea of
common third-party contacts, competition and social comparison. The
basic mechanism proposed involves two actors who share a common
third contact. If one of them adopts, the other will feel compelled to
do so to avoid looking 'the laggard' in front of the third party. IntroIS A 'golden parachute' is a generous deal for an executive who loses his job through
re-structuring.
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ducing competition into the relationship adds explanatory power to the
cohesion argument with respect to what actually triggers adoption after
observation (Burt, 1987). Much of the empirical evidence of structural
equivalence at work is at the individual level (Strang and Tuma, 1993;
Galaskiewicz and Burt, 1991), but the idea is conceptually close to cognitive strategic group theory. According to this theory, firms are seen to
pay much closer attention to actors that have been constructed as
competitors, or members of the 'strategic group'. Two important
mechanisms behind this are social comparison and competition (porac
and Baden-Fuller, 1989). Porac et. al. (1995) illustrate the construction
and effects of cognitive strategic groups in the Scottish knit-ware industry, where a certain type of technological innovation was limited to
the 'low end' strategic group. Lant and Baum (1995) investigate the
formation of strategic groups while Baum and Haveman (1997) investigate the competitive effects of these groups in the hotel industry on
Manhattan. The findings support the idea that firms pay closer attention to other firms that have been constructed as a competitor, while
downplaying the importance of firms defined as 'outside' the group.
Within a cohesive or structurally equivalent reference group not
all actors are accorded the same dignity, rather firms differ in status and
prestige (Burt, 1982; Podolny, 1993). The core idea is that lower ranking social members aspire to be similar to the higher - ranking ones
and thus adoptions by high-ranking members thus have a greater likelihood of being adopted (Becker, 1970). Haveman (1993) elegantly illustrates how thrifts in California, in the face of environmental turmoil,
follow large and successful thrifts into new markets, despite them always suitable for the smaller ones. Similarly Burns and Wholey (1993)
find that when high-status firms have adopted matrix management,
others are more likelyto follow suit. Podolny (1993) shows how price
competition among US. investment banks is embedded in a status
structure which ensures the stability of the market. Haunschild and
Miner (1997) found that the choice of acquisition banker made by a
successful firm was more likelyto be imitated than the choice of a less
successful firm.
These perspectives of what renders firms likely to look to each
other's adoption behavior prompt the proposition:
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Proposition 9: Perceived similarity with earlier adopters is positivelyrelated to the speed of adoption of an innovation
The above discussion has dealt with the structural bases for the
spread of information and influence regarding innovations but not the
likelihood of adoption once the information is received. In the next
section, socially constructed similarities (commonly expressed as institutionalized values and norms) are discussed with respect to their role
as non-structural channels of diffusion as well as influences on what
innovation is adopted.

2.4 An institutional perspective on diffusion: institutional

'fit' and channels of diffusion
While the mechanisms of cohesion and structural equivalence both
represent structural 'diffusion channels', cultural (or institutionalized)
proximity is centered on the idea that firms can belong to the same reference group through a process of social construction. Strang and
Meyer (1994) argue that literal social ties (such as networks or spatial
proximity) do not capture all the ways diffusion influences flow among
actors. They suggest the use of reference groups constructed around
shared (institutionalized) categories or norms. An institutional definition of similarity provides two insights into the diffusion process. If
the adoption community is homogenous, the 'fir' of a new idea with
the predominant ideas becomes crucial to whether or not it will diffuse
at all (Katz et. al., 1963). Not all firms will be equally concerned with
the institutional environment however, and some firms will be more
likely than other to break with established norms (Greenwood and
Hinings, 1996). Where the adoption community is institutionally heterogeneous, institutional affiliation of firms may serve as an important
'diffusion channel', distinct from structural diffusion channels (Chaves,
1996; Soule and Zylan, 1997b).

2.4.1 Institutional fit and the adoption of produas - yoo adopt WJat)flU under-

stand
The idea of cultural 'fIt' is theoretically well developed in institutional
theory where a central proposition is that the understanding, or framing, of an innovation as appropriate and/or efficient will speed up its
adoption rate (Strang and Meyer, 1994, p. 108). Starting from the point
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that perceived similarity is based on theorized, or constructed, categories of the adopters, practices are likewise theorized by adopters. Theorization of practices utilizes existing cognitive schemes and ways of
categorizing the environment that are present in the wider society.
Over time these theorized understandings are shared across firms, at
times reinforced by regulatory and normative processes, and become
institutionalized (Meyer and Rowan, 1977; Scott and Meyer, 1983). Professions are particularly important in the process of theorizing, as
much of what they do involves creating abstractions of organizational
activity (Abbott, 1988; DiMaggio and Powell, 1983). Theorizing also
means simplifying and elaborating a model of causality to understand
the innovation (Greenwood et. al., 2002). Simplifying an innovation
treats some of the features as salient and defining and others as insignificant (Rao, 1994), a process of using analogies to what already is
known, thus linking the new to existing values of what is appropriate
and what is not (Leblebici et al. 1991; Haveman and Rao, 1997;
Greenwood et al. 2002). A central implication is thus that innovations
that are easily rationalized within existing norms will diffuse at a faster
rate (Strang and Meyer, 1994), and that the process of theorization may
influence the resulting diffusion process of an innovation as well as
what diffuses (Czarniawska and joerges, 1996).
There is a wide range of empirical evidence of the general effects of institutional norms on the diffusion of new practices and
ideas, mainly with respect to the adoption of new organizational or
administrative practices. The importance of the state in legitimizing
new practices is made evident by Rowan (1982) who investigated how
the legitimacy of school reform with the local government influenced
its diffusion across US. schools. Professional groups are also important
in providing legitimacy for a new practice to enable its diffusion. Tolbert and Zucker (1983) find that after professional groups concur on a
positive evaluation of the civil service reform, the reform spread at a
faster rate. Public debate, within the community or in society in general, is another important mechanism for conferring legitimacy on an
action. Hirsch (1986) shows how the change in the language of the
business community describing the practice of corporate take-over
corresponded with a change in the speed of adoption of the practice.
As the language surrounding corporate take-over became more positive, the speed at which firms adopted this innovation increased. Davis
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and Greve (1997) show how two innovations (poison pills and golden
parachutes), that were differently legitimate in the community differed
in their speed of diffusion among the u.s. fortune 500 firms. Similarly
Chaves (1996) demonstrates that the ordaining of women clergy in the
U.S. was much more likely after 'second-wave' feminism had changed
public attitudes.
Innovations in line with existing shared norms and values of an
adoption community are thus more likely to be adopted quickly. However, not all firms may think that all norms are equally important to
abide by. Another important aspect of the role of institutionalized
ideas is thus the effect of heterogeneity among firms with respect to
their institutional embeddedness.

2.4.2 Institutiondl channels of diffUsion - follaw the like-mrded
Innovations that are legitimate within an organizational field are likely
to diffuse faster than less legitimate innovations. Such an assertion
raises a number of questions. Firstly, as suggested by Leblebici et. al.
(1991) and Greenwood and Hinings (1996), concern for adhering to
existing norms may vary across individual firms with some being more
sensitive to 'doing the legitimate thing' than others. There might also,
as they argue further, be an in-built 'dynamism' of institutions. When a
practice becomes institutionalized, competition for the resources underlying the practice will increase and so will the rewards of violating
the norm, inducing de-institutionalization (Oliver, 1991; Greenwood
and Hinings, 1996). A second issue is the effect of multiple sources of
legitimacy (D'Aunno et al. 1991). If firms have a choice among several
sources of seeking legitimacy for their actions, whose legitimacy will
count for the adopting firm (Zuckerman, 1999)? There are different
elements of legitimacy that may be conferred by a number of sources,
sometimes internally inconsistent and individual firms may differ in
how and where they seek legitimacy (Deephouse, 1996; Ruef and Scott,
1998) and there may also be temporal differences in where legitimacy is
sought (Thornton and Ocasio, 1999).
The above discussion outlines two main sources of heterogeneity
among firms with respect to what institutionalized values they subscribe to. The first is the ambiguity of sources of legitimacy that a firm
can aspire to (D'Aunno et, al., 1991;Ruef and Scott, 1998). The second
issue relates to changes in institutionalized values and incentives to
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break with norms (Oliver, 1991; Greenwood and Hinings, 1996). These
two issues are discussed in the next two sections.
2.4.2.1 Whose legitimacymatters?

The legitimacy of an action is a conferred, not an absolute, status
(Suchman, 1995; Zuckermann, 1999). Where there are multiple sources
of legitimacy, firms may have a choice of what source of legitimacy to
aim for. Not all sources of legitimacy are equally likelyto be highly valued at all times. Historically contingent 'institutional logics' contextualize the antecedents and effects of different sources of legitimacy
(Thornton and Ocasio, 1999; Lounsbury, 2001). An institutional view
of a firm's action in a market builds on the notion of 'organizational
fields' - a set of actors that take into account the actions of each other.
Actors in the organizational field try to produce a system of dominance in the field and develop a common set of values that defines
their social relations (DiMaggio and Powell, 1983; Scott, 1995). Institutionalized norms, or norms taken for granted, for interaction and status
enable the firms to reproduce themselves over time. A central aim of
the firms in the organizational field is to survive, and they all face the
threat of the effects of 'runaway' competition with price-cutting and
poor survival chances. While not always successful, firms in an organizational field try to develop norms of social interaction that minimize
the likelihood of destructive competition (Fligstein, 1996). From this
perspective, the actions of a firm, in terms of choice of product mix,
organizational form, relationship with competitors, can be understood
as attempts to mitigate the possible negative effects of competition
(Fligstein, 2001). These norms of competitive behavior within a field
develop in the general setting of a society and a historical context. The
concept of 'institutional logic' is used to connote the interconnection
between higher (societal) order belief systems and lower level (local
market) practices (Thornton and Ocasio, 1999). Institutions are thus
seen as supraorganizational patterns of human activity, ways of ordering reality and rendering experience of time and space meaningful
(Friedland and Alford, 1991). These societal influences are mediated
through a prevailing institutional logic - historically contingent practices, beliefs and rules that define the way firms compete with each
other and how to succeed (Fligstein and Brantley, 1992; Thornton and
Ocasio, 1999). Understanding the institutional logic of an industry is
essential to an appreciation of what sources of legitimacy are particu-
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lady salient at that time (Fligstein, 1996; Dacin, 1997). A relevant
boundary for identifying an institutional logic is the industry, as common identities and social relations of firms are constructed at this level
(porac and Baden-Fuller, 1989;Haveman and Rao, 1997).
Empirically, Haveman and Rao (1997) show how the 'moral sentiments' of a society (in their case the level of 'progressivism' in U.S.
society in the early 1900's) together with technical change shaped the
founding and disbanding of organizational forms in the early California thrift industry. Thornton and Ocasio (1999) examine the sources of
executive power in publishing houses and find that, as the institutional
logic changes from editorial (professional) to market (economic) logic,
the sources of legitimacy of executive power change. According to an
editorial logic, executives with a solid professional reputation were perceived as powerful, whereas according to a market logic the ability to
enhance the profitability of the firm was rewarded. Ruef and Scott
(1998) relate the prevailing institutional logic to the antecedents of legitimacy of hospitals in California. They show that the salience of
managerial and technical forms of normative legitimacychanges across
different institutional logics. Hospitals with strong managerial legitimacy do well in an environment that premiers this particular type of
legitimacy, and vice versa. Antecedents of legitimacyalso vary with the
institutional environment. Ownership structure (profit, non-profit)
mattered to the managerial legitimacy of a hospital, with non-profit
hospitals experiencing a legitimacy crisis in a more strongly marketoriented environment.
At the level of the individual firm there is a particularly interesting study by Davis and Greve (1997), who investigate the mechanisms
of the diffusion of two innovations of different legitimacy. They show
that while a legitimate innovation (the corporate 'poison pill) spread
through local market contacts, the illegitimate innovation ('golden
parachute') spread through elite (board) networks. The speed of diffusion through local market contacts was higher than the spread through
elite networks rendering the over-all diffusion rates to be different.
Their interpretation for why the innovations spread through different
diffusion mechanisms was that the adopters of the innovations drew
on different sources of legitimacy for their actions. The poison pill was
legitimate in the larger social context as protection against corporate
raiders, hence adopters did not need to generate any 'moral legitimacy'

FOLLOW THE MONEYOR THE LEADER

39

(Suchman, 1995) to justify their adoption. Influence from seeing other
actors in their industry adopt it (providing cognitive legitimacy) was
enough to induce adoption. Golden parachutes, on the other hand,
were not considered legitimate in the wider social context, but rather
seen as an expression of executive greed, and for a firm to adopt this
innovation they needed to generate moral legitimacy. Moral legitimacy
for adoption could be gained from other executives who had already
adopted the practice, and thus the diffusion path for this innovation
was along corporate board-interlocks, or elite networks. Chaves (1996)
also provides a good example of the effects on diffusion processes of
organizations aspiring to different sources of legitimacy. Investigating
the spread of the ordination of women clergy in the U.S., he found
that denominations sharing the same theological orientation (biblically
inerrent or sacramental) both showed a lower propensity to ordain
women clergy than other denominations. Chaves argues that their
theological orientation is a 'cultural marker' - an indication that they
share a similar interpretation of the bible which renders them less influenced by institutional pressures such as the society-wide women's'
rights movement. Other denominations, also aspiring to be legitimate
in terms of their interpretation of the bible were quicker in ordaining
women clergy.
Firms may thus differ in their 'use' of sources of legitimacy and
wider social norms or institutional logics may render some sources
more attractive than others. One implication for diffusion theory is that
firms may thus be differently sensitive to the institutional 'fit' of an innovation. The implication is that an innovation maybe legitimate with
one group of firms (i.e. non-sacramental denominations) while illegitimate with another group (i.e. sacramental denominations). Apart from
choosing to draw on different sources of legitimacy, firms may also
face different incentives to break with norms they ascribe to. The next
section discusses this issue.
2.4.2.2 One 'iron-cage' fits all? - incentives to bend the bars
While institutions influence diffusion processes, they are not rules that
force homogeneity on all actors. Concerns about breaking the norms
may vary across firms for a variety of reasons. Early sociological studies suggest that actors that are marginal in a social setting are 'less concerned' with social norms (Menzel, 1960; Becker, 1970). In a competitive setting, concern with norms is often thought negatively related to
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economic centrality with economically frail firms being less concerned
about taking illegitimate action (Kraatz and Zajac, 1996). Competitive
pressures as well as differences in a firm's characteristics may thus provide incentives to break the norms. The above discussion on institutional influences on diffusion center on the homogenizing effect of institutions on the adoption decisions of individual firms - where a
practice is perceived as legitimate diffusion is speeded up and where it
is perceived as illegitimate, diffusion is slowed down. In the face of
competition, however, this logic of institutionalization of a practice
may actually lead to higher competition for the resource behind this
practice and thus raise incentives for breaking the norms (Leblebici et
al. 1991; Palmer et al. 1993; Greenwood and Hinings, 1996).
Leblebici et. al., (1991) show that radical new practices in the us.
radio industry tended to be adopted by competitively marginal actors
seeing that competing in a legitimate fashion would be prohibitively
expensive. As an example, pre-recorded radio programs were seen as
illegitimate even by the government but as competition for good programmers increased, less resource-rich firms found this to be the only
viable way of competing. Kraatz and Zajac (1996) showed that failing
liberal arts colleges were more likely to adopt an institutionally illegitimate change (vocational training programs) to their curricula than were
more successful colleges. The results were interpreted as indications
that these colleges were more sensitive to efficiency rather than institutional adoption pressures due to their precarious economic situation.
However, as found in both studies, adoption of illegitimate practices by
marginal actors did not have the same influence on further adoptions
by other actors as an adoption of a legitimate practice by a central actor
would have (c.f. Burt, 1982). Leblebici et. al. (1991) and Greenwood et.
al. (2002) suggest that for an illegitimate practice to take hold it must
prove to be efficient to its users. Their argument is that mimicry is used
for economic gain and thus an obvious imitation target is a seemingly
successful practice (DiMaggio and Powell, 1983; Haveman, 1993).
Davis and Greve, (1997) on the other hand, suggest that if an initially
illegitimate practice can find a legitimating source (cognitive or moral),
it may still diffuse even when efficiency is uncertain. Greenwood et. al.
(2002) and Lounsbury (2001) elaborate further and suggest how a professional group, through their association, articulate reasons and gather
legitimacy for specific organizational change. The main motivation of a
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particular profession is neither mimicking earlier success nor gaining
legitimacy for the firm but rather to further organizational change that
advances their intra-professional status (c.f. Abbott, 1988). There are
thus many reasons for breaking with existing norms - ranging from
concerns of profitability to the status mobility of an organizational
sub-group.
Institutional theory thus provides a theoretical framework for
specifying influences on the diffusion process outside literal social relations, but based on shared norms and values. Ideas and practices that
resound with this context, or institutions, diffuse fast while those that
do not translate favorably languish (Strang and Meyer, 1994). Firms are,
however, not impotent spectators but may choose sources of legitimacy or have incentives to break the norms, particularly when experiencing economic hardship (Kraatz and Zajac, 1996). Illegitimate practices are thus often introduced by marginal actors and as they diffuse
from the periphery to the center, the diffusion is slower than when it
travels the other way. Initially illegitimate innovations may thus diffuse,
but most often more slowly and only after 'proving their worth' with
the early adopters (Leblebici et. al, 1991). Firms adopting illegitimate
innovations may seek legitimacy wherever it can be found, and there
are normally many sources available to the firm in need, although the
salience of the source is contextual (Davis and Greve, 1997; Ruef and
Scott, 1998).
2.4.2.3 Some institutional propositions on the diffusion of an innova-

non
While the review has covered studies of diffusion processes in general
the propositions focus on the theory and findings related to the legitimacy of diffusing practices. There are a number of findings to indicate
that controversial, or illegitimate, innovations diffuse in a different way
to innovations that are non-controversial. While the main finding is
that controversial innovations diffuse more slowly, if at all, current
knowledge allows for more specific propositions as to the mechanisms
of this difference in speed.
Once introduced into an adoption community, innovations diffuse through a number of mechanisms. These range from the flow of
(external and internal) information about earlier adoptions to the likelihood of potential adopters acting on the information. The speed of
diffusion is likely to differ between legitimate (fast) and illegitimate
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(slow) innovations (Becker, 1970). Earlier studies suggest two different
social mechanisms to explain such differences in diffusion rates between legitimate and illegitimate innovations. Bun (1982) suggests that
sociallymarginal actors are less likely to influence other actors by their
behavior, and because marginal actors are more likely than central actors to adopt illegitimate products, such products diffuse at a slower
rate. This proposition is supported empirically by Leblebici et. al.
(1991) who find that sociallymarginal firms are more likely to adopt an
innovation considered illegitimate, and by Burns and Wholey (1993)
and Kraatz and Zajac (1996) who find that socially marginal adopters
were less likelyto start adoption 'band-wagons'. Thus
Proposition 10a: Legitimate innovations spread from larger firms
to smaller firms (fast diffusion)
and conversely,
Proposition 10b: Illegitimate innovations spread from smaller
firms to larger firms (slow diffusion)
Another possible source of the differences in diffusion processes
is suggested by Davis and Greve (1997) who found that controversial
innovations diffused through other channels than non-controversial
innovations since they relied on different sources of legitimacy. Hence:
Proposition 11: Market contact with earlier adopters is positively
related to the adoption of legitimate innovations (drawing on
cognitive legitimacy)
and
Proposition 12: Sharing an interpersonal network with an earlier
adopter is positively related to the adoption of illegitimate innovations (drawing on moral legitimacy).
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2.5 Tying the threads together
Contrasting and comparing the propositions from economic and sociological diffusion studies on the one hand provides rather different
understandings of the dynamics of the adoption of new ideas. An
economic view suggests that external competitive pressures and individual firm's expectations of profitability from adoption will determine
adoption speed and the adoption pattern of an innovation. A sociological view suggests a picture where a firm's status, network position,
inter-firm professional alliances and the cultural fit of the innovation
may moderate firm level responses to competitive pressure. A point
made in this dissertation is that these views, in most respects, are not
contradictory but to a large extent complementary. The mechanisms of
the sociological diffusion process, for example, are likely to be influenced by the profitability of an innovation - if an innovation introduced by competitors is very successful even the most die-hard opponent may succumb and adopt. Conversely, an innovation that may be
economically viable may be too socially controversial for most firms to
undertake. This kind of dynamic interplay between pressures on firms
and groups within firms to conform to socially sanctioned roles and
other pressures on the same actors to act according to economic pressures, provides an interesting field of research (palmer et al. 1993;
Kraatz and Zajac, 1996; Dobbin and Baum, 2000). This dissertation
follows this tradition and aims to model adoption as a response to economic as well as institutional pressures and limitations.
The next chapter introduces the empirical setting - the market
for mutual funds in Sweden. The historical development of the industry, specifically the development of the particular institution of its
competitivelogic, provides a basis for the propositions of this chapter,
and allows the explication of a number of context-specific hypotheses
from the theoretical propositions.

0iAPTER THREE

The Development of a Market and the
Formation of a Logic of Competition16

THIS CHAPTER INTRODUCES the empirical context of the dissertation- the mutual fund industry in Sweden. Central to the chapter is the
thick description of how the development of a market is driven by
several mechanisms, which together shape the historical context in
which an individual firm takes the decision of introducing or not introducing a new product category. However, first the selection of this
specific empirical context is discussed, with particular emphasis on the
trade-off between a wide and a narrow firm -observation plan. Then
follows a general description of the products and the firms in the chosen industry, to provide an understanding of some of the specific issues related to the product introduction decision. Following this general overview is a detailed historical account of the development of the
market and the formation of institutionalized norms of competing.
The implications of such norms on the product introduction behavior
of firms are discussed in the following section. Finally, hypotheses are
formulated by contextualizing the theoretical propositions of chapter
two.

3.1 Choice of empirical context
As discussed in chapter two, the empirical investigation aims to study
the influence of economic and institutional incentives on the product
adoption behavior of firms. Industries can be categorized according to
16 Interviews quoted in this chapter are translated from Swedish by the author. Identities of interviewees quoted are withheld, as this was a condition for many interviews. A
complete list of interviews is found in appendix I to this chapter.
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the degree to which exchange is driven by technical or institutional criterion for evaluating action (Scott and Meyer, 1983). Arguably, the
propositions of chapter two are best tested in an empirical setting that
is institutionalized as well as competitive. A large number of industries
and sectors fulfil this wide criterion, providing many different ways of
designing a firm sampling strategy and observation plan. The next section discusses the concerns of a suitable observation plan.

3.1.1 All finns inone industryar sanefinns in all industries?17
Central to the design of an empirical study is the plan for which firms
to include in the sample and how to observe them. While there are
many different possible observation plans, they all have benefits and
drawbacks with reference to specific research questions. Considering
the choice of which firms to select, and how to observe these, the possible plans fall into three broad categories. The first observation plan is
to choose a representative sample of firms from a large number of industries. An alternative plan is to select one industry and sample all
firms in that industry - a single population census. A third alternative is
to conduct a multi-population census. Each of these designs has their
own merits and demerits, and the proper way to chose between them is
to evaluate each design with respect to the research question at hand.
In this case, the focal empirical question is how institutional and
economic incentives, respectively, influence the product adoption behavior of firms. As this is thought to be influenced by the adoption
behavior of other firms, a longitudinal observation plan is essential.
Furthermore, the competitive and institutional environment of the
firm is also thought to influence the adoption behavior, necessitating
the gathering of comprehensive data on industry-level covariates over a
long period of time. While a representative sample, repeated over a
long time period would have several advantages, it is not practically feasible to collect longitudinal industry-level covariates for a large number
of industries. Furthermore, a design for sampling firms (as opposed to
a census approach) requires some sampling criteria (such as size, age
etc.) which may also be difficult to motivate with respect to the current
research question. For example, excluding all the young (or old) firms
from the sample is difficult to defend as there is no clear theoretical

17

This section draws heavily on chapter 5 of Carroll and Hannan (1999).
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reason to believe that the action of this specific group of firms would
not influence the actions of the other firms; meaning that their exclusion would also be likely to influence the outcome of the study. The
most appropriate choice is thus a single population census design.
While a single-population census approach suffers from definite
limitations as to the generalizabilityof the findings, running the risk of
capturing only an industry-specific behavior of firms, it is the preferred
observation plan for this study. The main strength is the feasibility of
gathering comprehensive industry-level covariate data. Choosing a single population (industry) observation plan is also useful as it controls
for variations in the institutional context (c.f. Dacin, 1997; Strang and
Soule, 1998). The next issue to discuss is what industry to select for a
census approach.
3.1.2 Desiralie characteristics of the industry
When discussing the organization of societal sectors Scott and Meyer
(1983) make the distinction between organizational environments that
are primarily institutionalized and those that are primarily technical.
Their distinction of organizational environments as institutional or
technical depends on the criterion by which firms are rewarded in exchanges with each other. In a strongly technical environment, the efficiency of firms is transparent and firms are rewarded for efficiency. In
an institutionalized environment, on the other hand, the link between
action and outcome is often vague or poorly understood and therefore
firms are rewarded not on their exact efficiency, but rather by how they
fulfil the behavior that is expected of them. Examples of strongly institutionalized and strongly technical sectors suggested by Scott and
Meyer (1983) are general hospitals and banks, whereas health clubs are
an example of a weak/weak environment. An ideal sector for this
study should be at least strongly institutionalized, and perhaps even
technical.
Another related consideration in the selection of an industry is
the need to control for the technical complexity of innovations. Studies
of the diffusion of technical innovations show that complexity, as well
as observability of the innovation is significant in how fast it is imitated
(Levin et al. 1987; Cohen and Levin, 1989; Zander and Kogut, 1995).
As this is a point already 'proven', and beside the main aim of this dissertation to investigate further, a suitable industry would be one where
innovations are technologically simple. Nor should product innovation
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and introduction be too expensive so that it takes place only a few
times in the life of a firm, as this would permit little firm-level variation
in the data. The final consideration in selecting an industry is data
availability - most importantly the availability of longitudinal qualitative
(for the institutionalization of competition) as well as quantitative
(product introduction and competition) data.
3.1.3 The financial sector asa candidate
Following the categorization of organizational sectors as institutionally
weak or strong by Scott and Meyer (1983), the financial sector has been
selected as a candidate sector for the empirical setting. Considering the
level of innovative activity (number of product introductions), the
geographical position of the researcher, as well as the need for accurate
longitudinal data, the choice of industry is the mutual fund industry in
Sweden. There are several reasons why the mutual funds industry is
particularly well suited for this research. Firstly, financial markets in
general are highly institutionalized as the technical criteria for evaluation of product efficiency are vague. Even though there are 'clear'
product efficiency indicators, such as historical performance, the validity of these are commonly discussed (see further section 3.4.4). The industry is also highly professionalized through the development of a
corps of qualified financial analysts (c.f. Lounsbury, 2001; 2002). The
competitive intensity is high, and firms attempt to be efficient in their
operations (c.f. Sirri and Tufano, 1993; Levinthal and Myatt, 1994; Makadok, 1998). Furthermore, there are low, or insignificant, legal, technical or cost barriers to product imitation (Naslund, 1986; Tufano, 1989;
Makadok, 1998), controlling some of the possible technical or legal
reasons influencing adoption rates. Lastly, as a result of government
regulations and supervision, quantitative longitudinal data on firm level
activities is comprehensive and relatively accessible. The industry is also
suitable with respect to the availability of qualitative data about the institutionalization of norms of competition as it is relatively young'.
The first mutual fund was introduced in Sweden in 1958, and most of
the individuals who 'invented' and developed the market are still alive
and, in some cases, active today. This allows for an in-depth historical
analysis of the development of the market later in this chapter.
The mutual fund industry is often categorized as a financial service
industry in innovation studies (Silber, 1983) and in a service industry
the concept of an innovation and a product differs from the 'norm' in
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innovation studies - the product innovation (Barras, 1986). Therefore
the next two sections deal with the nature of the mutual fund 'product'
and the product introduction decision as seen by a manager in a mutual
fund firm,

3.2 The mutual fund product
Simply put, a mutual fund is an investment form that enables investors
to spread their risks by allowing a number of investors to pool their
money (by buying shares in the mutual fund) which can then be used to
purchase assets such as equity stock, bonds or other securities. A sales
argument for investing in a mutual fund rather than investing directly in
stocks, which has become more important over the years, is the professional management of the fund offered by specialized security analysts
(c.f. Lounsbury, 2002). From the product innovation literature point of
view, a mutual fund product represents a continuous service commitment to a customer, rather than the one-off transfer of a product such
as a car or a stereo. Mutual funds offered in Sweden are open-end mutual funds'! which means than an investor can sell their shares in the
fund at their asset value, and there can be new share offerings on demand. The mutual fund is a legal entity that can (since 1991) be regulated under two different sets of rules. Either it conforms to the standard European Union UCITS - Undertakings for Collective Investments in Transferable Securities", which renders the fund legal on
markets within the European Union. Alternatively, the fund can be a
national fund (in Swedish: nationell fond), which means that it conforms to a less restrictive set of regulations and that it is not legal to
actively market the mutual fund outside Sweden. Mutual funds differ
primarily in their investment objectives. Over time, a number of different investment objectives have been introduced, commonly related to
either a sectoral or geographical dimension (i.e. a IT-fund or a Latin
America fund) or investor risk profile, Common classification categories, in Sweden, are equity funds (investing in equity), bond funds (investing in bonds) and balanced, or mixed assets funds (investing in
both equity and bonds).
18 As opposed to closed-end funds where investors buy and sell shares of the fund
like equity stock.
19 These rules are similar to the us. Investment Company Act of 1940.
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A mutual fund is a financial service that consists of four basic
elements: investment management, distribution, shareholder services
and fund accounting (Levinthal and Myatt, 1994). A mutual fund management firm (called mutual fund firm in this dissertation), sometimes
also referred to as a 'sponsor', handles the investment management and
sometimes the distribution of the mutual fund. Investment management includes the daily operation of fund asset management. Shares in
the mutual fund are either distributed directly or handled through sales
agreements with other distribution channels such as electronic brokers
or regular stockbrokers and in some cases even by competitors. Shareholder services include the administratively challenging record keeping
of shareholder transactions and can be carried out by the firm itself or
it can be sub-contracted. Finally the firm needs to keep the securities
and the cash of the fund in safe custody, which is a service that an external bank or trust company must perform. Fi:nansi:nspektionen - The
Swedish Financial Supervisory Authority (FI) - is a governmental body
that supervises the operation of mutual fund firms in Sweden. All new
product introductions are screened and licensed by FI, a procedure that
can take up to six months depending on the novelty of the product as
well as the current workload of the Fl. Finansinspektionen also maintains
complete records of all mutual funds in the market, their sponsors and
their trading activities as well as their reporting to shareholders to
monitor compliance with the UCITS.
With this brief background to the mutual fund product and firm,
the next section provides a more detailed historical account of the development of the Swedish market for mutual funds. The aim of this
historical expose is to provide a background for the coming discussion
on the development of norms of competition and how these influence
the product introduction behavior of firms.

3.3 Initiation by imitation - a brief history of the Swedish
mutual fund industria
Koncentra - the first Swedish mutual fund - was started in 1958 and was
modeled on what Mr. .Ah1en of Ahlen & Holm (a Swedish trading firm)
20 This section draws on Carlson (1998), information from Fondbolagens Forening
(the Swedish association of mutual fund firms) and interviews with most of the individuals
involved in creating the market (see appendix I to this chapter for list of interviewees).
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had seen during a visit to the US21. In less than 40 years, this embryonic market would develop into the largest form of private saving in
Sweden. Not only did the market expand in size over these forty years,
but its competitive character also changed in fundamental ways. Based
on significant changes in the regulative framework of the market, the
development of the market can be divided into three periods: a formative period (1958 - 1978), the period of governmental savings schemes
(1978 - 1989) and the period of deregulation (1989 - 2000).

3.3.1 Humlie begjnnings:few actors, feux:rproducts (1958 - 1977)
From 1958 until 1967, when SparbankerP- 2 also introduced a mutual
fund modeled on Korarura, there was only one product on the market.
At this time, there was no separate legal provision or regulation for
mutual funds and they were legally constructed as non-profit foundations. There was also little conceptual clarity as to what the product
should be or what the firms offering the product should do, and there
were no 'professional' security analysts managing the funds. Consumer
awareness of the new product was also limited, and consisted mainly of
saving as an alternative to regular savings accounts. At the time, there
were also a number of 'investment firms' (in Swedish 'imestmentlxlagj
that served a similar function by holding shares in a number of other
firms and managing this portfolio 'professionally'. In 1970 Kcn:mtra
was acquired by one of the four largest banks, Httndelsbanken, changed
name, and was later transformed into an Index fund 23 • In 1971, Skandinaviska BankerP-4 joined as the third major bank with a mutual fund, also
modeled on Kanantra2 5• Enskilda Banken became the most aggressive
bank in promoting the new product among its customers, presumably
because of their high number of wealthy customers in comparison to
the other banks. Apart from large banks, there was one independent
mutual fund firm, established in 1969, InterjiJnt;ll6. The initial period was
thus more or less totally dominated by a few large banks, presumably
21

The first open-end mutual funds were introduced in the

u.s. in 1924 (Lounsbury,

2001).
Later lVreningsSparbanken
An index fund is a mutual fund that 'passively' follows a specific index (e.g, the
AFGX or the S&P 500) in its investment decisions.
24 Which later became S-E Banken and then SEB.
25 A possible reason why Enskilda Banken was relatively late in introducing a mutual
fund was the shared coroporate parenthood with the then largest investment firm (In7£StUr)
which might have been considered a competing product.
26 Interfond was subsequently acquired by Provinsbankema and Banco in 1977
22

23
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because they had access to a customer base that was interested in a
relatively unknown product. All this was to change as a result of government initiatives.
3.3.2 GawnmRntd sauings sdxmesmore acton; still fewprrxluas (1978-1989)
Mutual funds remained a marginal savings product with an almost negligible share of private savings until 1978 when the then conservative
government of Sweden introduced a saving scheme where taxincentives were given to private investors who saved in mutual funds or
in a special bank account (Skattespar and Skattej0nder27). One of the political objectives of the scheme was to infuse new capital into the
Swedish stock market, which had been depressed for a number of
years. In 1981, the market for mutual funds started to grow and in the
period 1981 - 1983, the number of investors in these schemes rose
from 75 000 to 750 000. One possible reason for the sudden interest is
that the saving scheme became a political issue in the (1981) elections.
The SocialDemocratic Party publicly derided the idea of tax incentives
for investments in stocks and the ensuing debate widely publicized the
saving scheme. In 1984, when the social democrats had come to power,
they replaced the Skattespar and Skattefimder saving scheme with their
own version - Allenansspar and AllemansforxJet28. In essence, this was the
same saving scheme but with the political sanction of both the social
democrats and the largest blue-collar union in Sweden (LandsOrgmisationen). The tax-rebated saving scheme had a stipulated monthly maximum saving per person (initially SEK 400, then SEK 600 - approximately USD 100 at the time) institutionalizing the novel concept of
monthly saving in mutual funds. This new savings behavior turned out
to be an administrative challenge to the mutual fund firms as many of
their systems were manual or relied on rudimentary computer systems,
all of which buckled under the huge increase in the number of transactions,
The nature of the market for the mutual fund firms changed in
this period from catering mainly to a few, wealthy individuals to servicing a large number of smaller investors on a more regular basis.
There were two main direct competitive effects of this. Firstly, the
strategic value of having an extensive collection and distribution/sales
27 Literally translated

as 'tax-save' and 'tax-funds'.
In line with social democratic rhetoric the names literally translate as 'everyman's
save' and 'everyman's fund').
28

52

a-IAPTER lHREE

network (i.e. local bank offices) increased dramatically during this period. Secondly, banks with a traditional customer base of less wealthy
individuals - who had earlier held very limited market shares in equity
trading - now gained significant market shares in the mutual fund industry. This change can be seen in the shifting market leadership of SE-Banken (traditionally a bank for wealthy individuals) and Sparhmken
(traditionally a small-saver's bank). In 1983, S-E-Banken held a mutual
fund market share of about 35 per cent. By 1989 the market share of
S-E-Banken had contracted to about 22 per cent - the level at which it
would remain throughout the next decade. Sparbanken on the other
hand increased their market-share during the same time period from
about 22 per cent to about 32 per cent in 2000.
Competition in this second period was thus heavilyinfluenced by
government efforts to resuscitate the Swedish stock market. The manner in which it was done benefited the already large actors, in particular
the banks with their large sales networks. The reason is that the specific
aim of introducing small-savers to saving in mutual funds, and the limit
on the size of investments rendered large-scale collection of investor
money essential. This provided actors with an already existing sales and
distribution network with an advantage and as it happened, these actors
were the large established retail banks in Sweden. It is notable that
there were no legal restrictions preventing retail banks from entering
the mutual funds savings market as there were in the US. at that time.
This is probably one reason for the early dominance of the mutual
fund industry by a few large banks. The market was heavily regulated,
though, and the scope of competitive action among the firms was limited-". In general, most of the products sold were AIUmansjOnder sold
mainly on the tax-saving argument, and not so much on the differentiating features as compared to what was offered by other firms.

3.3.3 Derf!lj/latinn: rrwry actors, rrwry products (1989 - 2000)
The period 1989 - 2000 was a period of extensive deregulation of the
entire Swedish financial system (Niemeyer, 2000). In 1989, Swedish
currency restrictions were abolished and the earlier system of a 'Switch

29 There was, for example, a currency regulation system in place that effectively restricted product development to include only Swedish assets.
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currency''? was abandoned. This change opened the way for mutual
funds to invest in foreign stocks without having to pay a premium for
the currency to invest with. This de-regulation opened opportunities
for competition through product differentiation. Aggregate product diversity data shows that the average number of product categories marketed by a firm increased rapidly from about 3 in 1989 to 8 in 2000
(Figure 2).
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In 1990, unit-linked insurance products'? were regulated, which
provided a boost for the market for mutual funds as many insurance
holders chose mutual finds for their insurance investments. In 1994
changes in the rules for individual pension saving (IPS) also enabled
individual pension savings to be invested in mutual funds according to
individual choice under special taxation rules'>. These two regulatory
changes effectively merged the mutual fund direct savings market with

30 A system where outflow transactions in a foreign currency was allowed only when
an equivalent amount of inflow could be guaranteed, which created a secondary market
where export -oriented firms could sell 'rights' to use foreign currency.
3! Data source: PI and authors calculations. Note that the x-axis is broken (19581967).
32 Unit-linked insurance products allow for the insurance holder to choose what the
insurance premium should be invested in, in contrast to the traditional asset management of
the insurance firm where all individual premiums are pooled.
33 Under the IPS scheme, the investor can change assets within the pension plan deferring capital gains taxation until the pension is used.
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the market for individual pension savings into a new market for longterm savings (Niemeyer, 2000). As a result of this deregulation, banks
gained access to the insurance market and Swedish insurance firms
likewise made inroads into the market for direct saving in mutual funds.
Another significant regulatory change was allowing the entry of
foreign mutual fund firms to compete openly in Sweden. In 1994 the
rules for foreign entry into the market were considerably eased, allowing any mutual fund firm operating within the ED to actively market
mutual funds in Sweden by simply registering with the Swedish Financial Supervisory Authority (Finansinspektionm). This change led to the
entry of a large number of foreign-based mutual fund firms in the period 1994 - 2000. Based on data on firm entries and exits from Finansinspektionen, Figure 3 charts the development of the total number of
firms (firm density) operating in the Swedish market from 1958 - 2000.
As is evident, the marked increase in firm density from 1995 onwards
was primarily driven by the large inflow of foreign firms>,
35,
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An interesting question is what prompted so many large global
mutual fund firms to enter the (relatively small) Swedish market within
a period of a few years. Two important factors were the rapid growth

34 Without the entry of foreign firms there was even a dip in the firm density in
1993/1994 primarily due to mergers among Swedish firms.
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of the Swedish stock market during the 1980's and the early 1990's and
the planned change in the Swedish state-pension system.
3.3.3.1 Strong growth in the equity market driving growth of the
Swedish market for mutual funds
In 1996, mutual funds became the largest form of private savings, surpassing bank deposits. From an international perspective this is noteworthy, as the same shift in saving behavior occurred only in 1997 in
the U.S. (Engstrom, 2001). This shift was a signal to the banks that the
ugly duckling, the mutual fund firm, had become a very important and
profitable swan. The size of the mutual fund market is commonly defined as the total assets under management. Assets under management
grew very quickly during the 1990's as a result of increased private
savings in mutual funds (net savings), but more significantly as a result
of the general upswing in the equity markets. Figure 4 charts the net
savings in funds, the development of the stock market index (AFGX35)
and the total assets under management during the 1990's. As is evident,
the main growth in assets under management is not due to a large inflow of new money into the funds, but rather from the appreciation of
the money already in the funds. As most of the mutual funds in the
market are equity funds (as opposed to bond or money market funds),
the growth of the assets under management is closely related to the
growth of the equity market.

35 AFGX - Affarsvarldens General Index tracks the development of the most traded
firms on the Swedish stock market and was until recently used as the main indicator of the
development of the equity market in Sweden.
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As a mutual fund firm primarily generates revenue by charging a
management fee on the assets under its management, growth in the asset stock (through appreciation of the underlying assets) is as valuable
as new inflow into its funds through net savings (new sales). Thus, in
contrast to 'normal' (production) firms, a mutual fund firm can enhance its revenue either by new sales or by achieving over-performance
of their existing assets (old sales) by good management. For the individual firm (including foreign firms), the growth of the mutual fund
market may thus have served as a powerful incentive to enter. Looking
at the resources (asset stock) available for which each firm could compete, however, provides a slightly different picture as this takes into account the number of firms competing for the asset stock at a given
time. Figure 5 depicts the (deflated) total assets under management divided by the number of Swedish firms in the market and by the total
number of firms in the market.

36

Source: Rnd & Bank and Niemeyer (2000)
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The potential competitive effect of the large inflow of (mainly
foreign) competitors in the latter half of the 1990's can be seen clearly.
The asset stock calculated per the number of Swedish firms in the industry increases rapidly from 1993 through 2000, whereas the asset
stock per total number of firms (including foreign firms) remains more
or less stable throughout the period. However, concluding that the
firms in the industry have had an equally large 'pie'to compete for
during this period is not entirely correct. Current tax laws serve to
'lock-in' money invested in funds", as it becomes costly to shift them
between mutual funds. An investor who wants to move money already
invested to a competitor thus has to pay a gains-tax on any gains
achieved when moving the money. This means that the investor loses
the compound growth effect of the share that is taxed which in effect
reduces the incentive to move money between funds. The effect is, in
the industry, widely understood to limit the competition for the assets
already under management - an understanding also shared also by a
government investigation into the future of the finance industry in
Sweden (Dennis, 2000). The money available to compete freely for is
thus essentially new savings. Figure 6 shows the deflated (1980=100)
37 Source: Fond & Bank, FI
38 Moving money from one mutual fund to another incurs a gains tax of approximately 30 per cent.
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net savings per firm in the industry during the 1990's. While there has
been an increase in the 'free money' that firms can compete for since
1990/1991, the picture is different when looking at the total asset
stocks under management.
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Figure 6 - Net savings per firm

3.3.3.2 Changing the pension system - the promise of PPS
Apart from the strong growth in the asset stock under management
during the period 1993 - 1999, the Swedish government proposed as
early as 1993, sweeping changes to the state-pension system. In essence
the proposed change meant that individuals would annually decide on
the investment of 2.5 per cent of the pension fee in the Premepetsion (a
part of the legislated pension system). The Preruepension system (PPS) is
constructed as a special unit-linked system for pension savings, and it is
managed by Premiepensions Myndigheten (PPM). Starting in 1995, the
state deducted money from individual earnings to be invested through
the new system. When the system finally came into effect in 2000, 4.4
million Swedes invested 57 billion SEK through the PPM. This change
was long expected to be a major injection in the market and is commonly thought in the industry to have contributed to the inflow of
mutual fund firms into the market. Apart from (presumably) attracting
foreign actors on the market, the promise of a new mutual fund -based
pension system attracted a number of smaller Swedish niche players,
and the first wave of serious independent (non-bank) actors started to

THEDEVELOPMENTOFA MARKET

59

appear in the market at this time. Looking at the age distribution of the
firms active in the market reveals that this period was one of 'rejuvenation' where aging actors met with new competitors (Figure 7).
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Figure 7 - Average age of firms"

The sharp drop in average age from 1994 onwards is however
partly an artifact generated by the way the data was coded. Foreign
firms were coded at zero age when they entered the Swedish market
regardless of whether they were Fidelity or a young firm. But, as early as
in 1993, prior to any foreign entry, the average age of firms had already
started to decline.
The decade of deregulation (1989 - 2000) was thus a decade
when the competition increased for the available investment money
(the consumers) - resource competition grew fierce. Looking at the
entire period from 1958 until 2000, the market for mutual funds developed from a more or less 'clean slate' into a complex, competitive market with over 100 active firms. This development was largely guided by
changes in government regulations and a strong Swedish economy but
also by influences from earlier and more developed mutual fund markets, such as that in the US. In this process of change, managers faced
significant environmental jolts and wide-ranging changes in the societal
appreciation and image of the industry. Somewhere in this turbulent

39

Source: FI and autIxJrs calaJatims
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process, managers made significant choices of how to compete - such
as what the product offering is and how wide a product portfolio
should be. The next section discusses in greater detail the formation of
ideas of how to compete in the industry. Two primary questions are
addressed: what were the norms formed, and how have these norms
influenced the product introduction behavior of firms?

3.4 The development of norms of competition
This section asks the question what competitive norms formed in the
market for mutual funds during its development? The guiding framework for the analysis is the notion of a market as a construction by
firms and other actors in an organizational field (White, 1981; Fligstein,
2001). The set of interrelated norms of how to compete that define
the market is perpetuated as an institutional or competitive logic
(Fligstein and Brantley, 1992; Lounsbury, 2001). In the case of a market
for services, such as financial services (Silber, 1983; Naslund, 1986),
there are a number of special considerations important to how the
market is constructed.
3.4.1 Cmstructing a seruce market
A central idea in a construction of markets perspective as well as in
strategic management is that firms do not want competition to 'degenerate' into a price-cutting war and therefore they need some way of coordinating their competition (porter, 1980; Fligstein, 1996). An obvious, but not always legal, way to coordinate competition is to simply
divide the market into a number of monopolistic or oligopolistic markets (Stigler, 1968). A more common way is for firms to develop strategies of differentiation, where firms segment the market in some way to
minimize resource competition (porter, 1980; White, 1981; Shaked and
Sutton, 1987). Seeking to differentiate a service offering is difficult,
however, because of the classic problem of marketing a service - it is
difficult for the consumer to sample it (Gershuny and Miles, 1983).
You cannot go for a 'trial ride' with a mutual fund in the way you
would with a car. Arguing that a service product is qualitatively different from another product (a common point of differentiation) thus requires the discovery of an indicator of product quality that does not
demand sampling the actual product.
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By investigating how firms in the Swedish mutual fund market
have handled the problem of threatening price competition, and how
they have converged in the use of a common 'metric' of product quality, an understanding is formed of a central aspect of the competitive
norms that define the market. This investigation starts by discussing
current managerial ideas of the central competitive role of product introductions, in particular the perceived benefits of 'novelty'. From
these ideas the development of a number of core competitive norms
in the market is traced in the second section. These historically contingent norms constitute an important source and antecedent of legitimacy in the market (c.f. Ruef and Scott, 1998; Thornton and Ocasio,
1999). The third section then discusses the implications of these norms
for patterns of product introductions.
3.4.2 Ot the 111J,IJ;Ua}.fitnd 'cat-w:dk J - the wlue of ruJlJdty

There are several strategic considerations for a manager to take into
consideration in the product introduction decision - the most obvious
being the optimal width of the product portfolio, where the more is
not always the merrier (Burton, 1994; Barnett and Freeman, 2001).
Firms in the Swedish market for mutual funds diverge on the width of
their product portfolios. While some of the most profitable firms (e.g.
Brummer and Partners) operate only a few funds, some of the large banks
operate up to seventy different funds. One consideration in the choice
of width of portfolio is the costs associated with managing many
funds. There are direct costs, e.g. for shareholder information, but also
indirect costs such as smaller economies of scale in asset management
and marketing. On the other hand, a wider product portfolio may, in
some instances, generate more revenues. A mutual fund firm derives
the main part of its revenues from the management fee leveraged on
the assets under management where a larger asset base gives higher total revenues'P. Assets under management can grow by sales of new
shares (new inflow of money to the fund) as well as by an appreciation
in the asset value of the money already under management (appreciation of the asset stockr". As most firms are presumably already doing
their best to maximize their asset management performance (and thus
40 Staggered fees (where the fee percentage is reduced as the fund grows) are not
very common in Sweden,as opposed to in the US.
41 Conversely,the asset stock can shrink from net outflows from the fund as well as
from depreciation of the assets held by the mutual fund.
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the appreciation of assets under management), a key lever for increasing revenues is new fund sales, for which new products are particularly
suitable. An additional argument for product diversification from marketing literature holds that diversification is useful to achieve higher
market penetration in a market, where consumer sophistication is increasing. Khorana and Servaes (1999) show that in the u.s. market for
mutual funds, most of the new sales flow to products introduced in the
last two years. Interviews with executives in the Swedish market show a
similar awareness of the value of product novelty. Executives of two of
the largest mutual fund firms (bank-owned) expressed their views as:

"It is crucial to be an inrouaor in the fUnd market. Of our new sales, 60
per cent canesfirm fUnds that'Zre htne introduced during the)6tr »
(Executive in fund management company of bank 1)
"It stru£k methe other day - ours isreally anentert:ainrrmt industry. Soon
fUnds and stxx:k trading uilJ be like sports... You must bau: a new fashion
cdleaion aery )Wr... of course it is abou: findingfUnds that deviate frrm
the croud: It iscustoner driun; If )OU do nothaw entertaining stuff ta of
fer, )OUwill h~ proliems. »
(Executive in fund management company of bank 2)
One reason for why new products (as opposed to old, perhaps
successfully established) would generate relatively more new sales is the
motivational effect on the sales personnel. Executives spoke of the
need to keep the sales representatives inspired by providing 'new; exciting stories' (products) for them to sell. Consumers are seen as key in
this view of why new products are important to launch as was emphasized in several of the interviews. Increasingly, sophisticated consumers
request a wider variety of products, which is what the sales staff sense
when they want 'exciting stories' to sell.
Managers thus consider new product introductions important to
mutual fund firms for a number of reasons. But the product introduction decision is not simple and the next section draws on interview data
to elucidate how firms in the Swedish mutual fund market handle the
product introduction decision.
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3.4.3 Introduang a neuprodua - speed and uncertainty
The decision to introduce a new mutual fund product is one of the
most important strategic tools available to the mutual fund manager,
and it is also a complex decision. Unfortunately there are few studies
(known to this author) of product introduction behavior in the market
for mutual funds, and there are none of the Swedish market for mutual
funds. Most of the research on mutual funds has been within the field
of finance, with an emphasis on identifying success factors of asset
management (Chevalierand Ellison, 1999; Dahlquist et al. 2000) or the
ability of mutual funds to outperform the market in the long run
(Ippolito, 1989; Gruber, 1996; Carhart, 1997). Khorana and Servaes
(1999), however, studied the determinants of 1163 mutual fund openings in the US. under the period of 1979-1992. Their findings support
many of the economic theory propositions forwarded in chapter two.
Firstly, that firms were more likelyto open new mutual funds when the
investment objective size is large. This means simply that firms are
more likely to imitate a fund category that they have seen to do well
with earlier competitors. Secondly, firms with 'star funds' are more
likelyto open new funds - a behavior interpreted as leveraging a brand
name. Firms are also more likely to open a new fund in conjunction
with having recently already opened a fund - this was interpreted as
evidence of economies of scale and scope in opening. Lastly, when one
of the eight largest fund firms introduced a particular type of mutual
fund, other firms were more likely to follow - a 'follow the leader' behavior. Relatedly, Rao and Drazin (2002) investigated how mutual fund
firms in the US. market introduce new products in the face of resource
constraints (in terms of access to fund managers). They found that
larger firms were more likely to introduce a new product and that
smaller, resource poorer, firms were likely to recruit experienced fund
managers to over-come their resource constraints. Makadok (1998) on
the other hand studied the existence of first-mover advantages in the
money market mutual fund industry in the US. by investigating speed
and success of imitation of product introductions. His findings indicate that an early mover gains 'resource position barriers' (Wernerfelt,
1984) in the form of access to customers that performs the function of
warding off too many imitators. These two studies, however, reveal littie about how the product introduction behavior relates to institutional
incentives. Both of these studies start with the neo-classical assumption
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that firms, when seeing a competitor introduce a product showing
promise, will imitate quickly - if the can; whether or not the firm in
question is wiIling to imitate is not an issue.
Due to the paucity of relevant studies, this dissertation adopts an
inductive approach to develop an understanding of how managers deal
with these issues in the industry. This section uses interviews with
product managers and CEOs for most of the medium and large mutual fund firms currently active in the industry, in conjunction with
secondary sources's, to build an understanding of the specific issues
facing a mutual fund manager with respect to the product introduction
decision. A crucial issue faced by managers is that while product introductions arguably are important, there is always uncertainty as to the
future success of a new product category. A common managerial strategy of handling decisions under uncertainty is to imitate competitors
(Cyert and March, 1992).
3.4.3.1 Imitation to reduce uncertainty
Executives see product introductions as essential to attracting new
sales, but there are questions concerning how the new product will perform. One way of alleviating uncertainty is to follow the lead of others. Earlier studies suggest imitation as a common managerial response
to uncertainty (Haveman, 1993; Greve, 1998). Most of the new product introductions in the mutual fund industry are results of firms imitating each other, and most of the products that are entirely new to the
Swedish market are imitations of what already exists in the financial
markets of New York or London. A case in point is Kotmtra, the first
mutual fund that was modeled on a U.S. precedent. The prevalence of
imitation is well illustrated in the interviews with Swedish executives.
As one asset management officer expressed it:
"Imitation is aJiu! in this industry, enmrrmsly aliu: .. if S07lfD1e else gets a
gxdidea it is only to go aa and snatt:h it. You really etmnIJt ropy rigf;t ury
rruJJ here... in the traditional produa deulopnen: within this industry, the

aJmIuteJy most impartant tool has been the Xerox machine.

JJ

(Asset management officer in bank 3)

42 Annual reports, the industry news letter Fond gx:h Bank as well as business press
from Affarsdata (an article database covering all the Swedish business press).
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The historical pattern of product introductions in the Swedish
market for mutual funds (Figure 8) indicates that firms, in general, are
quick imitators. Most new product categories diffused rapidly through
the industry, as would be expected when imitation is cheap, simple and
legal. Not only are the new products technically uncomplicated, but
their 'blue-prints' are actually official documents registered with the Fl.
Within fiveyears, many new categories have been adopted by 40-50 per
cent of the firms. The early adoption rates of 100 per cent simply reflect that these products defined the early market - there was only one
firm with one product. Likewise a negatively sloping line (dropping
percentage), does not indicate that firms are abandoning the product
but rather that new firms have entered the market (raising the total
number of firms) and these new firms have not been as keen on
adopting the particular product category's.
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Figure 8- Adoption of new products"

Firms do not imitate each other blindly though. Perceived success of the firm as well as the product seems to matter in the decision
on what and when to imitate. Khorana and Servaes (1999) report that
product introductions by one of the large eight mutual fund firms in
the U.S. market are more likely to be imitated by other mutual fund
firms. The interpretation, in line with earlier studies, is that while imita43
44

There has been no large -scale abandonment of a fund category as yet.
Source: FI and authors calculations
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tion is a common strategy it is not random or blind but guided by social comparison among actors (c.f. Haveman, 1993; Greve, 1996). Cyen
and March (1992) suggest that simplified 'rules of thumb' are often
used as measures of perceived success. Interviews with Swedish executives show that a common rule of thumb in the industry is the asset
size of a mutual fund. If the size of the fund can be expected to reach
SEK 500 million (approximately USD 50 million) within a couple of
years it is seen as a worth-while effort to stan it. Khorana and Servaes
(1999) likewise show that the asset size in the product category is
highly correlated with the propensity of a firm to introduce such a
mutual fund. In other words, firms are more likelyto introduce mutual
funds with the same investment objective as other funds that have been
seen to succeed earlier (where assets are large).
The discussion thus far has focused on the product introduction
decision from a current managerial perspective. A fmding is that while
product introductions are in general seen as an important competitive
action, there are problems in knowing what product to introduce. A
common managerial tactic for dealing with this issue is to imitate earlier adopters that seem to be doing well. Rapid imitation has led to a
quick proliferation of products in general (see Figure 8). Product differentiation was, however, not always seen as a crucial competitive action in the Swedish market.
3.4.3.2 Historical changes in the product range
As touched on in the historical background above, the first products
were sold to a limited clientele, often as a substitute for regular banksaving. As consumer awareness was limited, a wide product range was
not of interest to the firms. As the product was sold mainly through
the investment advisory services of the banks, there was no direct need
for a well-defined 'product identity' at that time. In the second period
(1978 - 1989), when the tax-rebated savings programs (Skattespar and
AlltmansjOnder) became important drivers of the expansion of the market, firms did vary their product offerings slightly. On average, firms
sold between 2 - 4 different product categories during this period (see
Figure 2) - typically a Sweden fund, a money market fund and an 'Allernansfimd' (a tax-incentive product). The main selling argument was the
tax-saving effect of the product, not the superior value growth of the
product. It is essential to bear in mind that when these tax-break products were introduced (in the early 1980's) Sweden had very high indi-
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vidual tax rates which created a particular 'tax-evasion' mentality. As
one manager quipped about the attitudes in those the days:

"... peopieuere prepared topay 150 SEK to mxid 100 SEK in tax

JJ

During this period the main selling point for banks and the other
firms was the offer that investing in AlkmansjiJnder (tax-break product)
would lower their tax. Questions of relative product performance were
not essential points of differentiation in this period. One former bank
manager explained the lack of focus on performance:
"... ten~ a[ffJ there ~ no oneid» cared abxa uhether a fUnd uus [ffJal
or bad. A fUnd uusafum .. Hawdoes it i11rest? Nobody knew It imesed
in equity it said in the sales material - 'Dh, my gax1~ The fUnd 11'1tJ11f!:?Y w:rs
an old man in his 60s, 7J.ith fne ~ to [ffJ until retinmmt uixJ sat and

adrninister«J thefUnd am shuffled stocks back amfinth.
7.aJY"kRd

...

That is how it

JJ

(Former office manager at bank 2)
An illustrative story is how the present system of common reporting of fund Net Asset Vafuel 5 (NA V) to the media came about.
Until the early 1990's, there was scant reporting of NA V's in Swedish
media. As consumers began to express a greater interest in learning
about the performance of mutual funds, the business press gathered
NAV values directly from the mutual fund firms. As the number of
mutual fund firms grew, this system was considered too cumbersome
and expensive by the media, and one of the largest business dailies
even ceased providing NAV values for their readers in the mid 1990's.
Presumably after strong reader reactions, the daily decided to start presenting NAV values again, but now the Association of Mutual Fund
Firms (Rmdlx1aWJS.!(jr~ stepped in as a coordinating organization
between the firms and the media. All firms that were members of the
association (in practice all licensed firms) agreed to deliver daily NAV
values to the association, who compiled the figures and distributed
them to the media. Lounsbury and Leblebici (2002) similarly argue that
early in the development of the U.S. market for mutual funds there was
scarcely any attention paid to product performance. It was only after a
45 NAV

reflects the daily market value of one share of a mutual fund.
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very critical high-level investigation that actors in the industry started
to take performance seriously.
Apart from low consumer awareness of relative product performance during the two first historical periods, firms also did little to
differentiate their products. An example of the low priority of product
differentiation is the naming of the Allmzansfonder (the tax-saving products). The two largest firms SEB and Forening5sparbanken simply named
their Allemansfonder by bank name and number (i.e. SEB AllemansjOnd
1- 7; Sparb:tnkens Allem:msfand I - 11). This naming convention may not,
however, entirely stem from a limited interest in product differentiation. The law required an AlkmansjOnd had to include the word AilernttnSjini in the name and another legal 'quirk' added to the need to
multiply the number of allemansfonds. Ostensibly to limit the influence of the mutual fund firms, each A IlmzansjUnd had a maximum legal
size - which had the effect of the larger banks needing to 'split up'
their Allmzansfonder as they grew in popularity. The habit of simply
naming the funds Allemansfond I - V may thus have come from these
two legal requirements and the awkwardness of giving a product a
longer name than AllmzansjUndV.
Competitive product introduction behavior increased in the third
period (1989 - 2000) and consumers grew more experienced and demanding. Tax benefits of the Allmzansfonder were gradually phased out
to disappear entirely in 1997.Firms increasingly needed a way to differentiate their product offerings from those of the competitors and introduced a large number of new products evident in the sharp increase
(from 3 to 8) in the average product diversity of the firms (see Figure
2). At a societal level, the role of the mutual fund product in the
household savings portfolio also changed during this period. From
being sold primarily as an alternative to bank deposits (in the early
1990's), mutual funds were sold in the late 1990's as a cost-efficient alternative to direct equity investment. Using data from the Swedish Financial Supervisory Authority (Sparbarrmetem) on the composition of
the aggregate household savings portfolio in Sweden from 1995 - 2000
Figure 9, shows the increasing importance of direct savings in mutual
funds as an investment alternative.
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Note that the category 'insurance savings' includes mutual funds
based on insurance products such as the Individual Pension Savings
(IPS) and Unit-linked schemes. By 2000, according to this statistical
definition, direct savings in mutual funds had overtaken direct bank
deposits as the largest form of household saving in Sweden.
From the above discussion it is evident that the nature of competition in the Swedish market for mutual funds changed considerably
during the third period (1989 - 2000). The change has been in line with
a shift in society at large in attitudes towards investing in mutual funds,
and a response to the increased number of actors in the market. Competition increasingly took on the character of new product introductions, as reflected in the currently held managerial view of the 'value of
novelty'. An economic line of explanation would suggest that the sharp
increase in product diversity observed in Figure 2 would be largely
driven by an expanding market potential for the products. An institutional view, on the other hand, may argue for the power of the ides of
introducing new products (a value of 'novelty) as driving (partially) the
expansion. Investigating the face validity of these different lines of argument in a very coarse way, the product diversity pattern can be compared to the development of the Swedish stock market (as proxied by
theAFGX).
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As can be seen in the figure, average product diversity and
AFGX develop rather closely, and it is difficult to judge from this figure if one of the curves leads and the other lags (as they are graphed
against different y-axes). However, it is possible that firm managers
may have been inspired by the idea of product diversification rather
than the efficiencyof it. The specific development of increased product proliferation is, however, not self-evident in a market where firm
profit is closely related to economies of scale in marketing and asset
management and the 'product' is a service. A key development underlying the notion of product diversity as a viable competitive strategy
has been the construction of an indicator of 'product quality' - a point
where firms can differentiate their product offering from other firms.
3.4.4 The canstn«:tion of an indicator of produa quality
It is difficult to find good 'indicators' of the quality of services mainly
due to the fact that they cannot be sampled (Gershuny and Miles, 1983;
Normann, 1993). In the history of the Swedish market for mutual
funds there have been a number of more or less successful attempts at
differentiating products. When Nordb:mken 46 introduced their first
Mixed assets (or balanced) fund Optima they differentiated the product
from earlier mutual funds by offering a wider range of more exclusive
46

Now Nordea.
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share-holder services (such as frequent 'investor letters' and meetings)
than normal. The mixed assets funds offered today have, on the other
hand, none of the 'flair' of Optima, and the additional service level is
quite homogeneous across firms. Another dimension where firms may
differentiate their offerings is with respect to price. In the early periods,
mutual fund products were priced much higher than today, and in
many more ways. Some firms used entry, exit and management fees to
price their product; other firms used a management fee in combination
with an exit fee while a few firms early on used a plain management
fee. Today most firms have converged on the use of a flat management
fee, differentiated between equity, mixed assets and bond funds. However, even the system of a flat management fee has been contested. In
1994, the first Swedish Hedge fund (Zenith) introduced the performance-based fee system, where the mutual fund firm charges a low fixed
fee and then shares with the investor the return exceeding a specified
rate. This pricing model has been hotly debated in the media
(Svensson, 2001; DN, 2001) with representatives of some of largest
banks publicly claiming that it is too complicated to operate such a
pricing system and that it would, in the end, be disadvantageous to the
customer. Counter arguments have been presented that consumers
should not be made to pay for bad performance. By the end of 2001
only one additional firm has adopted a performance-based fee system.
These various attempts at product differentiation can be understood against the background of firms wanting to avoid competing on
price, and indications are that firms have succeeded. While the average
fee level has come down significantly from the early 1980's when annual management fees of 5 per cent were not unheard of, there is limited evidence of price competition during the 1990's. Using a sample of
the management fees leveraged for Swedish equity funds, (the most
popular fund category in Sweden) during 1989 - 2000 shows that average fees have risen from a level of about 1.2 per cent per annum to 1.4
per cent per annum over this period. Actors in the market explain the
relative price-stability by the claim that the existing fee levels in Sweden
are already as low (or even lower) as they could possibly be (FT,2001).
International comparisons with mutual fund firms in the U.S. 47 , how47 A comparison with u.s. firms may not be entirely fair though. Firms operating in
the much larger u.s. market have greater scope for economies of scale and therefore should
be able to maintain lower prices than firms operating in the smaller Swedish market.
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ever indicate that Swedish management fees are still relativelyhigh (01,
1998).

Another explanation for the relative price-stability is that the
firms in the industry have solved the issue of a product quality indicator and therefore can compete by product differentiation rather than
on price. After initial trials, the industry converged on using the historical performance of mutual funds as an indicator of product quality.
Historical performance of the mutual fund is expressed as the annual
growth in relation to a chosen benchmark index. Using historical performance as a guide to product quality, although taken for granted now;
is not an obvious solution and can be interpreted as a result of a process of construction of market norms in the industry (c.f. Rao, 1994).
Alternative predictors of product quality, with rivaling theoretical and
empirical support in literature, include trading intensity, money flow
history (Ippolito, 1989; Gruber, 1996) or even the educational background of the fund manager (Chevalier and Ellison, 1999). The use of
historical performance, however, provides an intuitively easy way of
comparing products for both the consumers as well as for many of the
industry actors. Mutual funds have developed as a savings product as
an alternative to regular bank deposits and the 'quality' of a bank deposit has traditionally been measured by the historical level of interest
offered. There is thus a conceptual 'link' for a consumer to measure
quality of the 'new 'savings product (mutual funds) in terms of historical rate of return, even though the link in reality is precarious. Also
banks found historical performance convenient to use. Looking at early
sales material there were actually statements made to the effect of
comparing the return on the mutual fund with the interest rate paid on
bank deposits during the year. It was natural for the early movers in the
industry (the retail banks) to adopt historical performance as it is conceptually close to the established product quality definition (interest
rate) in their core business of lending and deposits (c.f. Fligstein, 1996).
The adoption of historical performance as a signal of product
quality has not passed uncontested though. There are several issues
surrounding the convention of using a historical measure as a predictor
of future performance - most obviously the debated correlation between the two (c.f. Carhart, 1997). While some uses of historical performance for purposes of establishing product quality have been less
than serious, more caution is now generallyused when claiming quality
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from historical performance. After a critical investigation by the Consumer Protection Agency of Sweden (Kan.sumentwket) in 1998, the
mutual fund industry association (Farzdbia~ entered a formal
agreement regulating with Kmsumentu?rket the use of historical performance measures in marketing mutual fund products
(Konsumentverket, 2000). Shortly afterwards, the industry association
launched an 'ethical advertisement advisory board' (Westlander, 2000)
to ensure that firms comply with the agreed guidelines for advertisements.
The social construction of a 'product quality' indicator can be
seen as central to the efforts of actors in the organizational field to ensure that competition did not degenerate into a price-war. There were a
number of related developments in how firms, in the aggregate, chose
to compete during this period of time characterized by a proliferation
of new product categories. Two important developments were the emphasis on 'active management' and the concomitant professionalization
of the security analyst function. The next sections discuss these developments in some detail.
3.4.5 'Aetire~' asa norm
A key to the establishment of historical performance as an indicator of
product quality is the belief in the value of 'active management', as
distinct from 'passive management'. To appreciate the point of active
and passive management it is necessary to diverge into a (running) debate in financial economics of the relative merits and demerits of active versus passive management (c.f. Ippolito, 1989; Gruber, 1996). In
short, the main argument for passice rnanagenmt is that if financial markets are efficient, there is no way to systematically beat the market. The
best an investor can hope for is to capture the general development of
the market. An appropriate investment vehicle for achieving this is an
index fund, a mutual fund that replicates a selected index (for example
the AFGX or the S&P 500) by investing in exactly the same shares as
the index specifies and with the same weightings. Such a fund needs no
analysis of investment options, as it will only change the assets it holds
when the index is re-weighted and consequently this mode of investment is called passive management. Actiu? ~, on the other
hand, builds on the idea that a clever analyst/fund manager systematically can outsmart the market. The task of the fund manager of an active fund is to select assets for the fund to invest in that will increase in
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value at a faster rate than the general market. Such funds are focused
on their investment objectives - often in a regional dimension (e.g. a
Swedish equity fund, European fund) or in an industry dimension (e.g,
IT fund, a Maritime fund). The fund manager relies on analyses of regions and industries in the regions, or of firms within an industry to
pick future winners. The performance of the active manager is evaluated against a relevant benchmark index, which he is expected to beat.
Discussions of the merits and demerits of active and passive
management often run high. The legendary investor Warren Buffet
supposedly quipped that the only people who believe in the systematic
failure of the market are North Koreans and security analysts. Early reactions to the pioneering Van[7&lrd index funds in the U.S. mutual fund
industry even included an advertisement that index funds were 'unAmerican' as they 'bet on mediocrity' (Damato, 2001). On a more systematic basis, the camp of financial studies seems divided on the issue
of active or passive management. Gruber (1996) fmds support for the
value of active management in mutual funds and Barber et. al. (2001)
find that following the advice of security analysts generates above
normal results. On the other hand, a number of researchers find no
support for the existence of 'hot hands' of mutual fund managers
(Ippolito, 1989; Malkiel, 1995; Carhart, 1997). To top-off the confusion, Baks et. al. (2001) conclude that from an investor's point of view,
statistical results of the under or the over performance of mutual fund
managers is not sufficient to settle the question of whether or not to
invest in an actively managed mutual fund.
Notwithstanding the divided evidence of the supremacy or either
forms of management, active management is a norm espoused by
most firms and actors in the Swedish mutual fund market. The attitude
is clearly expressed in interviews with managers in the mutual fund
firms. On the question of whether his firm sold index funds, the CEO
of a mutual fund firm owned by a large bank opined:

"No, ue bece no index funds. And I do not krwwiftu: are gJing to introduce tben either to be honest....ue are building an asset ~ orgpnizatian to bea the index by 2-4 per cent after aas... soneubeeya: bau:
to bdieu: in uhat )flU are doing. If )flU bdieu: in aetiuJy ~ fUnds,
)UUhace to helm in that"
(CEO mutual fund firm owned by bank 2)
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Similarly, the CEO of another mutual fund firm owned by a
large bank concurred:
"I amone of those WxJ deep doun beliere in aeti'Uiy ~ funds... 7iX!
~in[thisJ and mus: in it. .. W1Jat it isabout,
cusumer u:tlue t:hrougjJ actiuly ~ funds

I think, uecreaebeuer
we bdieu: that 7iX! ui/l
ret11:h ouraim of, in the longrun, beating the index it is ourahsoluteambuio» and 7iX! imr:st resources inachieving u".
(CEO mutual fund firm owned by bank 4)

One of the executives interviewed suggested that the large banks
were initially driving in promoting active management as the standard
way of doing things, as they already had analysts employed and the
market allowed for them to charge well for such a service:

"The Stmiish .fUnd market is)QU11g. It only mdly took off in 1984. It became actiuJy ~funds because the la~ banks had asset manaws- It
beame natural to do so and w cha~fr it. You dJarwl 5 per cent in entrance, 2.5 in ~ fee and so on. There W::lS eun an exitfee. It W:tS
great"
(CEO Mutual fund firm 2)
The Swedish media report similar attitudes about the notion of
passive management. Affiirniirlden (one of the largest business weeklies
in Sweden), argues that large banks and the rating institutes systematically ignore index funds, as they are perceived as less profitable than
actively managed funds. When asked, the larger mutual fund firms explain why they do not let the customer choose between active and passive management with the standard answer:

"we do not sell indexfUrris because 7iX! belieu: that our active ~
Wll outperform the index"
(APV: 2000)
A closely related attitude is that the aim of asset management is
to maximize the return. Introducing restrictions on the investment
manager, such as limiting the types of firms he is allowed to invest in
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through the use of socially responsible investment criteria, for example,
is not seen as congruent with core values of asset management. As one
manager of a medium sized mutual fund firm expressed it:

"I think that asset~ should be done toearn rna1I!Y- Use a part of
the profit and donate. That ewymiy can do on tbdr oun; That is my
.

uew

»

(CEO Mutual fund firm 2)
Another CEO put it more directly:
ceMy experience in these matters is that the distance ~ the heart and
the 7JJ'J1let is rather long... it is easy to talk. But uJmpush ames to shar:e
)00 do 'W1J1tmaximum return on inrestment... »
(CEO fund management firm bank. 1)

One CEO of a mutual fund firm recounted the difficulties in arguing for the adoption of an ethical product in a large bank.:

and 1 know that it is toug}J to a~.far this kind of [ethical] product. .. I bau: myself partiapated and sat and said that the most tmportan:
aspect is long termpeifarmance... 'We cannot have these limitations; exclude
Ericsson - )00 must be aa of yxamind! Then ue can notpossiliy ampete
Wth index'. .. Tbere are sane~ ubo hare chosen not to deulop ethical predicts; partly brause they do not bdieie in the idea, and because it
is.... sanething that is not reIat«l to sound asset ~".
a•••

(CEO Mutual fund management firm 3)
Considering that the main revenue-generating model is leveraging an asset management fee it is really not surprising that the value of
active management is so deeply entrenched in the industry. If there
were no value to asset management, it would not be easy to motivate to
the customer why the firm should charge a fee for asset management.
A norm of active management is also logical from the perspective of
having historical performance of the fund as a product quality indicator. A question often raised in the press is why actors who are, individually, so certain of their superior asset management skills collectively shy away from performance-based fees. If a fund manager truly
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was a superior asset manager, settling for an average fee of 1.4 per cent
can at best be motivated as extreme risk-aversiveness or, perhaps, kindness of heart towards the investor.
Concomitant with the establishment of historical performance as
a central product quality indicator, and the subsequent focus on active
management, is the importance of the security analyst and the professionalization of a corps of security analysts.
3.4.6 The professionalization if analyst capabilities
A natural development, concurrent to the change of selling mutual
funds as no-brand tax-shields to performance branded investments to
rival direct equity investing, is an increase in the competitive importance of the asset management function in the mutual fund firms, As
firms are organized today, security analysts and fund managers'! employed by the mutual fund firm carry out most of the asset management. In parallel with a change in the product market there has been a
marked change in the professional status of security analysts in general,
and in the mutual fund industry in particular.
3.4.6.1 Growth of a new profession
The role of the professional security analyst in the Swedish mutual
fund industry has changed significantly over time, increasing their importance to firm competitiveness as the industry has moved from a
single product to a consumer product market. In the U.S., Lounsbury
(2002) finds that in the shift in institutional logic from a 'trustee' to a
'market' logic in the post-war U.S. the financial market provided a window of opportunity for security analysts to improve their intraprofessional status. They accomplished this by helping to institutionalize product diversification as a competitive strategy, which enhanced
their importance to firms (Lounsbury, 2001). In Sweden, security analysts have similarly become organized into what can be characterized as
at least a semi-profession over the past two decades. A central event in
the professionalization of security analysts was the establishment of
the Srmksh Association of Financial Analysts (S~ Finansanalyt:ike
FOrming . SFF) in 1970.

48 Although security analysts and fund managers are functionally serarate in most organizations, they are treated as one professional group for the purposes 0 this dissertation.
Their education is normally the same and most of the fund managers start their career as a
security analyst.
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Starting out as a small group of 23 like-minded individuals who
thought there was a lack of tools and standards for analyzing the performance of firms, the association has now (by the end of year 2000)
grown into an association of over 2,000 members. The association has
seven standing committees for resolving various questions related to
issues such as corporate valuation, valuation of immaterial assets, credit
analysis and the like. Starting already in 1975, with the publication of
recommendations for how earnings per share should be calculated, the
association has published a large number of recommendations and
method books on financial analysis and corporate evaluation. In the
early 1990's, SFF launched the first diploma program granting the degree of a 'Certified Financial Analysts' (CFA). Apart from annual general body meetings the association is very active in organizing professional courses, discussions on current topics in financial analysis as well
as regular interest group meetings. Most of the active security analysts,
particularly with the larger firms, are members of the SFF.
3.4.6.2 Security analysts in mutual fund firms
Far from all 2000 members of the SFE are employed in mutual fund
firms however. Most of the security analysts employed in the finance
sector either work within corporate finance or stock brokerage departments of banks or brokerage houses. During the period of extensive
deregulation of the financial markets (1989 to 2000), security analysts
grew very quickly as a professional group in the mutual fund industry
as well as a group within each firm (see Figure 11). In 1990, there were
about 100 security analysts employed in the mutual fund industry and
by 1999 there were over 350. In the same period the average number of
analysts employed by each mutual fund firm doubled (from 6 to 12).
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Figure 11 - Security analysts in mutual fund firms"

There were several reasons for this increase. In 1995/1996 a new
law concerning the management of trust funds (in Swedish stiftelser)
charged the asset management firm with greater responsibility for the
result of management. According to industry sources this prompted a
greater interest among firms to employ more analysts to ensure a
higher quality of fund management. As can be seen in the above figure
a number of analysts entered the industry in 1997, about the time
when the implications of the new law would have become clear to industry managers. The organization of security analysts also varied
across firms and over time. In the early 1990's, most of the larger firms
(with other asset management assignments than mutual funds) had a
separate asset management function that dealt exclusively with mutual
funds. By 1999, most large firms had shifted to a model where they
centralized their asset management around 'model portfolios', regardless of whether the management assignment was discretionary (for individuals and institutions) or for mutual funds. The idea of centralizing
the asset management function is to reap economies of scale, and the
argument is that it does not matter to a security analyst specializing in
e.g. Swedish natural resource equities, whether or not the analysis is
used for a discretionary or mutual fund assignment. Smaller firms, on

49

Source: SFF and authors calculations
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the other hand, have increasingly relied on external advisers to assist
their asset management function.
The average number of analysts employed by each firm increased approximately in line with the increase in the total number of
analysts in the mutual fund industry (Figure 11). This trend hides an
increasing differentiation across firms in the number of analysts employed however. Plotting the average number (the horizontal line) of
analysts employed and the standard deviation (the height of the vertical
line) of the average number of analysts employed per firm over the
1990's, Figure 12 shows an increased differentiation in the number of
analysts employed.
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Figure 12 - Average and standard deviation of number of security analysts em-

ployed by mutual fund firms

This pattern of increased differentiation across firms in the
number of analysts employed could be the effect of a number of different underlying trends. Dividing the firms into three analysts collective size groups (0 to 2, 3 to 10, 10+) and plotting the share of firms in
each of these categories over time shows a pattern of an increasing
number of large firms (Figure 13).
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There are thus indications that security analysts represent a
growing professional group in the mutual fund industry in Sweden. On
average, firms employ a larger number of analysts in 1999 than in 1990,
and there is greater variance in the average number of analysts across
firms. Firms with large analyst collectives (10+) have become relatively
more frequent over time (from 20 per cent to almost 30 per cent),
whereas firms employing fewer than three analysts have become relatively less frequent (from 35 per cent to 25 per cent).
3.4.6.3 From handicraft to a commodity - changes in security analyst
work
An intriguing aspect of the increase in the average number of analysts
employed by firms is that it has taken place over a time period of increasing professionalization of the industry, which often means an increasing division of labor (Abbott, 1988). Several of the executives interviewed about the organization of the asset management function,
spoke about the 'commodization' of firm and industry analyses driven
primarily by the large brokerage houses. Brokerage houses generate
revenue from trading on behalf of other firms, for example mutual
fund firms. To win trade from a large investor, a brokerage house will
often provide analyses free of charge, with the understanding that if
the investor decides to act on the analysis, the brokerage house will get
the trade (Hagglund, 2000). As a result most of the mutual fund firms
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are provided with a number of analyses, 'free of charge'. As one executive explained it:

the cmalysis is fire The la~ brokeral§! firms keep knocking at our
door. It is 'free' but yx; pay througjJ their cormission ubei )QU trade.... an
importtmt task Wxn )OUare afund 111t:t11aW is to eu:duate otherfund managers, cmalysts and their OY[p1imtWn... .the analysts 7iXffk a lot with euduating otherpwpIe~ material. "
cr•••

(Asset management executive, bank owned mutual fund firm 3)
The increasing availability of external analyses has meant that the
work of a security analyst as well as a fund manager has increasingly
shifted from doing the entire analysis from scratch, to largely evaluating
and compiling external sources of information. At the same time,
firms have invested successively more money in building up their internal analyst organizations. One explanation for this pattern could be
that firms successivelymarket a larger number of funds, and therefore
need more fund managers (but not necessarily analysts). The face validity of such an explanation can be judged by plotting the number of
analysts per firm divided by the number of products that the firm sells
at that point in time (Figure 14).
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Although the number of products marketed at any point in time
is an estimate>', there is a clear trend towards firms becoming more
'analyst weighty' even when controlling for the number of products
they market'<. An explanation in line with the general reasoning of this
chapter, would be that having many analysts is part of an institutionalized idea of how to compete in the Swedish market for mutual funds.
Firms, in general, therefore see having analysts employed as a way of
increasingtheir legitimacy in the organizational field.
3.4.6.4 Security analysts as a community
Security analysts do not only serve as a 'resource base' for producing
asset management, but also as a close-knit professional community
spanning firm boundaries. Several mechanisms contribute to their
shared professional identity, primarily their common formal education
sustained by socialization through intensive inter-firm job-rotations and
close interaction in the SEE (c.f. DiMaggio and Powell, 1983; Galaskiewicz, 1985). Job-rotation, for example, is frequent in the Swedish
market. In the period 1991 - 2000, in a sample of 560 financial analysts
75 (14 per cent) had worked for at least one competitor during these
Source: SFF, FI and authors calculations
See further discussion in section 4.4.2
52 Testing the significance of the difference in means (t-test, two-tailed) between the
periods 1991-1995 and 1996-2000 indicates a difference significant at the 0.Q11evel.
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ten years (author's calculations). This kind of closeness has been shown
to lead to a 'single-mindset' of professionals (Galaskiewicz, 1985;
Greenwood et al. 2002). One area where a shared mind-set is likely to
take shape is with respect to the relative merits and demerits of different product categories as appropriate investment vehicles. Security
analysts are thus in a position where they may be a 'referee' group of
product legitimacy within the industry (c.f. Zuckerman, 1999;
Greenwood et. al., 2002).
Over time, security analysts have forwarded their positions as a
profession in the financial sector in general, and within mutual fund
firms in particular. One reason for their increased importance is arguably the emphasis placed on 'active management' and fund performance
as the norm of how to differentiate products, highlighting the role of
security analysts. Their current role of importance in the mutual fund
firm has, however, not always been self-evident.
3.4.6.5 Historical development of the role of security analysts
The current centrality of mutual fund performance renders security
analysts a very important resource for the mutual fund firm, and the
mutual fund manager are commonly hailed as the 'stars' of the firm in
the media. Such has not always been the case however. From the start
of the market until the early 1990's, when consumer awareness of performance was not as high as currently, the importance of the asset
management function to the firm was relatively low Likewise, the
status of the fund manager. As one former local bank branch manager
expressed it:

"W1Jm I startedumking there [in the bank}... to be sent to asset ~e
meu uas the 'lWYSt that axdd happen. 'That poor 111i1J'l, he becane a fund
111t1J'1I:IfP. My God haw luring. ' Tbis uas 1989. It uas like, the 7WYSt. The
mxt jI4shy 'lm5 to trade en the exchange. To be a broker... Today it is the
rererse... . The mostflashy is to be afund manaw... bece tbree bdlun to inus: and suer a fund Earlier it uas the administratms that W?Ye plaod
there. It uas oldmen. .. W:xJ had a couple of )Wnlefi until retinment. "
(Former branch manager at bank 2)
The perceived importance of security analysts and, above all,
fund managers has successively increased in the industry during the
1990's. WIN Rating, the largest Swedish mutual fund rating institute, in-
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eludes fund manager and analyst organization personnel turnover in
their prediction model for whether or not a mutual fund can be expected to maintain historical performance or not. Likewise, Morningstar,
the international mutual fund rating firm publishes 'best analysts organizationof the year' on their web site.
Most revealing of the shift in relative importance of the role of
the fund manager in the industry, is how mutual fund managers have
been presented in the annual reports of mutual fund firms. Take the
example of SEB, one of the largest commercial banks and mutual fund
firms in Sweden. They were among the first to introduce information
about fund managers in their annual reports. In the following three
pages53 there are examples of how their presentation of analysts and
mutual fund managers changed over time. In 1992 (Figure 15), not
even the name of the fund manager responsible for the particular fund
appeared in the annual report. A mutual fund was the product of 'the
firm', in this case the SEB. In 1996 (Figure 16), SEB was one of the
first firms to present the fund manager with a photograph and a short
bio-data alongside the general fund description and data, detailing the
experience of the fund manager. By 1999 (Figure 17) there is extensive
information regarding the individual fund managers (education, workhistory, AFA certification etc.), the asset management organization and
even the asset management philosophy espoused by the organization.
This pattern, where the importance of the individual fund manager
and analysts increases in the late 1990's, is common to all of the mutual
fund firms in Sweden. Some of the firms were as early as SEB in providing detailed information, but most of the firms were even later.

53 Providedby the kind

permissionof SEB.
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Figure 15 - Mutual fund managers in annual reports in 1992

S-E-Bankens Utlandsfond
Fondens andelsvarde har med utdelningen inraknad
okat med 20,6% under 1992. Det fjarde kvartalet steg
andelsvardet med 35,3%. Morgan Stanleys Varldsindex avancerade under motsvarande perioder med
18,5% respeklive 32,2% i svenska kronor. Forsvagningen av den svenska kronan forklarar cirka halften
av vardestegringen under aret,
Utdelning lamnades den 15 december med 9.52 kr
per an del. Utdelningen Aterinvesterades i nya andelar efter avdrag for preliminarskatt,
Valutautveckllngen I centrum
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Figure 16 - Mutual fund managers in annual reports in 1996

Ansvarig portfiiljfiirvaltare:

Hans Danlelsson
Aider: 42 ar
Ansvarsomrade: Intemationella aktier
Anstalld sedan: 1993
Arbetat i branschen: 14 ar
Stationerad i: Stockholm

PIacerIngsinrIktning
Fonden placerar over hela varlden i aktier och aktierelaterade vardepapper i o\ika branscher samt i rantebarande vardepapper. I ett normallage skall 70 pracent placeras i aktier och 30 procent i rantebarande viirdepapper. Aktieplaceringama
skall i ett normallage vaga jamnt mellan Sverige och iivriga varlden, medan de rantebarande placeringama har en overvikt i Sverige. Fonden kan utnyttja optioner och terminskontrakt, samt inga sk swapavtal.
Utdelningen sker i form av nya andelar i juni, aret efter rakenskapsaret. Pa sarskild begaran lamnas utdelningen kontant.

Fondfakta
StartAr
1990
Startkurs (SEK)
10,00
Andelsvarde per 30 juni 1996 (SEK)
11,31
Fondfiirmiigenhet per 30 juni 1996 (MSEK)
5959,4
Utveckling i % sedan 1 januari 1996
8,6
Utdelningsbelopp per andel (SEK)
0,241085
Utdelningsdatum
14 juni 1996
Omsiittningshastighet
0,89
Kurtage, totalt (KSEK)
6 070,4
Tracking risk i %
2,1
[arnforelseindex Veckans Affarers Totalindex (35%),MSCI
World (35%), Salomon WGBI-I0(9%),Stockholms
Fondbors Obligationsindex, Alla Totalt (21%)
Index = 100
December 1990

Fonden ombildades den 19 ma] 1995 genom sammJln/liggning av SEBVlirlden, Aktiv Vlirlden ochS-E-Bankens Globala Stiftelsefond. Fonden fickdden ny leurs pd10,00 kronor.

Fondens samtliga placeringar finns pa sid 86.

t501-------::lIIf----------

Andelsvlrdets utveckIlng i "

Z!O..-----------------2OO1---------------._fSII'"'

Fondens utveckllngsedan 1992

...51

dec

1992
1993
1994
1995
1996"

.......

fGIdIIrII6.
533,2
1650,8
2381,5
5221,3
5959,4

AnIWsvIrde
lor

Jfrlnda

too.U!~~~~l----------

IIbWat

RlrIndr II' RlrIndr" kn'andII

12,58
16,72
15,28
10,64
11,31

+20,1
+34,8
- 4,9
+14,7
+8,6

+12,4
+41,1
-1,7
+12,9
+7,9

50 ....- .....- -....._ _...._ ...._ _....91
92
sa
95

0,24
0,23
0,62
0,11
0,24

FoncIt'lirm6genhetens firdelnlng

~ Utdelningen Ioterlagd
- Per den 30 juni antal utelopande andelar 526 836 074
Fondens urveckling fOre den 19 maj 1995 avser £onden Aktiv Varlden

St6rre farindringar i portfiIUen
FRnIIIIa
InItr-.t
Western Mining
Alcan Aluminium

News Corp
Scania
Allstate Corp
Svenska Staten
Skandia
Skanska
Compaq Computer
Aoyama Trading

-

AndlllflVfandl'lIIn............ "
9lI1251
0,1
0,2
0,2
0,0
0,0
16,4
1,2
2,4
0,4
0,4

-

RIrIndrInI

0,8
0,8
0,7
0,5
0,4

+0,7
+0,6
+0,5
+0,5
+0,4

9,3
0,0
1,9
0,0
0,0

-7,1
-1,2
- 0,5
-0,4
- 0,4

_ _ 5%

--24

88

OiAPTER TIIREE

Figure 17 - Mutual fund managers in annual reports in 1999

Padd: 1965
Ansvarsomrdd'e: Norge
AlUtlll/d: 19')8
ArbettJ1i broruchen: 7 Ar
Arbelat medjOrvaltning: 2 Ar
Stauoneradi: Oslo

CbrIslIne Brentanl
fi?d:tJ~~ 1962
Ansvarsmnh:lde:' Latinamerika
Amtiilld: 19'}6

Arbetat i branschen: ISl\r
Arbetas medflirvaltning: 5
Stasionerad i: London

ar

KentErtbsoD
FiJdd:

'960

Ansvarsomrdils:: Schweizl
Europeiska smlbolag
Anstiilld: 1994
Arbelat ihranschtn.: lS 4i
Arbelal medjorwJi/Jlillg: g lr
Stationerad i: StoelcJ1ij1tn
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Over time, in particular during the 1990's, the importance of security analysts as a profession in the financial services industry has
grown stronger. This trend is also reflected in the mutual fund firms,
which have become more 'analystweighty' over time. The status of the
security analyst and the fund manager has improved within the mutual
fund firm, as evidenced by interviews and an inspection of annual reports from the relevant time period. These developments taken together can be interpreted as partially an outcome of, and partially a
driver behind, the increased attention to product performance as defining product quality in the industry.
3.4.6.6 External influences on the shaping of the Swedish mutual fund
industry
Although the flavor of the analysis thus far has been distinctly constructivist, in the sense that active management and the role of security
analysts are seen as not inevitable outcomes of the development of the
market, it is not argued that the Swedish market developed from a totally 'clean slate'. While the focus of this dissertation has been on the
Swedish mutual fund market, and the main drivers of market construction investigated have been Swedish, other influences have certainly played a great role. Primarily the U.S. market, being large and
early in its development, has definitely served as a 'role model' for
many of the actors in the market. For example, the descriptions of
Lounsbury (2001; 2002a) of how the shift in the market logic and the
change in the perceived importance of security analysts matched
closely the developments observed in Sweden. It is naturally an issue
open for debate whether or not such similarities are a reflection of
markets converging toward some 'efficient' organizational solution, or
whether there were mimetic processes in action. Interviews indicate
that actions in the U.S. market have been mimicked in Sweden, particularly by several of the larger firms that have subsidiaries in New
York. However, even if the US. was an important role model, the actual market structure outcomes observed in Sweden are not direct imitations, but rather 'translations' of ideas (c.f. Orru et al. 1991;
Czarniawska and Joerges, 1996). The Swedish regulatory context, for
example, is different - allowing banks to compete freely in both asset
management and retail banking as well as instituting the AllemansjUnder
(the tax-break fund). These two idiosyncracities are, arguably, important
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factors explaining why Swedish banks today control about 85 per cent
of the market.
Actors external to the industry have, over the course of time,
provided cognitive legitimacy to the norms and have supported their
institutionalization. The next section turns to the role of the media and
rating agencies as providing legitimacy for the norm of actrve management in the mutual fund industry.

3.4.7 Extemallegjtimacy - ratingfinns andtbemedia
Historical performance measured one way or another is argued above
to play a central role in indicating product quality in the industry and
thereby enabling product proliferation instead of price competition.
The media and external fund rating agencies have shown an increasing
interest in the mutual fund industry and in particular the increasing focus on performance and have, as such, provided legitimacy for the
norms of competition that started to form in the late 1980's.They have
also improved transparency in the industry.
3.4.7.1 The role of the media
In the early part of the history of the industry, mutual funds were seldom mentioned in the media. The most central piece of information
that media disseminates today, the NA V value, were virtually nonexistent in the late 1980's. Today almost any daily newspaper, from the
tabloids to the 'serious' dailies will carry the NA V values for mutual
funds. It is also not uncommon that 'experts' proffer their advice on
the 'hottest' current funds even in the tabloids. Charting the increasing
attention to mutual funds by a simple count of articles found in the
Affiirsdata database from 1982 - 2000 (Figure 18) shows a great increase in medial interest. From 1991 the count of articles increased
rapidly from about 1000 articles a year to close to 6000 articles in 1999.
Sampling indicates that most of the articles are evaluative in nature, in
the sense that they discuss the relative advantages of one fund over another based on historical performance as reported by mutual fund
firms (see appendix II to this chapter). All the business magazines have
been evaluating and ranking the relative performance of different mutual funds, producing weeklylists of 'top 5 funds' and 'worst 5 funds'.
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Figure 18 - Media coverage of mutual funds and the AFGX

The sharp jump in the number of articles around 1992 corresponds rather closely with the upswing in the Swedish stock market.
There is a plausible connection between the increased media attention
and a general awareness that mutual funds were becoming an important part of many persons savings portfolio. Due to the wide appeal of
the tax-saving effect of the AllernansfUnd, a wide section of the community owned mutual funds, which suddenly started to prove valuable.
This change in interest among readers was probably sensed by the papers, and hence the increase in media attention to mutual funds. It is
curious, however, to note that the real upswing in media interest for
mutual funds preceded the stock market upswing by about two years.
In the same manner that the media paid increasing attention to
mutual funds, it also paid increasing attention to the role of security
analysts. Searching Affiirsdata for the combination of security analyst
and mutual fund firm generates an article counr" rather similar to the
count of articles about mutual funds (see Figure 19).

S4 The annual count is deflated by the number of articles on mutual funds per year to
control for the increased coverage of mutual funds apparent in Figure 18.
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Figure 19 - Media attention to security analysts in the mutual fund industry"

Media coverage of security analysts was perhaps even more
evaluative than of mutual funds in general. This tendency has been
strongest with respect to the analysts employed in the stock-brokerage
business. In 1995 one of the leading business magazines in Sweden
(Affiirniirlden) started publishing an annual ranking of individual Swedish security analysts, as well as the best analyst organization in the industry in different categories (a practice common in the U.S. for a long
time). Every year the same magazines also publish lists of the highest
paid security analysts in the industry and the most fabulous bonuses
paid out during the year, adding to the aura of analyst 'superstars'. Af
fiirniirlden also ran an annual article series (starting in 1995) detailing
changes in fund managers in the industry in the past year. One point of
the article series was to prod mutual fund into reporting changes in
fund managers in their annual reports (which was often not done at the
time). The argument was that since fund managers are important to the
performance of the mutual fund, a change in mutual fund manager
should be highlighted as a change in the fund.
The role of the media in generating consumer awareness about
the importance of performance of the mutual fund, as well as of the
role of 'active management' is probably hard to over-estimate. Virtually
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all managers with industry experience from the early 1990's pointed to
the role of the media in 'educating' the public, and in pushing for increased transparency in the industry. Lately, however, industry leaders
have criticized the media for an obsessive focus on fee levels and for
ignoring the values of active management actually provided (FT, 2001).
By and large the media has provided legitimacy for the ideas that it is
important to establish mutual fund quality and that it is well proxied by
historical performance and that security analysts are an important
source of how well a mutual fund firm performs.
3.4.7.2 External rating agencies
Another significant development, which adds to the legitimacy of historical performance as a guide to product quality, was the establishment
of mutual fund rating firms in Sweden. The first mutual fund rating
agency in Sweden is Wassum Inrestmmt Nenurle Rating (WIN Rating), established in 1999. Morningstar, one of the world's largest mutual fund rating firms, also started operating a Swedish subsidiary in 199956 • Both
Morningstar and WIN rate mutual funds on their prior (3 or 5 years)
performance. WIN also rates the perceived ability to maintain this performance by looking at asset management personnel turnover and
other organizational variables. In the U.S. market, rating firms have
shown to possess substantial power in the mutual fund market in directing the flow of investor money (pozen, 1998). Del Guerci and
Tkac (2001) show that a five-star rating by Morningstar resulted in a substantial (53 per cent) above normal expected money flow for a fundv.
While the importance of rating firms in the Swedish industry is
likelyto be less accentuated than in the U.S., as the average investor is
currently less performance conscious than in the U.S., the importance
and power of rating firms is naturally not lost on industry executives.
While the Swedish mutual fund industry initially showed limited interest in participating in rating activity, they soon noticed that customers
took notice of the rating figures and the activities of WIN Rating
quickly gained importance. The CEO of WIN Rating related an illustrative story of the perceived power of the rating firm. A managing director of one of the mutual fund firms owned by a larger bank called
on him a couple of hours after the fax with the weekly request for inlater Morningstar Sweden.
The accuracy of ratin~ finns is not the subject of this dissertation, but interested
readers may refer to e.g. Sharpe tl998).
56 Initially as Fondstar,
57
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formation had gone out. The manager was very upset and asked why
his firm was being neglected. What had they done wrong? After discussing for a while, it transpired that that WIN Rating had (by mistake)
not faxed the questionnaire to the bank this particular day and that was
enough to send the Managing Director running to find out what was
wrong.
The chapter has thus far argued that the formation of the market
for mutual funds centered around the establishment of a notion of
what product quality is, and consequently of the value of active management and product introductions in competition. The next section
discusses the effects on the product introduction of a firm that the
formation and institutionalization of these kinds of competitive norms
have.

3.5 Effects of norms on product introduction behavior
Managers currently hold the view that product introductions are an
important competitive strategy, and they often imitate each other's
product introductions. The key to the development of this view of
how to compete was the institutionalization of the use of the historical
performance of the mutual fund as a proxy of product quality. When
historical performance is a central quality feature, a strong case can be
made for the value of 'active management' - the pursuit of returns to
asset management higher than the average market return. Firms can
thus, with this logic, charge a management fee from the investor for
their 'active management' of the fund. This fee need not be directly
related to the costs of operating the fund but rather to its expected
performance. In that sense the dominant revenue generating logic and
the product quality logic are related. Supporting this development (and
also benefiting from it) are security analysts as a professional group. An
increased awareness of product performance increased their perceived
importance in the firms. Simultaneously, analysts established themselves as a profession with an active professional association and an accreditation course. The media and rating agencies provided external legitimacyto these ideas of how to compete, and specificallyto the value
of 'active management'.
This penultimate section in this chapter discusses the possible effects of these competitive norms on the product introduction behavior
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of firms, The theoretical framework for product introductions is an institutional diffusion perspective introduced in chapter two. Two main
questions are addressed - the effect of norms on which individual
products are adopted and how norms may bias certain individual firms
for or against adopting particular new products.
3.5.1 Gmpeunenorms and tbe '/it'o!neoproduas
A central idea in an institutional perspective on diffusion processes is
that an innovation that is congruent with extant norms and the values
of an adoption community spreads faster and further than an innovation at odds with such values (Strang and Meyer, 1994). What kind of
new products are likelyto be well received in the competitive environment of the Swedish market for mutual funds in the 1990's? At this
stage it would be ideal to present longitudinal attitude surveys and archival SEE working documents detailing commonly held opinions and
attitudes towards specific products at various points in time. However
this kind of data is not available, so the option is then to draw on secondary data, such as media reporting (for a historical perspective) as
well as interviews with currently (and formerly) active security analysts
and fund managers. One problematic issue with this approach is that if
security analysts and managers in general hold some institutionalized
values that bias them against seeing a particular product as professionally appropriate, they would not easily be able to reflect on this. One
way to address this difficulty is to juxtapose the views expressed by the
fund managers of firms that have not adopted a particular product,
and the views of the fund managers of firms that have adopted these
products. While the interviews covered the views on several product
categories, the focus of this section is on the three different product
categories selected for the quantitative analysis in chapter five - Mixed
asset funds, Index funds and SRI funds.

3.5.1.1 Mixed asset funds
Mixed asset mutual funds, or balanced funds as they are also known,
differ from most other mutual funds in that they invest in both equities
and bonds, according to a specified asset-weighting scheme (e.g. X per
cent equities and Y per cent bonds). The main idea is that the investor
is offered a more 'complete' product than a traditional equity or money
market mutual fund, which often develop in opposite directions. Earlier, the investor needed to weigh the asset composition (how much in
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equity mutual funds, how much in bond mutual funds), but this decision can now be handed over to a professional mutual fund manager.
From the point of view of the mutual fund firm it is also a good idea
since the service of the asset allocation decision (how much to invest in
stocks and bonds respectively) can be sold to the consumer.
The desire of consumers to hand over not only day-to-day investment decisions but also the asset allocation decision to a professional fund manager took some product developers by surprise. As one
product developer expressed it:

"we missed out on the coosumers' wishfar us to make the [asset] aI1ocation
decision far tben: we alw,rys had the opinion that the consumer is rather rational, andassud: allocates betcmn stodes andbends. we missed the strorg
denand far us to make that deasion far tben; .. But then ue saw haw
quit:kly wlumes grew in different jimdcateg»ies. So then ue quit:kly tmitated andstarted rnixjUrxls. »
(Asset management officer at bank 3)
An important event that rendered mixed funds popular was the
shift in the market in the mid-1990's (due to regulatory changes) towards becoming more of a market for pension savings. Mixed asset
funds are often perceived as particularly suitable for pension savings,
perhaps because they are more 'hands-off' for the investor. The mutual
fund manager is given greater responsibility in the inter-temporal asset
allocation decision, which otherwise rests with the customer.
From a technical point of view, the management of a Mixed asset
fund is not different from either equity or bond funds respectively, and
the only new product dimension is that an asset allocation decision is
added. Such decisions are routinely made by the chief economists of
all asset management firms based on their predictions of how the securities and money markets will develop. One organizational issue, however, is that a manager of a mixed asset mutual fund needs to draw on
advice from both equity as well as bond analysts, and these groups are
normally functionally separate in the organization.
To sum up, this product category is close to established professional norms and routines apart from ideas of consumer rationality.
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3.5.1.2 Index funds
Index funds are mutual funds that replicate the assets combination of a
specified index (such as the S &P 500). In practical terms it means that
the fund only changes its asset allocation (buys and sells some assets)
when the index is re-weighted (which often happens a couple of times
in a year). Theoretically, the idea behind an index fund is that in an efficient market no individual investor (or fund manager) can beat the
market (as approximated by an index) in the long run. Therefore it
makes no sense spending money and effort on trying to beat the market through active fund management, and a natural, cheaper way is to
simply replicate the movements of the market by holding a portfolio
that replicates the market index (Gruber, 1996). Index management is
thus called 'passive' management to distinguish it from the more common 'active' management where the financial analyst and the fund
manager try to add value by screening, evaluating and deciding on the
asset composition of the mutual fund. The normal services of a fund
manager and the security analysts, to screen and select equities to buy
and sell for the mutual fund are thus not required and the role of the
fund manager is limited to trading equities, to maintain a portfolio
identicalto a specified index. This also means that the usual way of differentiating mutual funds (historical performance) is not applicable to
index funds. Index funds are, in a sense, a commodity where volumes
in trading are key to profitability. These product characteristics are often not appreciated from the point of view of a professional security
analyst, and in particular not the idea of passive management.
Professional skepticism of passive investment, and index funds
in particular, is not specific to the Swedish financial market. 17ttnguam',
the pioneer of index funds in the U.S., faced similar initial skepticism
from the other firms in the industry. The story of the establishment of
Vanguani in the early 1970's is telling of the attitudes to passive investment held at the time. When John Bogle, a manager at Wdlington Managwmt Qmp:my was fired from his old job he wanted to start up his
own firm. Due to contractual issues, his former employers did not allow him to engage in the fund management or distribution business.
Circumventing this he started 17ttnguani which introduced the first Index fund in the U.S. market, arguing that he was not in the mutual fund
management business, since an index fund needed no fund manage-
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ment - an argument accepted by the former employees (Targett, 2001;
Siggelkow, 2002).
Index funds were introduced in Sweden by the fourth largest
firm (and also a commercial bank) in the mutual fund industry - Handelsbanken. The circumstances of this introduction were special, however. At that time the bank had a CEO (Mr. Jan Wallander) who had
done academic research on the virtues of passive management and
thus had extraordinary reasons and organizational power as well as professionallegitimacy to introduce index funds. As Mr. Wallander expressed it in his memoirs:
"My view on the possibilities of correcdy predictirg the fUture also has consequences in other areas, for example on haw one ueus stocks... If )QU do
not bdieu: that there are possibilities tofaresre the fUture better than others
and thereby sustainaliy attperfmn the index, it is a better to offer an in-

dexjimd, that isa fimd that has dicersiji.«l its ho/ding5 so that it will replicate the index. "
(Wallander, 1998, pg. 187)
As in the U.S. the first index fund introduced in Sweden was met
with skepticism both from the larger financial community as well as
from security analysts within the organization itself. Mr. Wallander recalls:

"Initially sales 'zrere rather slou: It uus natural that the stock specialists of
the bank mtre not amused; but it unsalso di.lficult to hare the brandJ offices
anma to the marketing effirrt. "
(Wallander, 1998pg 188-189)

To argue the value of index funds, Mr. Wallander and a colleague
conducted a study of historical returns to active and passive management, concluding that most mutual funds could not beat the index in
the long run". This move to challenge the larger financial community
was not uncontroversial either:

"we W'?re, naturally, not unanusted: First they targ!tlrlpossible sboncomings in our material and in our interpretation... .,E'Wl with the natural
58
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lack of enthusiam - to put it mildly - of the prcfessional 'establis!mmt'
on the stock market, holds the idea of indexjimds successi7:ely gain«l curreJU)'. "

(Wallander, 1998: pg. 189)
Similar notions of resistance, or skepticism, among managers,
fund managers and financial analysts regarding index funds were also
voiced in the interviews. This section is organized to present first
opinions about index funds voiced by firms that have not introduced
the fund, and then the opinions of firms that have adopted an index
fund are presented. None of the managers of firms that had not introduced index funds expressed reservations against the idea of an index
fund as such, but many saw practical problems in introducing index
funds. The main issues mentioned related to the lack of customer interest, the lack of scale as well as technical issues.
At one level, many of the managers interviewed claimed to believe in the virtues of active management as a principle (see discussion
and citations in section 3.4.5). Other issues at the operational level were
argued by product managers as well as product development officers.
One of the asset management officers in bank 3 argued that one reason why their firm had not introduced an index fund yet was the
problems associated with its management and that no real index funds
are on offer in Sweden today:

that there are no.fUnctioning index junds in Sueden today... they
do not replicate index. They can im[xJssibly replicate mdex.: They hem? a
14rg?f tracking error than many of ouraetiuJy~jimds... This is because they can not mana~ to repli£ate It is darmed difficult to replicate an
index.... An index mous all the time It requires a tumour of 10 per
cent of the partfOlio, only to replioue an index. Yoo can imagine uba: fees
this consumes, brokerage fees and the like. It is not easy king an index
rntlJ1afP'... It requires an enormus trading organi:Mtion... . You hem? to be
engpgxJ in C:rossing~ .. . ~ simply do not hem? the scope and not enoug}J exposure to the market. "
CCI c14Tm

Another reason for skepticism towards index funds is the potential substitution, or cannibalization, effect of index funds on broad actively managed funds. The average management fee for index funds is
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significantlylower (about half) than for similar actively managed funds.
The operating costs, on the other hand, of an index fund are (probably) more than half those of an actively managed fund59 • In effect, if a
firm offered both broad actively managed funds as well as index funds
customers might choose index funds, at half the management fee, and
the firm would loose short-term revenue. As the asset management officer cited above argued:

"One of the prodens with indexfimds in the systen of a bank, is tbat you
delner then througJJ the brandJ offices... in the brandJ ofJU:e netuurk there is
na enoog}J ampetence to argJ1e the difference benoen actice and passiu:
~ What happens then is the standard story. If )VU Ixm? trw
prcduas, uhat doyx« choose on - price. What happens then? The only thing
ue bau: created is a cheaperprodua, that 'U¥lS na aetuaI1y mean: to crmpete
but to ampleneu: It is rsx gxxifUr the custaner either... perhaps )VU then
leece the custoner higfJ am dry in the end because profits beame too
law. ...If )VU make maney)UU can also provide grxxi seruce... the banks are
closing doun their branch offices euryubere. If it w:tS notfUrfimds, that yo«
sell so many fUnds throufiJ the ofJU:e netuurk, there tuxdd nee be any offices
in the countryside anyrme So v.J;w; happens the day ewything turns into
index fimds and is sold ina different wzy? Bang, all the brand: offices disappear. As did the local grocery stores in Northern Suede: The efJoctwill
be the same: "
Firms that offer index funds, not surprisingly, hold a more positive view of the product and its promise. The first line of argumentation offered for why it is a good product centers on the rational idea of
efficient markets in line with Mr. Wallander. As expressed by a CEO:

" now I can tell )VU a secrei - the phantlm is mt born in this industry ewyl:xxly has a hil/J, and it isnice that ewyl:xxly has great faith in
tbensdce; but)VU can notbea the index. Our time. It is so stupid to claim
otherwise. It has to do with that, initially,)VU could prob:JJiy bea the index

a bit, benuse asset marlWS had sanekind of in.fmnation adutntage and it
uus easier bejare... In the early 1980s... But uhat happens is that the
59 The main difference in cost structure is the addition of the cost of a number of
analysts for an actively managed fund. Distributing the cost of one or two analyst salaries
across perhaps 100 000 share holders does not add much to the cost on the margin.
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transparency increases - fOr bater andfOr'ZWl!£; uhidJ 171lW1S that thefimd
rnttrltlfPS beame less arulless willing to take risks. They start to replicate
index in theirrnarzawnent. 1he bets bexmeJeerer andJeerer."
When managers of firms that had already adopted the index
fund were asked about why their competitors were so slow in imitating,
answers focused on what they saw as internal political as well as image
issues of many of the (larger) firms.

"... the sa:urity analysts bau: too mud: inf/uena!. They tin not uan; it. They
are also i:njfuRntial here, ha I know that at SEB they uuu/d see it as a
shame to bau: an index fUnd and it 'lWU1d be an insult to their asset managers.... 1 think that ue hare a different asset ~ tradition. I think
so. "
(CEO fund management firm bank 1)
Another CEO added the issue of how to manage a firm that offers both actively and passively managed funds.

<7 UXJU1d not like to run a mutual fUnd firm that ~ both actice and
index funds... [uben the index fUnd then perfimns better]... . Houiuxxdd I
be alie to keep my prices up fOr the manag:d.fimd? Haw could I motiuue
mycusianers to imest in it?"
(CEO, Mutual fund firm 2)
Thus index funds are considered with skepticism from several
perspectives, but two main lines of argument can be distinguished.
Firstly there is a profit concern (there are no customers, margins are
too low), and secondly there is a value concern (active versus passive
management, internal political problems of upsetting security analysts).
Although one product manager voiced serious concerns about the
technical feasibility of operating an index fund, most managers were of
the opinion that the technical issues were not insurmountable. With respect to external legitimacy (media reporting), index funds have received much positive media attention (see appendix II to this chapter).
3.5.1.3 Socially Responsible Investment (SRI) funds
In a similar way that Index funds first were introduced by a large firm,
the first SRI fund in the Swedish market was also introduced by an es-
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tablished (large bank) firm. In 1980, Robur FonJer6o introduced SVfJ1Ska
Kyrkans Vardepappersfood (The Swedish Church mutual fund). As with
the index fund, there were special circumstances that led to one of the
largest firms taking the step into SRI funds. This fund was, however,
not open for the public to invest in, it was an 'institutional' fund, set up
to manage the assets of the church. At the time, Sparbanken (later
~sparbanken) was managing the worldly assets of the Swedish
Church. The church was an important customer and their wish to see a
Christian investment option led to the opening of a mutual fund that
would avoid investing in weaponry, tobacco and other such industries.
At the time, socially responsible investment was an almost unknown
concept with virtually no media coverages' and a very low level of
awareness in the industry in general. In the end of the 1980's, when the
environmental debate took off in Sweden after a number of dead seals
washed ashore in the archipelago, mutual funds that invested in environmentally sound firms abroad started to be referred to in the Swedish business media. In 1988, another large bank introduced the first environmental fund in Sweden (SEB Varldsnat:utfOnden) - again at the request of a large asset management client (wwr). This fund was subsequently,in 1990, sold to a smaller firm (Carl:onInu:stmentManagfJ1W1t).
While not met with the same kind of fundamental skepticism as
index funds, environmental and ethical funds rank among the highly
medial products of which fund managers and CEOs voiced skepticism.
Socially responsible investment is controversial not mainly because of
its challenge to the idea of active management but rather because of
the perceived lack of rational economic logic underpinning its core
ideas. It is by some analysts seen as 'the domain of cranks... or loonies',
presumably for the belief that environmental soundness is a systematicallypositive sectoral factor, or even more for the belief that there may
be other values to investment than maximum financial return (Euromoney, 1999). While SRI funds are actively managed funds, the criterion and tools for evaluating and selecting assets differ from those of
standard funds. Common mutual fund objectives are either geographical (i.e. a North America fund, or an Asia fund) which invests in assets
within a specific geographical area; or sectoral (e.g. a Pharmaceutical
The mutual fund management firm of Foreningssparbanken,
The first mention of an ethical fund in the media (found by this author) was in
1988 (Ericsson, 1988).
60
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industry fund). Both of these dimensions have clear theoretical underpinnings that are commonly taught in business schools and thus shared
among many fmancial analysts. Regional as well as industry analyses are
standard tools of most MBA's (e.g. the Structure Conduct Performance
and the Industrial Organization schools). Also, more importantly from
a professional perspective, most of the external information used by
financial analysts in their analytical work is supplied in normal asset selection dimensions - e.g. regional economic forecasts, exchange rates,
industry growth forecasts. Environmental or ethical funds, on the other
hand, 'cut the pie' in a different way. These funds can include several
regions as well as industries, with the common denominator being that
the firms must meet some criteria of being ethical or environmentally
sound. As one executive expressed it:

"It is a mudi larw [innawtion] thanfirr example TimefUnds: Time' isa
new wty of slUing up industries. But)QU use the same analysis and channds: A charity fund is a newancept; ubere you sawand contribute, ubere
)QU COJ1J1irt tbe uotids of jinaJue and charity. An ethical fund pleads, )QU
trade, part of the proceedsfirr a udue: You add that)QU w:rnt to dxm~ societyandyou
sane rnrey to that end "
(CEO Mutual fund firm 1)

p*

Skepticism to the introduction of SRI funds was, as with index
funds, voiced from several different angles. Most common was a concern with the notion of an 'ethical' product - what is ethical and what
is not? The working definition of 'ethicalness' or 'environmental
soundness' varies across mutual fund firms and this is a main focal
point of both professional and medial criticism of the product concept
(Wine, 2001; Cerin and Dobers, 2000). This point was echoed in several of the interviews.

"What gJeS - uhatare )W allmml to mus: in? You may think uhat )QU
W1nt abxa child labor: Sane think it is gxx1 and others think it is bad.
Anduhatabxa this thingwith 'UX?afJOYl5. Damn it, the police rlIH1 ueapons.
It is... stran~ It ismg;te and a bitsuspea: "
(CEO fund management firm bank 1)
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Concern about the vagueness of the ethical concept also
prompted some image considerations - launching a product with a
questionable definition is not seen as professional.
eel hare 'W)' little faith in ethicalfUnds. Espeially in the 'zu:ty they are constructed today. That is the reason uhy'lee do not hare any. There isa question of ~ - there is a real risk of king exposed to sew-e cruiasn:
That is uhy'lee do not hare any today, bocause there are no ethU:al jUnds, I
claim, in Sueden today....there is no gxxl, clear coxep:... uhy are yx« alloued to inus: in the phttrrnaa!Utical industry, 7ihy are )00 not alloued to
inrest in, says the ethicaljimd, the akvhol industry? But if )QU CI11l1 I batea
dinner at heme, 'lee uoald not imite guests 'Without having a couple of bottles
of wine at lxme? It 7WU!d not'lWY"k, it 'lWU1d be wy strange.... Haw am
)00 ~ hare such a fUnd and other asset rnttnagment? The 'unebical' asset ~t I do notaccept it, it is a totally ridiaJous solu-

tion. "
(Asset management officer bank 3)
There are also issues of whether or not it is 'morally' correct for
a mutual fund firm to market SRI funds as investment vehicles, from
the perspective that the consumer may not understand that the investment (may be) less profitable than a 'normal' mutual fund. The above
asset management officer opined:

"Tbe question is uba: thecustaner understands. An ethical inrestment accurding to certain rules orgiving awzy a certain part of the profit. You could
ask yourydf uby yo« shadd gire awzy sane of the return uben the primary
objrtic£ is to sau: mazey. It isa pamdoxical situation. There isone adutnta[§!, CI11l1 it is that )QU antribute with tauaxed nuney. But this assumes
that)VU hare recened gxd returns. If )QU hare hadzero growth)VU hare to
wntributewith)VU oun; taxed mmey. "
Another CEO of a medium sized mutual fund management firm
expressed concerns about the possibility of combining 'sound' asset
management with social concerns:
ee••• my~ view is that it is wry dijJiaJt to ambine a sound asset
rnttnagmmt produa with a gxdcharitable objrtiu:. "
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(CEO Mutual fund firm 2)
Among the firms that had introduced SRI funds, the opinion was
different. They argued for the economic relevance of social responsibility as a selection criteria of good investments. One CEO directly related the prospects of a SRI fund of doing well to the specific investment rules of the fund:

"Whether it reduces the return ornot depends on how stria and uha: types
of ethical restriaions yn« place on the imestmeus.... It is comxn to use the
US. experience as euden» that ahical fUnds do notperftmn 'l.WYSe than
nonnal fUnds. Daninii social index is an index for ethical fUnds that has
perfimn«i asudl orbetter than normal indices fora long time »
(CEO Mutual fund management firm 1)
Another executive argued that a SRI 'filter' may be a systematic
guide to better managed firms and thus more profitable investments

us.

"IeS, but in a la"f1!! scale amparison of all the ethical fUnds in the
in
1998 with index and ewerage fUnds it shauxrl that they had perfimn«i ap-

proximately asudl as index, and saneeun a bit better than that. It can be
explained by the focus on snaller firms, )VU lose the really la"f1!! firms and
those [smaller firms} have done better during certain pericds: It can also be
explained by the fact that these are eXI:ejJtionally uJ1 ~
firms... .Crisis firms are not bother«l with these things [ethiad ansidera.

.7

tunsj...

»

(CEO Mutual fund management firm 3)
There were also opinions voiced that SRI necessitated a difference in values of the asset managers involved. The CEO cited above
shared an experience:

"Our marketing offi:er often rexxaus his expeneras of visiting Great Britain and tdking to one of the senior offi:ers [of a finn that hadintroduced
ethical fUnds}... about uhat the difJicult part is [in intrrxluang et:hil:al
fUnds}? And he[the senior officer} ansuered simply - it is the security analysts... They are the most diffiaJt to corroince. ~ hare had similar experiences. Not to the degrre that they have quit. ~ knew about the prdien at
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an early stage, that it7iXJuld be difJUult if ue could not trust in the seaoity
analysts. we hare therefare ux;rked on the internal aaeptano: that is
needed; ... But it has been a long internal aaeptara: process and I can ooly
imagine haw long - I haw tried it with the roUeagues in [a bank), it uadd
beinother places. "
Another CEO reflected on the differences in attitudes needed to
appreciate the value of SRI investments:

«Many [in the industry) are YJUI'lW than my children. They hold other udues, mostof the industry actor: haw 'l.Wrked a lot with money, and they are
COI1SCiats about the wlue of mmey and they are fresh out of school - analysts and asset mmatps. I harea differmt backgrruuJ and wlues. To them
it 'lWS a strange idea, uhy should one join these [ethics and ~j.
Maybe it is that simple. The tnerage age in the mutual fund firms is lou;
they 'ZW't? victims of their oun success, so mud: 'lm5 going their wty... It is
another'lWYld, a different Umf§Aage and totally differentpeople »
(CEO Mutual fund firm 1)
As with index funds, opinions about SRI funds differ, most
markedly between firms that have and those that have not adopted the
product. Among those who are skeptical several opinions were voiced.
Firstly there was a concern with profitability (no customer base), then
about conflicting values (how to combine 'ethical' and 'unethical' management and that asset management should be for 'maximum performance') as well as a concern with the concept of an ethical investment who is to judge? In contrast to index funds, however, there was little
voiced skepticism about the market potential of the product. As is evident in Figure 21 (page 109), SRI funds have attracted a fair share of
media attention, particularly in the early 1990's, when there was a lively
environmental debate in Sweden. A content analysis'< indicates that
most of the media attention is evaluative and positive of SRI funds.
Thus, while SRI funds seem to lack in normative (professional) legitimacy, they are, on the other hand, legitimized in public discourse on
mutual funds.
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3.5.1.4 Competitive norms and the 'fit' of new products
The question addressed in this section is how the institutional 'fit' of
new products in a market may influence product introduction behavior
of firms. By investigating managerial attitudes as well as attitudes reflected in the media towards three products that all diffused during the
1990's, a picture emerges of how new products may or may not 'fit'
into an institutionalized view of how to compete. Mixed asset funds
were, in general, considered to be in line with extant norms. Although
they represent a deepening of the service provided by the management
firm (taking over the allocation decision) the overall idea of the product is in line with norms of the value of active management as well as
asset management for 'maximum return'. Index funds, on the other
hand, were commonly met by skepticism within the industry mainly
because they represent passive management - contrary to the values of
active management espoused by most industry managers. SRI funds
were met with similar skepticism among the industry managers, but on
the grounds that the product idea (value of ethical or environmentally
sound investments) was considered vague and contrary to value maximizing asset management. While both Index and SRI funds lacked in
professional legitimacy they did, however, receive substantial (mainly
positive) media coverage, contributing to their legitimacy in the public
discourse.
Re-introducing the figure from the first chapter (Figure 20), depicting the difference in speed and the extent to which these three
product categories diffused in the Swedish market for mutual funds,
the difference can now be discussed with a deeper insight into the social meaning of these products in the industry. Both Mixed asset and Index funds were introduced into the industry relatively early (before
1980), but remained marginal products adopted by a single firm until
about 1989. While Mixed asset funds then spread rapidly to almost 50
per cent of the firms between 1989 and 1994, Index funds reached a
maximum penetration grade of 15 per cent of the firms in the same
periods'. SRI funds, first introduced during the 1980's, experienced a
less limited spread than Index funds, reaching about 20 per cent of the
firm population by 1999.
63 The subsequent drop in adoption percentage was not due to firms abandoning
these products but due to the large inflow of (mainly foreign) firms in the Swedish market
and these firms did usually not carry either of these product categories.
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Figure 20 - Product adoption patterns

The pattern, where Index and SRI products diffuse relatively
slowly, is not unique to the Swedish market, but has also been observed
in the U.S. market (Damato, 2001; Wine, 2001). An obvious, economic,
explanation for the difference in adoption patterns would be that Inch.
and SRI product categories are less profitable than other product categories, and are thus selected against in a rational product introduction
decision. While it is an explanation common among industry managers
who have not adopted any of these product categories, there are questions regarding this explanation. From a competitive strategy perspective Index funds should hold appeal for large firms as they, in essence,
are commodity products (one index fund is not different in performance from another). As such the profitability of introducing these
products is dependent on economies of scale, where a large actor holds
a sustainable advantage compared to a smaller firm. Under current
competitive norms, where historical performance is a key selling point,
a small, specialized, mutual fund firm can compete successfully with a
larger firm if it can differentiate in terms of product performanceet.
Such specialist competition is not possible however with respect to Index funds. For SRI funds, on the other hand, the possibilities of differ64 An illustrative example is that Didner & Gerge, a one-product, two person mutual
fund with a very good track -record received a larger share of the PPM funds (new pension
system introduced in 2000) than SEB, the third largest actor.

109

THEDEVELOPMENTOFA MARKET

entiation should be relatively greater than for normal funds, as the
techniques for the analysis of socially responsible firms are not as well
developed or spread as standard security analysis techniques. This
would create a differentiation opportunity for firms with a strong analyst organization.
From a public legitimacy perspective, Index and SRI have received equal media attention than other product categories (Figure
2165) . This suggests that adoption differences should not be driven by
differences in legitimacy with audiences external to the firms.
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Figure 21 - Articles by fund category

Media attention also seems to be differently causally related to
adoption behavior of the firms across the product categories. Lagging
the article data by one year (to allow for time taken by firms to respond
to media attention) provides an interesting pattern (see Figure 22). The
dotted lines with squares indicate the adoption per cent and the number of articles regarding Mixed asset funds, whereas the full lines, with
rings, show adoption per cent and number of articles about Index and
SRI funds. The adoption of Index and SRI funds seem to be driven by
media attention (first articles, then adoption). For Mixed asset funds, on
the other hand, the pattern seems to be the opposite where media at-

65 The number of articles per year are deflated using the total number of articles
about equity funds as a deflator (1980 = 100)
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tention seems driven by adoptions (first adoptions, then media attention).
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Figure 22 - Lagged articles and adoption patterns

One possible explanation for the difference in adoption rates observed in Figure 20 is thus the lack of 'fit' of the Index and SRI with
current norms of what constitutes appropriate competitive strategy.
The main competing explanation is that these fund products are simply
less profitable for firms to adopt, and are therefore selected against.
Chapter five will test, more rigorously, these two competing explanations and the details of such a test are presented in chapter four.
Apart from institutionalized norms of competition influencing
what kind of product is likely to be seen as more or less legitimate to
adopt, the theoretical framework of chapter two suggests that firms
may be differently likely to abide by such institutionalized norms. The
next section discusses how the norms of active management and the
importance of historical performance may influence what kinds of
firms that are more or less likelyto break with these norms.

3.5.2 Notallfinnsmayfit themdd
One significant effect of current competitive norms is the increased
importance of the security analyst to the mutual fund firm (see discussion in section 3.4.6.2). An effect of the increased importance of secu-
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rity analysts is, naturally, a greater demand for qualified analysts among
the mutual fund firms. Leblebici et, al. (1991) and Greenwood and
Hinings (1996) discuss the dynamics of institutionalized ways of competing. Their main point is that a practice becomes institutionalized
when a large number of actors use it and with institutionalization thus
follows, in many cases, an increase in resource competition for the resources needed to use the practice. Increased competition raises the
costs of resources and lowers the return to those who want to use
them, which provides an economic incentive for firms to break with
institutionalized ways of doing things (Oliver, 1991).

3.5.2.1 The price of following the norm
In the case of the Swedish market for mutual funds, the argument of
this chapter implies that active management is an institutionalized way
of competing and that a crucial resource base for such competition is
the security analysts. Reasoning around the dynamics of institutional
norms would suggest that since having many analysts is perceived as
'the way' to compete, the cost of analysts would increase. This increase
in resource cost would then provide an incentive for some firms to
break with the norm and opt for alternative arrangements. A cursory
investigation of the development of the average salary of a security
analyst in the industry provides some support for this kind of argument. Figure 23 shows the change in salary as compared to a base year
(1994) for security analysts and other white-collar workers in the finance and insurance sector in Sweden.
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Figure23 - Averagewhite-collar (financial services) and analyst salaries"

As evident, analyst salaries have increased at a significantly faster
rate than other white-collar salaries in the industry over the same time
period. A problem with the data is, however, that the salaries of security analysts represent an average of all security analyst salaries - both
of those employed in mutual fund firms and those employed in corporate finance and brokerage houses. While this aggregation probably
leads to an inflated estimate of the salary of security analysts employed
in mutual fund firms it arguably provides an indication of a real difference in the way salaries have developed. The sharp 'jump' in analyst
salaries in 1997 can be understood by looking at average analyst salaries
over a longer time, and in relation to the development of the Swedish
stock market (Figure 24).
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Figure 24 - Analyst average salaries and the development of the stock marker"

This figure shows the development of the average level of analyst salaries (deflated, 1980=100) and the development of the development of the Swedish stock market as proxied by AFGX (deflated,
1979=100). It is clear that the average salary of security analysts have
increased over the 1990's, and it is also clear that this development has
been extremely closely related to the general development of the stock
market. This close connection provides an explanation for the 'jump' in
salaries observed in 1997 - it followed the sharp increase in the stock
market. The high correlation observed between the two series indicates
that the salaries of analysts employed in brokerage houses are very influential in determining the average salary development. Analysts in
brokerage houses receive a substantial share of their total remuneration
in the form of a bonus, and this bonus is highly correlated to the development of the stock market.
Issues of data collection aside, it is clear that the salaries of security analysts have increased significantly during the 1990's, and that
analysts thus have become a more expensive resource for firms to employ. One way of reducing the dependence on security analysts is to
break with the norms of active management. Such a choice would re-
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quire either selling index funds, or outsourcing a major part of the
analysis function, choices that are further discussed in chapter six.

3.6 An institutional logic and product introductions in the
Swedish market for mutual funds
The above discussion shows that the product introduction decision,
and thus product market behavior, of firms must be understood in its
historical context. The importance of a context-specific understanding
is even more salient given the nature of the innovations investigated
here (a service which is more difficult to sell on technical merit) as well
as the wide-ranging changes in the competitive and legal environment
of the industry. While the product introduction decision can often be
seen as a result of economic considerations, several interrelated issues
of context-specific norms also need to be included. First is the consideration of a product quality indicator, where firms in the mutual fund
industry converged on using historical performance. The second issue
is how a firm reduces the risk of introducing a low-performing fund;
here firms seem to employ a tactic of imitating successful earlier introductions. This far the product market behavior is well in line with an
economic diffusion story. The empirical pattern of Figure 20 on page
108 (showing the adoption patterns), where some products seem more
likely to be adopted than others, could be explained within the economic model by a difference in how firms perceive the market potential of the different product categories. Institutional theory also suggests that 'fit' with institutionalized values of how to compete may be
important in the product introduction decision. Interviews with managers in the Swedish mutual fund industry showed that some products
were perceived as closer to core industry norms of how to compete
than other products. While most product categories received similar legitimization in the public discourse, such legitimization seemed to have
different effects on the adoption patterns of different funds. Thus
some product-innovations seem legitimized through the public discourse, but lacking in normative legitimacy as managers and security
analysts do not endorse them. Other products, on the other hand, enjoy both public and professional legitimacy.
Based on this understanding of the development of the Swedish
market for mutual funds and the way managers perceive product intro-
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ductions and the validity of different product categories, the next section formulates a set of context specific hypotheses from the general
theoretical propositions of chapter two.

3.7 Hypotheses
This section elaborates the propositions of chapter two into specific
hypotheses regarding firm-level product introduction behavior in the
Swedish market for mutual funds in the period 1989 - 2000. From the
above discussion it is argued that Mixed asset mutual funds are seen by
managers as a product category in line with existing competitive logic,
whereas Index and SRI funds are taken to be deviant from this logic.
Following chapter two the hypotheses are introduced with respect to
how a product is introduced into a community of firms and then how
it is subsequently expected to spread. Rather than pitting the predictions from economic theory against those drawn from sociologically
inspired studies this research treats the perspectives as complementary.
The main difference in the perspectives, as argued in chapter two, lies
in the view of whether or not a product innovation can embody any
kind of social meaning to potential adopters (c.f. Strang and Meyer,
1994). The 'base-case' - all the a) hypotheses - are based on an economic model of diffusion where the efficiency of an innovation is crucial to the adoption decision. The research design, however, relies on
the existence of a social, or institutional, dimension of the adoption
decision when a 'controversial' and a 'non-controversial' product category is investigated (c.f. Strang and Soule, 1998). Where theory predicts
an institutional dimension to the adoption decision, a b) hypothesis is
added, allowing for the case where products also carry social meaning
to the adopters.
3.7.1 The introdudion into the industry of a neurmaualfUnd produa calefpry
Both economic and sociologically inspired diffusion studies recognize
the importance of large, well connected firms in the introduction of
novelty into an industry (Mansfield, 1961; Damanpour, 1991). In terms
of the Swedish market for mutual funds the largest firms (in terms of
market share) are, without exception, the old retail banks. In particular
one of these banks - SEB - is well qualified for the role of an large,
cosmopolitan actor that introduces much novelty. SEB has traditionally
been the international bank, with offices in many of the financial cen-
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ters of the world. A commonly held opinion in the industry is that
SEB has usually been the first with the latest. This role has diminished
due to the entry in the Swedish market, since 1994, of most of the
largest international mutual fund firms. From proposition 2:

Hypothesis 1: The size of a mutual fund firm is positively
related to the speed of adoption of product innovations

As noted in the literature on strategic product introduction, the
largest firm is not always first when the innovation may threaten an
existing strong market position or be organizationally difficult to introduce (Reinganum, 1983; Henderson, 1993). While none of the products investigated in this research can be argued to be either economicallyrevolutionary to an incumbent or organizationally discontinuous, a
central argument is that some of the products represent a discontinuity
in terms of what is considered appropriate products in the industry. Sociological diffusion research has shown that socially discontinuous innovations tend to be introduced by firms that are marginal to the larger
social structure (Leblebici et. al., 1991; Kraatz and Zajac, 1996). The
second hypothesis, from proposition 8a and 8b, is thus:

Hypothesis 2a: Mixed asset funds are introduced by central
firms
and conversely

Hypothesis 2b: Index and SRI funds are introduced by marginal firms.
Economic studies are clear in their assumption that the expected
profitability of a product innovation is the prime driver of the likelihood of its adoption (Mansfied. 1961; Geroski, 2000). Similarly even
sociologically inspired studies often see initial adoption of an innovation in terms of an organizational quest for efficient solutions to a
problem (Tolbert and Zucker, 1983; Burns and Wholey, 1993). In the
Swedish market for mutual funds perceived product profitability is very
closely linked to expected sales, which is linked to the expected growth
of the mutual fund. Two main considerations affect the perceived
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profitability of a mutual fund - the way it is managed and the development of the market in general, and of the assets of the objective in
particular (Khorana and Servaes, 1999). Hypothesis three follows from
proposition 1 and relates the perception of the market potential of a
product to its adoption rate.

Hypothesis 3: The size of earlier mutual funds with the same
investment objective is positively related to adoption
speed.
In simple terms this hypothesis states that products that have
been successfully introduced by other firms are likely to be imitated.
Even though the initial introduction of the product innovation would
not have this kind of information to rely on, it is not unlikely that
managers look to the experiences of other markets (in other countries)
for a clue. Several of the CEOs interviewed quoted the successful introduction of both Index and SRI funds in the U.S. market as a reason
behind their adoption of the product. Research within the tradition of
strategic management has focused on impediments to imitation based
on limited resource availability (Wernerfelt, 1984; Dierickx and Cool,
1989) or on the complexity of the innovation (Zander and Kogut,
1995; Rivkin, 2000) [refer to propositions 4 and 5]. New mutual fund
products are arguably neither complex, nor do they rely on access to a
particularly scarce or limited resource. Index funds, for example, dispense with the technically demanding task of evaluating and selecting
the assets of the mutual fund. SRI funds, on the other hand, can be
seen as difficult to manage as they draw on a different set of competencies regarding the selection of socially responsible assets. There is,
however, a well functioning market both for analysts trained in environmental analysis. As shown by Rao and Drazin (2002), firms in the
US. mutual fund industry that lack specific resources for starting a
particular fund often hire competence away from competitors. There is
also a market for the services of firms specializing in SRI screening for
investment purposes. Once the screening is done, the task of the analyst and fund manager of selecting the 'best' asset composition is the
same as for a standard mutual fund. Furthermore, the 'architecture' of
all new products is subject to the approval of the Swedish Financial
Supervisory Authority (FI) and it is public information. There is thus
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little secrecy around the actual product innovations as such. With respect to the resources needed to commercialize an innovation, the
critical resource is the security analysts. There is, however, a well functioning market both for security analysts, as well as for specific analyses, so neither product complexity nor resource constraints should not
be a common obstacle to product introductions. Consequently propositions 4 (relating resource scarcity to imitation delay) and 5 (relating
innovation complexity to imitation delay) are not elaborated into hypotheses. Neither propositions 6 and 7 are, relating dominant firm position to the propensity to introduce market power or competence destroying innovations, are developed into hypotheses. The reason is that
the innovations under investigation are simply not market power or
competence destroying.

3.7.2 The spread of an innawtion throug/J an industry
While economic diffusion models often assume a homogenous flow of
information regarding earlier adoptions (Strang, 1991; Geroski, 2000),
sociological studies show that flows tend to reflect social structures and
that the influence of these flows relates to social comparison processes
(Strang and Tuma, 1993; Strang and Soule, 1998). Analogous to hypothesis 1, innovations that are in line with extant norms are most often introduced by socially central firms. As the actions of these firms
most often attract more attention their actions are more influential on
the adoption decision of others (Burt, 1982; Haveman, 1993) and they
diffuse fast. Innovations that deviate from norms, on the other hand,
tend to be introduced by marginal firms, whose actions many other
firms ignore, and hence such products diffuse more slowly (Leblebici
et. al, 1991; Kraatz and Zajac, 1996). Hence from propositions lOa and
lOb:

Hypothesis 4a: Mixed asset funds spread from central to marginal actors (faster diffusion)
and conversely,

Hypothesis 4b: Index, SRI funds spread from marginal to
central actors (slower diffusion)
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Adopters may value, or draw on, different sources of product legitimacy in their adoption decision. A firm that may see the adoption
of a deviant product as efficient may 'seek out' sources of legitimacy
for the product and use these (Oliver, 1991; Elsbach, 1994). Where
managers draw on different sources of legitimacy for different products, diffusion paths may differ (Davis and Greve, 1997). Diffusion
studies investigating the spread of well-legitimized products have
found that the cognitive legitimacy generated by adoptions by other
members in the market or in a cohesive network may suffice to trigger
adoptions (Strang and Soule, 1998). But, where products are lacking in
legitimacy, potential adopters may seek 'moral' legitimacy (c.f. Suchman, 1995) and thus the diffusion path will be through close personal
contacts - such as elite or professional networks (Davis and Greve,
1997). Hence from proposition 11 and 12:

Hypothesis 5a: Mixed asset funds diffuse through local market
contacts and through cohesive firm-level networks (drawing on cognitive legitimacy)

Hypothesis 5b: Index, SRI funds spread through personal/professional networks (drawing on moral legitimacy).

3.7.3 Propositions and hypotheses
Table 1 summarizes how the various propositions forwarded in chapter
two relate to the hypotheses formulated in this chapter. Proposition 5
(relating market growth to product introduction) is treated as a control
variable and propositions 4 - 7 (as discussed above) are not applicable
in the non-technical setting of the mutual fund industry.
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Table 1 - Propositions and hypotheses
Proposition
Proposuxn 1: Perceived innovation profitabilityrelates positively to product introduction speed

Proposition 2: Firm size is positivelyrelatedto the speed of adoption of innovations
Proposition 3: Growth of resource base relates positively to innovation adoptions

Proposuioi 4: Speed of adoption of an innovation is positively relatedto the accessibility of critical
resources for the innovation
Proposition 5: Speed of adoption is negatively relatedto the complexityof an innovation.
Proposusn M: Dominant incumbent firms are fast to adopt market power supporting innovations
~sition 6b. Dominant incumbent firms are slowto adopt market power destroying innovations
Proposuio: 7a: Dominant incumbent firms are fast to adopt competence enhancinginnovations
~sition 7b. Dominant incumbent firms are slowto adopt competence-destroying innovations
Proposuioi 8a: Firm centralityis positivelyrelatedto the introduction of legitimate innovations

.

~

..

8b. Firm centralityis negatively relatedto the introduction of illelcitimate innovations

Proposition 9: Perceived similarity with earlier adopters is positively related to speed of adoption of

Hypothesis
Hypothesis 3: The size of earliermutual funds with the
same investment objective is positively relatedto adoption
speed.
Hypothesis 1: The size of a mutual fund firm is positively
relatedto the speed of adoption of product innovations
Control variable
Not applicable
Not applicable
Not applicable
Not applicable
Hypothesis 2a: Mixed asset funds are introduced by central
firms
Hypothesis 2b: Index and SRI funds are introduced by
marzinal firrns,
Part of Hypothesis 5

an innovation

Proposuioi lOa: Legitimate innovations spread form larger firms to smallerfirms (fast diffusion)
Proposition lOb: illegitimate innovations spread smallerfirms to largerfirms (slowdiffusion)
Proposaio: 11:Market contact with earlieradopters is positively relatedto the adoption of legitimate innovations (drawing on cognitive legitimacy)

Proposition 12:Sharingof interpersonal network with earlieradopter is positivelyrelatedto the
adoption of illegitimate innovations (drawing on morallegitimaq,).
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Hypothesis 4a: Mixed asset funds spread from central to
marginal actors (fasterdiffusion)
Hypothesis 4b: Index, SRI funds spread from marginal to
central actors (slower diffusion)
Hypothesis 5a: Mixed asset funds diffuse through local
market contacts and through cohesivefirm-level networks
(drawing on cognitive legitimacy)
Hypothesis 5b: Index, SRI funds spread through personal/professional networks (drawing on moral legitimacy),
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The hypotheses offered above represent an effort to see competitive product introduction behavior of firms as influenced both by
institutional as well as economic incentives.How well such a theoretical
description of product introduction behavior explains the actual competitive behavior of firms in the mutual fund industry in Sweden is an
empirical issue, however. The next chapter introduces the statistical
methods, models and data that will be used in testing these hypotheses.

----------------------------
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3.8 Appendix I - Interviews
3.8.1 Place, time and methal
The interviews were primarily carried out in Stockholm between 1999
and 2001, although some preliminary interviews with Skandia AFS
took place in 1997 at Shelton, Connecticut in the U.S.A All interviews
were conducted using a checklist with a few common questions, but
were otherwise open-ended. All interviews, apart from the telephone
interviews, lasted about one hour and were taped and transcribed by
the author.
The firms selected for interviews controlled about 99 per cent of
the money invested in mutual funds in Sweden in 1999. Firms included: all the major actors (market share > 10 per cent); 30 per cent of
the intermediate range firms and about 20 per cent of the smallest
firms (market share < 1 per cent). Individuals were selected for interviews regarding the historical development of the mutual fund market
on the basis of a 'snow-balling' technique, where respondents were
asked to suggest other people who were knowledgeable about the development of the industry. Initial industry information was gained
from interviews with Karl-Olof Hammarkvist, a senior industry member (with working experience from several of the larger firms) and also
a member of the dissertation committee. The snow-balling method
was particularly useful as the early years of the industry were characterized by a limited number of actors, which meant that most early actors knew (of) each other. Asking respondents to identify other important actors also provided a cross-check for the relevance of the interviewees.

Titles and positions of the interviewees are given as per the interview date, but several of the individuals have since changed both
position as well as employment. In some cases, where an individual is
interviewed about a prior employment, two names of firms may be
given. Note that the order of individuals and firms is not correlated
with the pseudonym numbers used in the text. Bank number 1, does
thus not necessarilyrefer to SEB.
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3.8.2 Mutual fimd firms
3.8.2.1 Banks (with mutual fund firms)

SEB
daes Johan Thureson (Managing Director SEB Fonder)
Erik Sjoberg (Pjarde AP Fonden, about SEB Fonder history)

Svenska Handelsbanken
Peter Engdahl (Managing Director Hande1sbanken Fonder)
Torsten Johanson (Managing Director Handelsbanken Fonder)

Nordea (Formerly Nordbanken and Merita- N ordbanken)
Alf Sigwid (Risk controller), Nordbanken Fonder
Rolf Lundgren (Asset Management)
Tor Falk (Asset Management)

ForeningsSparbanken /Robur(Formerly Sparbanken)
Goran Espelund (Managing Director Robur Fonder)
Anders Lannebo (Managing Director, Lannebo Fonder, formerly Managing Director Robur Fonder, interviewed about Robur history)
Johan AIm (H.ead Asset Management, Robur Fonder)
Tor Marthin (H.ead Asset Management, AMF) on the historical development of Robur

Ostgota Enskilda Bank (interview about historical development)
Hans Peterson, currently Nordea Asset management (Telephone interview)

Gota Bank (interview about historical development)
Anders Oscarsson, currently, Nordea Asset management (Telephone
interview)
3.8.2.2 Brokerage houses

Banco Fonder
Kajsa Lindstahl (Managing Director, Banco Fonder)
Johan Lindstrom (H.ead Asset Management) about historical development of Banco Fonder (Telephone interview)

ErikPenser Fonder
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Ulf Houlst (Managing Director)
3.8.2.3 Independent mutual fund firms

KPA
Carina Lundberg (Managing Director)
AMF
Tor Marthin {Head Asset Management)
Carlson Investment Management

Bjorn Carlson (Managing Director and founder)
4:eAPF

Erik Sjoberg {Head Asset Management)
AnnikaAndersson
Trevise Fondforvaltning

Marie Lidgaard (Aros-Meizel Asset Management, formerly Trevise
Fonder)
3.8.2.4Insurance firms
SkandiaAFS

Leif Passmark {Head of Business Development)
AkeFreij, (COO Process DevelopmentCenter)
American Skandia AFS, Shelton Connecticut, USA.

Rob Arena (product Manager)
3.8.3 Industry Assxiatiots
Fondbolagensforening (The mutual fund firm association)
Marie Lidgaard (Aros-Meizel Asset Management, the first MD of The
mutual fund firm association and one of the founders)
Sveriges Finansanalytikers Forening (The Swedish Association of
Financial Analysts)
AnnikaAndersson
Bjorn Carlson (Managing Director CarlsonFonder, one of the founders of SFF)
3.8.4 Ratingfimzs and other irdustry obserien
Morningstar (International Mutual Fund rating firm)
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Jonas Lindmark (Head of Analysis)
Wm Rating (Mutual Fund rating firm)
Niklas Lundberg (Managing Director and founder)
Alfred Berg AB (Brokerage House)
Patrick Tillman - Head Analyst Banking Industry
Patrick Lindkvist - Financial Sector Analyst
McKinsey & Co.
Erik Gjotterberg Finance industry consultant
Caring Company (Environmental and ethical screening firm, selling
screening services for SRI fund management).
Mats Furugard (ManagingDirector)

3.9 Appendix II - Content analysis of Index and SRI media attention
The aim of the content analysis was to simply investigate the tore of
reporting - whether or not it was evaluative and positive or negative. It
thus constitutes a rather simple variety of content analysis (Weber,
1990), but sufficient for the purpose of this dissertation. Data was
collected from the online database Affiirsdata which contains full-text
articles from almost all the Swedish daily, weekly and monthly papers
and magazines that report on economic events. In 2000 the database
contained some 2 million articles. The sample chosen was 33 per cent
of all the articles found in Affiirsdata in the years 1990, 1995 and 1999.
All relevant articles were downloaded for each year and then one third
of these were selected. There were in all 78 articles on Index funds and
39 on SRI funds included in the sample.
Table 2 - Content analysis Index and SRI media attention

1990
Fund

1995

-*

Eval

%
+'f

26
0

70
59

69
85

%

Eval

+*

73
65
50
100
* of evaluative

Index
SRI

1999
%

-*

Eval

+*

-*

31
15

60
74

79
74

21
26
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Research Design,
Statistical Model and Data

THE HYPOTHESES OF CHAPTER THREE outline two different ways
of thinking about how firms introduce new products in competition
with other firms, The first way is the economic argument, where perceived profitability of adoption drives the adoption behavior of firms.
A second way includes institutionalized norms of how to compete as
restricting the options for some firms to adopt products seen as controversial, and shared cultural identities as channeling the influence of
earlier adoptions. To test these hypotheses a number of more or less
difficult research design questions need to be resolved, questions which
are addressed in the next section.

4.1 Research strategy and design
The first choice made with respect to research design is the focus on a
quantitative, rather than a qualitative, study of firm adoption behavior.
A motive for this choice is the prevalence of theories of competitive
product introduction behavior and institutional influences on innovation adoption. A theory building case -study approach would therefore
be an overly inductive approach so, given the aim of testing theoretically derived hypotheses a quantitative method was chosen. A quantitative approach has some unavoidable limitations however, in particular
with reference to the internal validity of the research. Two steps are
taken to ameliorate these problems as far as possible. Firstly, the quantitative study is preceded by a 'thick' qualitative historical study in
chapter three to base the concepts and variables used in a specific historical and social context. Secondly the quantitative study is followed
by two case studies of firms that have introduced controversial prod126
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ucts to provide a deeper understanding and contextualization of the
findings from the quantitative analysis. This research design provides a
'triangulation' of the findings of how economic incentives and institutional norms influence product adoption behavior by using three different methods.
4.1.1 A natural experiment

When designing a study it is useful to imagine a natural experiment as a
'perfect' alternative design. This 'natural experiment' can be compared
and contrasted with an actual research design to focus on differences
and deviancies from the 'perfect', and subsequently to highlight what
steps need to be taken to control for such differences (Stouffer, 1991).
A natural experiment testing the current hypotheses would be as follows. Imagine an industry where the characteristics of firms are randomly assigned. Some firms care deeply about institutionalized norms
while other firms do not care about these. Introduce into the industry
two new product classes with equal market potential, but where one
product is controversial with respect to existing norms, while the other
is non-controversial. The central hypothesis of chapter three predicts
that institutionally embedded firms are slower to adopt controversial
products than firms less institutionally embedded, but equally fast in
adopting other product categories. By observing over time what firms
adopt these different new products conclusions can be drawn about
this hypothesis.
Unfortunately there is no such 'natural experiment' available to
test the hypotheses of this dissertation. Instead the research design
follows a pseudo-experimental design aimed at controlling, as far as
possible, for the main confounding factors (Zetterberg, 1991). There
are two main potentially confounding factors in this design (c.f. Campbell and Stanley, 1963). Firstly, if the institutional embeddedness of a
firm is correlated with the capability of the firm to profit from the introduction of either of the products, the economic argument will be
difficult to separate from the institutional argument. Observing firm A
(institutionally embedded) being slow to adopt product B (a controversial product) could be explained in two ways - either by the institutional
hypothesis of resistance to breaking with norms, or by the lower profit
potential from adopting perceived by firm A. Secondly, there is also a
problem if product controversiality is correlated with the market potential of the product. Observing firm A adopting product B late could
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then be explained either by the institutional hypothesis, or by the economic hypothesis that firms adopt more profitable products faster.
4.1.2 A not-so-natural experimnt
Both these confounding factors are potentially present in this study design. Firms do not acquire their characteristics randomly, and caring
about breaking with norms may be related to the economic performance of a firm. A suitable research design thus needs to control for this
potentially confounding influence. With respect to empirical research in
an institutional tradition a central challenge lies with identifying 'institutions'. Defined as 'rules and norms taken-for-granted' (Scott, 1995)
institutions are often 'invisible' to the actors themselves and hence difficult for a researcher to 'find' (DiMaggio and Powell, 1983; Mizruchi
and Fein, 1999). This dissertation follows a strategy commonly used by
institutional researchers where substantive effects of institutions are
theorized, as are the 'markers' (identifying characteristics) of firms
likely to abide by them. The existence of institutions is then imputed
from observed behavior (Strang and Meyer, 1994; Chaves, 1996; Dacin,
1997). Suitable 'markers' of the institutional embeddedness of firms
need to be identified primarily by theoretical reasoning (Strang and
Meyer, 1994). In the case of this particular research it means taking
extra care in defining 'institutional markers' whose interpretation is not
easily confused with a purely economic interpretation. A central issue
will be the definition of a marker of a 'central' firm (proposition 8a
and 8b) - a firm that is embedded in an institutional setting and does
not want to break with the norms this context represents. Ideally, a
marker of such a firm would have a neutral economic theory interpretation, to eliminate the risk of confounding the results. When a firm
displays a 'marker' and it is negatively inclined to adopt an illegitimate
product (hypothesis 2b) the existence of that marker should not also
predict that the ftrm would find the particular product unprofitable to
adopt.
In this study firms are theorized to be more or less concerned
with abiding by institutionalized norms mainly due to firm idiosyncratic
reasons. Age, for example, is important since older and larger firms are
more likely to be institutionally embedded in a context (Scott, 1995).
With respect to the likelihood of breaking with norms, Leblebici et. al.
(1991) and Kraatz and Zajac (1996) suggest that organizations facing
economic hardship are less likely to be constrained by convention.
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Firm size as well as the recent performance of a firm is, from an economic theory point of view, positively related to the possibility of
profiting from any product introduction (c.f. hypothesis 1). There is
therefore a possible confounding interaction between the classification
of a firm as institutionally embedded and its over-all propensity to introduce a product (i.e. with the firm-size effect). Such a confounding
influence would mainly be problematic in a study of whether or not institutionally embedded firms are more or less likely to introduce products in general (a more common diffusion study design). The present
study, however, follows multiple products of varying controversiality
and there is no reason to believe that firm size or performance is correlated with the introduction of a controversial or non-controversial
product per se. Nevertheless, the firm's age, size and recent performance are included in the analysis model as control covariates.
With respect to categorizing the products as controversial or not,
there is a potentially confounding effect of the difference in perceived
market potential of the products. As significantly fewer firms have, for
whatever reason, adopted the 'controversial' products, consumer
awareness of these products may be lower than for the less 'controversial' products. Interviews suggest that managers believe that there are
positive marketing externalities in the industry. As more firms advertise
a certain product category, consumers dealing with rival actors are
more likely to know about and demand that particular product category. A product seen as controversial in an institutional context, and
therefore having few adopters, may also be perceived as less profitable
due to fewer marketing externalities. Controversial products may thus
also be perceived as less profitable products, confounding observations
of how early or late such products are adopted by more or less institutionally embedded firms, One way of controlling for such confounding
influences is to include other, more exact, proxies of product profitability in the analysis (c.f. hypothesis 3). Another way is to include a
proxy for how well known the product in question is for example how
much it has been publicized in the media.
4.1.3 The natural and the pseudo expeimeus
To recapitulate, the study design chosen is a quantitative study of the
adoption behavior of differently institutionally embedded firms, with
respect to products that are differently legitimate in the industry. The
design is not perfect as the denomination of firms as more or less in-
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stitutionally embedded and products as more or less controversial may
both covary with economic variables. To deal with potentially confounding variables theoretically grounded control variables, such as age,
size and recent firm performance, are used. This design can, however,
never control for unobserved heterogeneity and therefore the results
obtained by using this design benefit from triangulation with a qualitative method of case-studies of adopting firms.
The next step is to choose a method and model for statistical
analysis suitable for the above research design.

4.2 Method
Studying the effects of economic and institutional influences on product adoption behavior of firms necessitates a longitudinal data collection design. The design employed in this research is to construct eventhistories of the different product categories, rather than a crosssectional or a panel data design. In essence an event-history can be described as a longitudinal record of when events (in this case product
adoptions) happened to firms (Allison, 1984). Analysis of longitudinal
data places some demands on the statistical methods employed, primarily due to the issues of censoring of observations and the inclusion
of time-varying variables. If all firms are not observed from birth to
death, but only observed during a time period (an observation window)
some events may not be observed. If the events occur before the observation window opens, the observations are said to be 'left-censored'.
Events occurring after the observation window is closed are called
'right-censored' (Blossfeld and Rohwer, 1995). Some firms may not
have adopted one or both of the product categories by the end of the
study.
Dealing with right censoring is difficult using standard statistical
methods as excluding these observations means a loss of information
about the firm (that a firm has not adopted a product until a specific
date). Time varying covariates are also cumbersome to include in standard regression techniques as they would need to be handled by the use
of dummy variables or similar solutions which becomes difficult when
the observation period is long (Blossfeld and Rohwer, 1995). Fortunately, there are a set of specific methods and techniques developed for
the analysis of event-history data, which can handle both right censor-
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ing of data as well as the inclusion of time-variant covariates (Blossfeld
and Rohwer, 1995). Left censoring is still a problematic issue with these
methods and needs to be dealt with from case to case (Tuma and Hannan, 1984).
4.2.1 Tbemodd
The main issue to be tested is what determines how quickly firms introduce new product categories depending on firm characteristics, institutionalized norms as well as competitive pressures. A common
strategy used in such studies is to model the time a firm waits before
adopting a certain product as a function of some independent variables. Early diffusion models used various specifications of regression
analysis using Ordinary Least Squares techniques, where the independent variables were firm or industry level variables. A problem with such
models, as discussed above, is how to handle the problem of right censored observations - cases where a firm does not adopt the innovation
during the observation period (Rose andJoskow, 1990; Strang, 1991).
An alternative way is to model the hazard of adoption - i.e. the
marginal likelihood of a firm adopting a product given that it has not
adopted it until now (Strang, 1990). Modeling the hazard rate of adoption using event-history techniques deals with the problem of right
censoring of data. There are several ways of modeling hazard rates of
product adoption using event-history techniques, and the most common method that allows for time-varying covariates is the Cox (semiparametric) method (fuma and Hannan, 1984). This method is useful
because few assumptions need to be made about the underlying hazard
rate function estimated. However the method requires dividing the
time of observation into segments, with a potential loss of information
when the observation schedule is fine-grained as in this study. To allow
for events to happen at any time (and thus make full use of a detailed
observation schedule) it is possible instead to model the instantaneous
transition rate, under the assumption of some underlying distribution
(fuma and Hannan, 1984; Blossfeld and Rohwer, 1995).
As there are a limited number of firms that have introduced particularly the controversial products it was decided to use a repeatedevents method of analysis (Allison, 1984). In event-history analysis a
firm is often excluded from the risk set when it has had an event (i.e.
product adoption), which means that every firm can only experience
one controversial and one non-controversial product adoption. A
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number of firms in the sample, however, experienced several adoptions
of both the controversial and the non-controversial product categories.
This can be used to increase the number of usable observations provided that possible interdependencies between successive events by the
same firm are controlled for (Greve, 1998). The critical interdependencies to control for are the number of prior adoptions and the length a
firm has waited between the successive events - the length of the last
spell (Allison, 1984).
While there are a number of possible models to use to estimate
the instantaneous transition rate of a firm to adopt a new product, the
model used here is the heterogeneous diffusion model proposed by sociologists David Strang and Nancy Tuma (1993). In essence it is a transition rate diffusion model that uses event-history data under the assumption of a time-invariant hazard rate. The coefficients of the diffusion model are estimated using the maximum-likelihood method (Yuma
and Hannan, 1984). Perhaps the best way of understanding why this
model is suitable to this particular research is to compare it to the
'work-horse' of economic diffusion modeling - the 'mixed-influence'
diffusion model (Mahajanan et al. 1990; Geroski, 2000).

+

External
Internal --+ Diffusion
influence (a)
(contagion)
rate
(firm
influence (Bt)
characteristics, (earlier adopters
external
at time t)
information)

Figure 25 - The mixed-influence diffusion model

While popular in economic diffusion literature, this kind of
model has one important limitation with respect to testing the hypotheses of chapter three. By using one collective term for the contagion effect ('internal influence') it is difficult to incorporate the notion
of heterogeneity in the adoption community (Strang, 1991; Strang and
Tuma, 1993). As a result, all actors are often assumed to be equally
likely to be influenced by any other actors' adoption (Strang, 1993;
Rogers, 1995). Such behavior is particularly unlikely in a competitive
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setting, where firms often pay closer attention to the actions within a
strategic group, be it structural (Caves and Porter, 1971), spatial (Greve,
1996) or cognitive (porac and Baden-Fuller, 1989; Baum and Haveman,
1997) in nature. With respect to testing the hypotheses of chapter three
and giventhe event-history method chosen above, the hef.errWlealS diffusion male! is a more appropriate choice for this study.
Proposed by Strang and Tuma (1993) the heterogeneous diffusion model incorporates some of the main theoretical findings of the
sociological tradition of diffusion research in the modeling framework
(Figure 26).

Number
of earlier
adopters (t)

Ix
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X of focal organization
firm to earlier
to internal influence
adopters

"----------~- - - - - - _ /
Net social/ Contagion
effect

+

Adoption

~ risk

Firm specific
Propensity
to adopt
Figure 26 - The heterogeneous diffusion model

At a basic level this model follows the standard diffusion model
by distinguishingtwo main mechanisms in a diffusion process as internal and external to the adoption community. This distinction is captured in the model by estimating two main effects - the propensity (ie.
external to the community) and the contagj,m (i.e. internal to the community) effects as driving the diffusion process. The propensity effect
captures the likelihood that a firm adopts a product without having observed any earlier adoptions by other firms, while the contagion effect
captures the influence by earlier adoptions on the adoption decision of
the focal firm. By using an event-history framework these mechanisms
are modeled at the level of the individual adopter rather than at the aggregate industry level (Strang, 1993).
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The carrying idea is that there are spreaders and potential adopters in a community. Spreaders are firms that have adopted a practice
and all other firms are potential adopters. The first spreader adopted
the practice for some reason - presumably because it was useful in
solving some problem. The likelihood that a focal, potential adopter
firm will adopt the practice is then seen as the sum of the propensity
of the firm to adopt and the contagion effect of earlier adopters
(Strang and Tuma, 1993). The contagion effect is modeled as the product of two inter-related mechanisms, allowing inter-firm heterogeneity.
Firstly, firms occupying different positions in social networks may be
differently likely to receive information about earlier adoptions, depending on whether the adoption took place within or outside their
network. This type of inter-firm heterogeneity is modeled in the social
proximity vector. Secondly, there may be heterogeneity among the potential adopters as to the likelihood of acting on the information it received, which is modeled in a susceptibility vector of the focal firm
(Strang and Tuma, 1993; Greve, 2000).
The main strength of the model for this research is that it allows
for separating diffusion mechanisms in a way crucial to test the hypotheses of chapter three. Testing hypotheses Sa and sb (differences in
'diffusion channels') requires a model that separates the propensity and
the contagion effects of the number of analysts of the focal firm, as
well as estimates the effect of social proximity of earlier adopters. Also
testing hypotheses 2a and 2b (the relation between institutional embeddedness and adoption) requires an analytical model separating the
propensity and contagion effects of the number of security analysts
employed at the individual firm level.
The model specifications" is:
r,yCt) =exp(a'x + exp(p'v,,) Lexp(b"z.,)
lI

)

se5(1)

where n is the focal mutual fund firm at risk of adopting a product j and 5 is a mutual fund firm that has previously adopted the focal
product. S(t) is the set of firms that have adopted the product at time t.
x is a vector of variables describing firm n's propensity to adopt apart
from the contagion influence and v is a vector of variables describing
68 The full model by Strang and Tuma (1993) also includes an 'infectiousness' term,
which is excluded in this analysis.
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firm n's susceptibility to influence from earlier adopters. Zns is a vector
of variables describing the social proximity between firm n (focal potential adopter) and 5 (earlier adopters). Vectors x and v have a unity
first term allowing separate intercepts for the propensity and susceptibility effecrsv. The hazard rate (r) is subscripted nj as it is the nth case
entry into the jth product category, allowing the simultaneous analysis
of the diffusion of several competing products in an adoption commuruty.
There is also a multiplicative formulation of the model", however, on the basis of theoretical considerations the additive model is
chosen for use in this dissertation. The main consideration being that
when using the multiplicative model, it may be difficult to understand
cases where the propensity effect and the contagion effect work independently (Greve et al. 1995).
The additive model has previously been used in a variety of research settings - from analyses of the spread of drug prescriptions
(Strang and Tuma, 1993) to the spread and abandonment of market
positions (Greve, 1995; Greve, 1996), the diffusion of corporate governance practices (Davis and Greve, 1997) and the influence of social
reference groups in the change of stock exchange listing (Rao et al.
2000).

4.2.2 Assumptionso[ themodei
The heterogeneous diffusion model is a parametric transrtion rate
model, which means that assumptions are made about the underlying
distribution of waiting times. Waiting times are assumed to be invariant
over time, that is, they are assumed not to change purely as a function
of time, although covariates may change (over time) giving rise to a
change in hazard rate. When investigating several biological phenomena, such as the death of a person, the hazard rate first declines and
then increases as a function of the age of the person, and in such a
setting it would not be suitable to assume a time-invariant hazard rate.
With regard to the research question of this dissertation, however,
there is no a priori reason to assume that the time from one product

69 Estimating the model without propensity or susceptibility covariates reduces the
model to a standard mixed influence diffusion model where the intercepts can be interpreted
as the a and the f3 coefficients in a standard diffusion model (Strang and Turna, 1993).
70 See Strang and Tuma (1993) and Greve (2000) for a discussion and Soule (1997b;
Soule, 1997a)for examples of applications.
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adoption to another would increase or decrease 'naturally' as a function
of time. The hypotheses of chapter three all specify the individual hazard rate of adoption as dependent on either environmental factors
(such as competitive intensity or institutional pressures) or firm-level
characteristics (such as recent performance), but not a dependence
purely on time. Apart from reasoning about the plausibility of this assumption it is difficult to test it explicitly (Tuma and Hannan, 1984;
Blossfeldt and Rowher, 1995). Using graphical, non-parametric, methods in a case where there are theorized effects on the hazard rate from
covariates would provide very limited additional information (Allison,
1984). Theoretical reasoning, however, indicates that an assumption of
a time-invariant hazard-rate is not unreasonable.
Another issue with using transition rate models is that if there
are differences in the propensity of different groups in the data to undertake an event, there would be a systematic time-dependent effect on
the hazard rate even if covariates had no real effect. The reason is simply that if those with a higher propensity to have an event did so earlier
and thus fell out of the population at risk, at a later time the part of the
population still at risk would be those with a lower propensity to adopt,
and the hazard rate would fall. With respect to a diffusion study, however, the presence of such effects can be investigated graphically by
plotting the integrated hazard rate against a historical time axis (Strang,
1993).
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Figure 27 - Ne1son-Aalen estimation of the integrated hazard rate

As seen in Figure 27 the integrated hazard rates for both adoption categories are sloping upwards, showing moderate signs of contagion effects in their spread, a pattern incompatible with the type of
unobserved heterogeneity discussed above";
The next section introduces the variables used to investigate the
hypotheses and how these fit into the heterogeneous diffusion model.

4.3 Variables and model structure
4.3.1

vra~

A central idea in the dissertation is that individual firms in the mutual
fund industry are differently sensitive to economic incentives and social
norms when deciding to introduce new products. When products differ
in their 'fit' with institutionalized norms, the adoption patterns may become different than would have been predicted by economic or institutional theories in isolation. As discussed in the research design section of this chapter, care is needed when introducing variables to approximate the institutional embeddedness of firms. The main problem
is the potential for confusing economic and institutional effects in the

to

71 It could, however, also be a result of covariates that have no theoretical connection
contagion but which still produce this particular pattern.
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analysis, consequently, the focus of this section will be on the selection
of suitable 'marker' variables for the institutional embeddedness argument.
How can one mutual fund firm be differentiated as more or less
institutionally embedded than another? Two stylized findings stand out
from the historical description in chapter three of the development of
the mutual fund market in Sweden. Firms perceive themselves to compete on the basis of quality of their asset management, and this attitude is closely related to the importance of the security analyst and the
fund manager in the industry. A firm that wants to be perceived as a
legitimate actor in the industry will be likely to signal this by the appearance of a strong asset management organization. This tendency is
related to and supported by the emphasis of external rating agencies
and the business press to publicly rank the asset management organizations of the firms annually (see chapter three, section 3.4.7 for a discussion). The change towards defining the firm in terms of asset management capabilities is clearlyseen in the content of the annual reports
of the mutual fund firms. Over the past decade firms have changed
from general reporting of the external environment (interest rates etc.)
to an in-depth description of the asset management capabilities of the
firm (seeFigure 15- Figure 17, pages 86 - 88).
To identify firms more likely to adhere to the competitive logic
of the mutual fund market the main 'marker' variable chosen is the
nurnkr of srotrity analysts employed by the mutual fund firm. The main
reason for selecting this measure as a proxy is the centrality of security
analysts in the notion of 'qualityof asset management' as a competitive
logic. There are however a number of more or less problematic issues
in using this variable. First and most importantly there is the question
of what a count of the number of security analysts employed by the
firm really approximates. The number of security analysts can, for example, be seen as a proxy of firm size and not of institutional embeddedness. This issue is not too troublesome to the analysis as alternative, theoretically arguably more accurate measures of firm-size control variables, such as size of market share, can be easily introduced.
Another alternative interpretation is that the number of security analysts reflects the strength of the resource base of the firm used to create value in the industry, i.e. a proxy of how profitable it is for the firm
to introduce new products. It requires a bit more care to argue that the
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number of analysts employed is a good proxy of institutional embeddedness rather than of economic productive power. Considering
the economic interpretation of the number of security analysts, however, provides a solution to the problem. Economic theory would predict that a firm that has a stronger resource base would be more likely
to introduce any actively managed mutual fund product, relative to a
firm with a less strong resource base. An institutional interpretation, on
the other hand, predicts that legitimate and illegitimate products have
the opposite relation to the number of analysts employed by the firm
(c.f. hypothesis 2a and 2b). These predictions can be tested in the
analysis (see section 5.2.2) hence the results should not be easily confounded.
Given that the number of analysts employed is an institutional
marker, another question is whether or not it is a good marker. Does it
pick up a difference in firm characteristics that is actually meaningful to
how firms compete? Using geographical location as a marker variable,
for example, would be of doubtful value as almost all the firms are colocated in Stockholm and there would be little variance in such a measure. It could be argued that firm size, in terms of total number of employees, would be a good proxy for firm embeddedness (c.f.
Greenwood et. al., 2002), but in this case focusing on the number of
security analysts provides a better proxy. This is because the total number of employees in a mutual fund is closely linked to whether or not
the focal firm has 'sister' or 'parent' firms with complementary assets such as an office network for sales the firm can utilize. Most of the
mutual funds owned by banks or insurance firms, for example, have no
sales personnel in the mutual fund firm, as an existing office network
handles this. Independent mutual fund firms, on the other hand, often
need at least a core in-house sales staff, inflating a 'total employed'
measure. In keeping with the notion that firms compete on 'analytical
prowess', however, almost all firms have (at the time of the analysis)
their own, in-house, analyst capability. By looking specifically at the
number of analysts, rather than the total size of the firm in terms of
employees a closer correlation is achieved to an underlying construct of
institutional 'appropriateness'. The reason is that the number of security analysts taps into a way of strategic differentiation among firms,
which is in line with the notion of 'competing on active management'.
In chapter three it was argued that this norm has become successively
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stronger during the 1990's, indicating a positive trend in the strategic
importance of using security analysts. Plotting the standard deviation
of how many security analysts are employed by a firm in a certain year
shows a trend towards increasing differentiation in how many security
analysts are employed by firms in the industry (see Figure 28).
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Figure 28 - Standard deviation nwnber of analysts per firm and year

An interpretation of this increasing trend is that firms increasingly differentiate themselves on the basis of the number of analysts
they employ. This may be an indication that the number of analysts is
seen as an important marker of a firms differentiation in the industry.
If this trend was merely an effect of a few large firms growing larger
and the rest remaining more or less the same in terms of security analysts employed, the number of analysts employed per product marketed should then remain relatively constant. Plotting the number of
analysts employed per firm in a certain year divided by the number of
products marketed by the firm that year suggests that this is not the
case (Figure 29).
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Figure 29 - Analysts employed per product

As seen in Figure 29 there is an increasing trend with an average
of 1.3 analysts employed per fund marketed in 2000, as compared to
1.1 in 1990. Arguably there is thus a case to be made that the number
of security analysts employed is an indicator of how much a firm
wants to be seen as legitimate. The source of legitimacycomes from an
institutionalized idea that the mutual fund industry is really about competing on active asset management and that security analysts are central
to this effort.
One last issue to discuss is the use of an absolute number of security analysts, as opposed to a ratio. From the point of view of minimizing covariation with other variables it would have been preferable
to use a ratio variable to proxy the institutional embeddedness of firms,
However, the preferred ratio - analysts per mutual fund marketed proved too difficult to operationalize in a rigorous way for all the firms
in the sample. Due to a change in the legal rules under which mutual
funds are registered in Sweden in 1991, all mutual funds had to be reregistered with the Swedish Financial Supervisory Authority (Finans Inspektionen). As a result all the funds were recorded as 'new' in 1991, regardless of whether they had actually been started in 1958 or not.
While it did not prove impossible to trace the origins of most funds

142

QiAPTER FOUR

back before 199172 by accessing archive records of the firms as well as
annual reports, it did prove a more or less impossible task to correctly
assess the historical lineage of all the funds. Because it is administratively difficult to 'kill' a mutual fund, most of the reductions in product
portfolios of mutual fund firms are carried out through mergers and
sales of funds. While there are not very many mergers and sales (the
attrition rate is about 2 per cent per year, (Engstrom, 2001)) it still adds
up to a large number over a period of thirty years. Asserting a proper
firm-level estimate of funds existing at a single point in time was therefore problematic", An inaccurate estimate of the number of products
marketed in a certain year may have a large effect on a small firm employing, say, two analysts. The number of security analysts employed in
a certain year, on the other hand, could be retroactively ascertained
with greater accuracy through interviews and archive records. Therefore in the interest of having a robust measure, the institutional
'marker variable' was chosen as the Number of analysts employed by
a firm in a certain year.
The rest of the variables are rather straightforward in their definition, mainly following earlier uses in the empirical literature and are
discussed in the data section.

4.3.2 Model struaure
The hypotheses forwarded in chapter three provide a number of theoretically interesting variables that may influence the diffusion of the
two product categories. A heterogeneous diffusion model allows for
the identification of each of these variables as affecting the propensity,
susceptibility and social proximity of a focal firm (Strang and Tuma,
1993; Greve, 1995). Variables are allocated to their respective covariate
vectors according to theoretical criteria. Variables theorized to affect
the likelihood of a firm introducing a new product in general (without
the influence of earlier adoptions) were located in the propensity vectors. Typically these are firm characteristic variables such as size and
age, but also environmental control variables such as competitive intensity. Variables thought to affect the influence of earlier adoptions on

7Z All the products in the sample have a correct starting date, but their later fate is
not alwaysfully known, see discussion in data section.
73 The above figure of the average number of analysts per fund is based on the not
entirely accurate numbers of funds marketed, but the accuracy is deemed sufficient for the
purposes of illustrating a trend.
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the decision of a focal firm to introduce a product were introduced in
the susceptibility vector, and finally a measure for the social proximity
of firms was introduced in the social proximity vector.
Where the variable has a theoretically ambiguous vector assignment, a 'parallel search method' can be used to correctly assign variables to vectors (Greve et al. 1995). The method involves introducing
the variable into both the plausible vectors and estimating the model to
see in which vector the variable provides the best fit. Greve et. al.
(1995) show that the model in most cases can identify misspecifications of model structure and a parallel search strategy can
show to which vector a variable really belongs. A firms Age and Size,
for example, could theoretically be argued to affect both the propensity
as well as the susceptibility of a firm to adopt a new product. Initial
runs using a parallel search strategy indicated that their effects were
mainly in the propensity vector. Number of analysts as well as Average fund size, on the other hand, showed in initial runs to have effects
in both the vectors, and these variables were subsequently included
both in the propensity as well as the susceptibilityvectors.
The following three sections discuss the variables included in the
three vectors of the model - the propensity, susceptibility and the social proximityvectors.
4.3.2.1 The propensity vector
The propensity vector captures the adoption influence that operates
independently of .earlier adoptions. Hypotheses 1,2 and 3 all deal with
the introduction of new funds into a community of adopters and
therefore the variables used for testing these hypotheses were included
in the propensity vector. Hypothesis 1 relates Firm size to the likelihood of new product introduction. Hypotheses 2a and 2b relate firm
centrality, in terms of Number of security analysts, to the likelihood
of new product introduction, whereas hypothesis 3 tests the relationship between perceived product profitability (Average fund size) and
the likelihood of a product introduction. Apart from these hypotheses,
a number of control variables are also included in the propensity vector. Firm age and Firm size are entered to control for both inertia
(Hannan and Freeman, 1984; Gresov et al. 1993) as well as the effect
of an increased resource base of larger and older firms (Damanpour,
1991; Barnett, 1997). To control for the effect of the market environment on the likelihood of firms introducing new products (Kelly and
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Amburgey, 1991; Greve, 1996), a measure of Resource availability
(size of market / firms in the market) is also introduced. Lastly, as the
analysis uses repeated events control variables for the number of Prior
adoptions and the length of the Last spell (the time between two
successive introductions) by the focal firm are entered in the propensity
vector.
4.3.2.2 The susceptibility vector
There are several variables that, theoretically, predict how earlier adoptions influence the adoption behavior of a focal firm, These variables
include how well products with similar investment objectives have
done, the number of security analysts in the focal firm and the social
network of the focal firm. Economic theory suggests that firms are
highly sensitive (susceptible) to earlier adoptions of products that
proved to perform well, resulting in fast imitation of successful products (Khorana and Servaes, 1999). Similarly, Davis and Greve (1997)
find that innovations that have cognitive legitimacy within an adoption
community spread mainly through the observations of successful
adoptions by other market contacts or reference group members. To
capture this effect, the Average fund size is included in the susceptibilityvector as an adoption that is perceived as successful is more likely
to be noticed and imitated, in line with an economic argument (c.f.
Haveman, 1993; Haunschild and Miner, 1997). The profitability of earlier product adoptions is operationalized in the variable Average fund
size, measuring the average size of the mutual fund in a particular
category for a particular year.
The Number of analysts variable, on the other hand, is included in the susceptibility vector mainly on the basis of institutional
theory considerations. Davis and Greve (1997) show that innovations
considered controversial in a business community are more likely to
spread through close personal networks - in their case elite corporate
executive networks. With respect to the mutual fund industry in Sweden, the personal networks among security analysts are strong (as discussed in chapter three) and they are thus likely to provide an important 'diffusion channel' for the influence of earlier adopters with respect to the adoption of controversial innovations. The intuitive understanding is that if a firm has analysts with professional contacts in a
firm that has earlier adopted a controversial product, such an adoption
is more likely to influence the decision of the focal firm to adopt than
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an adoption by a firm without such professional network ties. The
number of security analysts thus works as a proxy of how well integrated into the professional network of security analysts as firm is. To
control for the effects of recent performance on the general likelihood
of action, Firm performance is included as a control variable in the
susceptibilityvector (c.f. Miller and Chen, 1994b).
4.3.2.3 Social proximity
The contagion effect in the model is the product of how likelythe firm
is to act on information received (susceptibility, P, - see above) and
how likelyit is to receive information in the first place (social proximity
to earlier adopters, D). The main idea behind the social proximity indicator is that not all earlier adoptions are as influential on the adoption
decisions of the focal firm, but that the adoption of proximate or salient other firms would matter more (Strang, 1991). Social proximity can,
in this model, be operationalized in either of three ways - by a social
distance measure, a social proximity matrix or by list-like social proximity indices. The model can also estimate the simultaneous use of
several measures (Strang and Tuma, 1993).
There are a number of social dimensions by which firms may
consider themselves more or less proximate to other firms. In this dissertation, a single list-like proximity measure is used primarily because
of the results of the qualitative study reported in chapter three. Interviews with CEOs in the industry indicated that when categorizing
other firms they tended to use either size or corporate parenthood (e.g.
bank, insurance firm, independent brokerage) for the firm in question.
Using a continuous social distance measure, while possible for the firm
size variable, seemed unnecessarily complicated. Firm sizes in the industry divide fairly neatly and into three groups of very small (0-1.99
per cent market share), medium (2 - 9.9 per cent) and large (10 per
cent +) that are stable over time. Corporate parenthood is an even
more 'natural' non-continuous variable where there are five groups of
ownership widely recognized in the industry (bank, insurance, brokerage, other firms and independent [no parent]. Two indices were constructed - a similar-size index (three groups) and a same parenthood
index (five groups). Of these two indices, interviews suggested that the
corporate parenthood index would be the most relevant with respect to
categorizing firms into competing groups. The reason was that corporate parenthood was seen as a convenient indication of whether or not
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a firm has access to an existing distribution channel (i.e. retail banks
and the office networks of insurance-firms), or whether it needs to do
without. Thus a corporate parenthood similarityindex was chosen as a
proximity index in this study".
As the social proximity vector is perhaps the most different feature of this model as compared to standard diffusion models, it is
worthwhile clarifying how it works. Greve (1996, pg. 17) provides an
illustrative example of how the heterogeneous diffusion model estimates hazard rates of individual firms using social proximity indices.
While he uses three different social proximity measures in his analysis,
the example is modified here to fit this dissertation where a single social proximity measure is used. Assume that a firm (that has yet not
adopted) has at time t witnessed fifty earlier adoptions, out of which
two are by socially proximate firms. The social proximity measure of
the set of pervious adopters, S(t), are either set to one or to zero, depending on whether or not the earlier adopter is socially proximate or
not. The hazard rate for the focal firm is then estimated as:
r,lj(t) =exp(a'x,,)

+ exp(fJ'v,,) Lexp(o'zn,)
,,,S(/)

In this case the sum of all z variables (social proximity indicators) are zero for forty-eight of the terms and one for the remaining
two. Inserting values and taking the exponent of zero for the fortyeight baseline adoptions and collectingthe terms of the sum there is:
r,1j(t) =exp(a'x,,) + 48exp(fJ'v,,) + 2exp(flv" + 0)

The baseline contagion effect consists of the forty-eight firms
that do not belong to the reference group and the estimate of 8 indicates whether the adoption by a socially proximate firm is more (8) 0)
or less (8<0) influential than the adoption of a firm outside the proximate group.

74 There are significant overlaps in this industry between a size based proximity index
and a parenthood based index (banks and insurance firms are the largest actors), using a size
based index in the analysis provides the same substantive results, but a worse model fit.
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4.3.2.4 Model structure
Figure 30 shows the entire model with variables (independent variables
in bold and control variables in italics). This is the 'base-case' as modeled from theory. In the next chapter, this model is elaborated with the
introduction of two alternative 'marker' variables to further test the robustness of the findings. However, for pedagogical reasons the introduction of these variables into the model are postponed until later.
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Figure 30 - The analysis modelwith variables

The next section describes the data used m esnmatmg this
model.

4.4 Data
The data was gathered over a number of years. Starting with a pilot
study in 1998/1999, a few fund introductions, selected on the basis of
interviews, were studied quantitatively. Encouraged by the results from
this initial study, reported in Gonsson, 2000), data was gathered on a
full-scale in 1999/2000. Initially the aim was to gather a complete data
set on all product introductions that had taken place in the entire history of the mutual fund market. While this aim was achieved with respect to product introductions, it proved a much tougher challenge to
obtain the necessary covariate data for the period 1958 - 1989. In the
end an observation window for covariates from 1989-01-01 - 2000-12-
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31 was selected, as this was the period for which obtaining covariate
data was feasible.

4.4.1 Sample
The population of potential adopters included all mutual fund firms
operating in Sweden at any time during the period 1989-01-01 through
2000-12-31. The possible events of these firms were the introduction
of either an Index or SRI funds, or the adoption of a Mixed asset fund.
These three product categories were chosen because they were the least
left-censored product categories, given the covariate observation window (see Figure 31). Other product categories proved too highly leftcensored to allow for reliable estimation.
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Figure 31 - Product adoptions and covariate observation window

Global funds, for example, had diffused approximately as widely
as mixed asset funds by 2000, but a larger part of the adoptions took
place during the mid 1980's, outside the covariate observation window.
The heterogeneous diffusion model can handle a moderate number of
left censored events, if a proper sample correction scheme is used
(Greve et al., 2001), but when the share of left censored observations
is more than 10-15 per cent there are problems in obtaining proper coefficient estimations.
The product categories under investigation (SRI/Index and Mixed
assets funds) were introduced into the market more or less in the period
1989 to 2000. The few adoptions that took place prior to 1989 «10
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per cent) were included in the analysis, with zero weight, as a sample
correction scheme (Greve et aL 2001). In all there were 94 observed
entries into Index and SRI products and 104 into Mixed asset products in
a total of 494 spells (organization years) observed.
4.4.2 Dependent wriaJie
Day, month and year of product introductions was collected from the
Swedish Financial Supervisory Authority - Fi:ndnsinspektionen (FI). All
mutual funds introduced in the Swedish market are sanctioned by and
registered with Fl. This data gives the day of the permit granted by the
FI and not the day the decision to adopt was taken in the firm, nor the
day the product is actually launched in the market'>. As there is no reason to expect that any particular actor would be particularly late in applying after a decision is taken, nor that any particular actor would systematically delay product introduction after a permit was obtained, the
problem for the analysis seems limited.
Collecting the data for product introductions prior to 1991 on
the other hand was problematic. When the new law regulating mutual
funds in Sweden was introduced in 1991, all existing mutual funds were
required to re-register with the FI. This new registration coincided with
the introduction of a new computerized registry system at the PI, and
all the funds were entered as newly started after 1991, regardless of
whether they had been introduced in 1958 or in 1990. Furthermore the
register of mergers and closures of mutual funds prior to 1991 was not
computerized, but instead relegated to the national archives for storage.
To ascertain the correct starting date of the mutual funds it was therefore necessary to trace the lineage of each of the mutual funds with an
introduction date of 1991 back through the annual reports of the mutual fund firms, There were, in total, about 300 fund introductions
prior to 1990. While the annual reports most often provided a correct
starting date for the mutual fund, mergers of funds and sales to other
firms were more problematic to handle. For some mutual funds a correct 'historical lineage' was only possible to verify by the help of the
back-office staff of the mutual fund firm who could interrogate their
computer systems for traces of merges and sales. Even so, some of the

75 According to interviews the lag -time was usually short, as most firms were eager
to introduce funds they had applied and been granted permits for.
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mutual funds were not possible to trace back entirely, but all the Mixed
asset, SRI and Index products have been fully traced back to their origin
In the analysis in chapter five, Index and SRI are treated as one
single adoption category for which the diffusion process is jointly estimated, assuming that they share the main characteristics of the diffusion mechanisms. Combining these two products into one adoption
category serves both a theoretical as well as a practical purpose. Firstly,
the hypotheses predict that these funds will be treated similarly in the
adoption process due to their common deviation from norms (see discussion in section 3.5.1.4) rather than other product characteristics. If
they do display similar diffusion processes it is an indication that there
is something that renders them similar in the way firms conceive of
them as new innovations. Secondly, from a practical point of view,
there are not enough adoptions of either of the two fund types to allow for a proper estimation of the model elaborated above treating the
adoptions separately. Testing the effect on the model fit of pooling
these two product categories" shows that there are some differences
with respect to the estimation of the propensity of firms to adopt either of the products. The contagion mechanism, on the other hand,
can be estimated as a pooled sample without a significant loss of
model fit.
4.4.3 Indepetdeu-umade:

Perceived profitability: The main economic predictor of the speed of
adoption is the perceived profitability of the innovation (Average fund
size). This variable could be measured in several ways and the ideal
measure would be to have exact profit figures. As these are not available a proxy is used - the average fund size in the product category (c.f.
Khorana and Servaes, 1999). To illustrate, if there are five firms that
sell East Europe funds in a particular year, the average fund size77 is
taken as the average fund size of East Europe funds. The variable is updated annually. This proxy is useful as managers are likely to look to
earlier adopters of funds in the category and the size that these funds
have attained and the average size of the funds in the category would
give a rough indication of how successful the product category has
Results in Appendix I to this chapter.
Alternatively the smallest or largest fund value could have been taken, but such a
measure does not capture the competitive effects of new entrants as well as an average value
does.
76

77
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been. Average fund size was coded from several sources. Firstly, annual
reports provided data on fund size for the early years of the analysis.
Secondly, a parallel research project on performance predictors of
mutual funds (Dahlquist et al. 2000) kindly shared their data and
thirdly, Morningstar (Sweden) also agreed to share their database with
fund sizes values from 1995 onwards.
Firm size is commonly predicted to affect adoption behavior
positively through the wider resource base of a larger firm (Mansfield,
1961; Damanpour, 1991). As a measure of Finn size, annual market
share data of individual firms was coded from the industry newsletter
Pond och &tnk. This measure is based on the share of total stock of assets under management. The natural log value of the market share
value is used in the analysis as the difference in relative changes across
years for small and larger firms otherwise may be misleading (c.f.
Haveman, 1993). While other measures of size (e.g. employees) could
have been used, market share was chosen as it is the most frequently
used firm-size measure by industry analysts. Furthermore, this measure
is appropriate given the difference in organizational structure between
a mutual fund firm that is a subsidiary and an independent mutual fund
firm.
The Number of analysts employed by a mutual fund firm at a
particular point in time was collected from a number of sources and is
updated annually. It was problematic to obtain this data as none of the
firms had kept a record of how many analysts had been employed in a
mutual fund firm at a particular time. The main source of information
was the annual member rosters of the Swedish analyst association
(SPF) from 1990 - 2001 detailing firm and position of individual financial analysts. More than 5 500 person-years of employment were
recorded from this source, which also provided information about how
often analysts changed jobs".
There are three main limitations on this data. Firstly and most seriously not every fmancial analyst employed by a mutual fund firm is a
member of the SPE. Secondly, not all membership records provided
the specific position of an individual within the corporation. For pure
mutual fund firms the latter issue was not a problem but other firms in particular the banks - employ fmancial analysts in a variety of posi78 For reasons of personal privacy these data records contain no personal information on the individual security analyst.
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tions across most of their constituent business units (from regular
bank offices to corporate finance). Thirdly, these are annual catalogues
and changes of jobs during the year will be recorded with some delay.
The first two problems were attended to by expanding the sources of
data collection. First annual reports of firms were investigated, where
analyst strength and in many cases individual employment histories
were reported from about 1994. For the earlier time period, 'old timers'
of the mutual fund firms concerned were interviewed. In two cases direct help from the personnel department of the mutual fund firm was
employed. The final compilation of employment figures was verified
through telephone interviews with 'old-timers' in each firm - checking
the estimated number of employees per year. The last limitation to the
data source, recording employee changes only once a year is not likely
to bias the results and is thus not seen as problematic.
4.4.3.1 Additional marker variables to test findings
To test the findings from the initial model specification, two additional
'marker' variables are introduced in subsequent analyses in chapter five.
The first variable is a proxy of the public legitimacy of a product category. To construct this variable, the number of articles written about a
product category per year is counted. Such a count is highly correlated
with Average fund size (0.75), either because a successful fund becomes well publicized, or vice versa. As the effect of average fund size
is already part of the analysis, the proxy of public attention needs to be
standardized with respect to the covariance with average fund size.
Therefore the measure of Media attention is constructed by dividing
the number of articles about a product category in a year by the average fund size in that category and year. An intuitive understanding of
the construct is the media attention afforded to a product category in
relation to its perceived success. A product category that is highly successful and is often written about in the media will thus have a lower
Media attention number than a fund category that is equally well
publicized but shows only moderate performance.
From an economic theory point of view; more publicity should
be better, provided that it is not predominantly negative press; where a
rough content analysis indicates that it is not (see section 3.9 for details). An institutional prediction, on the other hand, is that adopters of
a controversial product would be keener to seek legitimizing support
from the media than would a firm introducing an already legitimate
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product (c.f. Ruef and Scott, 1998). Data for the media attention variable was collected from Ajfdrsdata, a database covering economic reporting in Swedish newspapers and magazines from 1980 and onwards.
The number of articles containing a reference to the particular fund
category is counted per year. To control for a general increase in magazine coverage in the database as well as for an increase in the number
of magazines and newspapers over time, the counts are deflated by an
article index where 1980 = 100 (c.f. Abrahamson and Fairchild, 1999).
The variable is lagged by one year.
The second marker variable introduced is a proxy of how involved a firm has been in the workings of the S7JHiish Financial Analysts
Association (SFF). The idea is that firms that have been involved in the
SFF are more likely institutionally embedded than firms that have not
(c.f. Greenwood et. al., 2002). For each firm, a dummy variable (SFF
Chair) is set to 1 if the firm employs a person who has at any time
been a chairperson of the SFF. Such a variable, however, is correlated
with the Number of analysts a firm employs (correlation is 0.45).
Some of the smaller firms (in absolute size) have however been very
active in the association, and to clean out a bias of firms with more
analysts from the variable, the SFF Chair is divided by the Number of
analysts variable. The measure thus provides an indication of how active a firm has been in the SFF, regardless of size.

4.4.4 Control utrialies
A concern with the standard diffusion model is the assumption of firm
level homogeneity in the likelihood of acting on information received.
Findings from studies on firm responsiveness to competitive moves
suggest a relationship between firm level inertia and responsiveness to
competitive activity (Gresov et al. 1993; Miller and Chen, 1994b;
Greve, 1996). The classic formulation of organizational inertia is that
of Hannan and Freeman (1977) where age and administrative complexity are suggested as prime drivers of inertia. Miller and Chen
(1994b) find little support for age and size related competitive inertia.
However, looking at motivation factors behind competitive inertia they
find that airlines that performed well in the recent past are less likelyto
respond quickly to tactical moves (product changes) by competitors.
Similarly, Greve (1996) shows that recent ownership change reduces
inertia and Greve (1998) shows that firms experiencing performance
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below expectations are more likely to incur risky organizational
change".
To control for various sources of competitive inertia recent
Firm performance and firm Age are entered as control variables. Assuming historical aspiration levels as points of reference of organizational action, the change in performance of a firm in relation to its
historical performance is likely to trigger organizational action (Levitt
and March, 1988; Greve, 1998). While this is clearly a simplification of
a theoretically complex and contested case (see Greve, 1998) it will suffice for the purposes here. Change in market share from one year to
another was used as a proxy of recent change in firm performance
(Firm performance). This may not be an ideal measure of performance as it is a compound figure of the change in sales as well as the
change in the value of the stock under managementw, A measure separating these two effects into net flow (how much a firm manages to sell
in a period) and stock appreciation (how well it manages funds and increases its stock value in this period) would have been preferable. Such
data is regrettably only available from 1999 onwards and efforts to distinguish these effects in the aggregate data available are coupled with a
number of practical issues. On the other hand, firms earn their revenues from a percentage management fee on the whole stock under
management, not only on new sales, which means that a change in total
stock value should be regarded as a reasonable proxy of change in performance of a firm.
Competitive intensity in the market is also commonly thought to
have effects on how likely firms are to adopt innovations (Greve,
1996). A measure of Resource availability is derived by dividing the
total asset base of the market (resources that firms can compete for) by
the number of firms active in the market at the time (firm density).
The publishers of the industry newsletter Fond odi Bank provided data
on stock of assets under management for the years 1989 - 2000. Annual stock values were then deflated using the consumer price index
(1980=100) to reflect a value in constant SEK. Firm density (the number of firms in the market in a year) was calculated from data on firm
79 Firm sensitivity to changes in performance is not found to be symmetrical, but has
an inflection point around some threshold value. For the sake of simplicity, this is ignored
here.
80 Recall that market shares in this industry are calculated as the share of total stock
of the money under management.
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entry and exits collected from Finansinspektionen. As the analysis uses
repeated events (see discussion above), the number of Prior events
and last waiting time (Last spell) for the focal firm are included to
control for firm and event order specific biases in introduction behavior (Allison, 1984; Blossfeld and Rohwer, 1995).

4.4.5 Descriptius
Table 3 shows the means, standard deviations and Pearson correlation
coefficients for the variables. To enable proper estimation using the
Maximum-Likelihood method, some of the variables needed to be rescaled to minimize the difference in standard deviation between the
variables (Long, 1997).
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Table 3 - Means, Standard Deviations and Pearson correlation coefficients
Mean

Std.
2
3
4
5
6
7
8
Dev
-1~Prioi~~e~t~-------------------------L24T-----i:623-o.06 {O.-'TS9**----6-.02S----b.28S**--0.293**-0.745** Q384**
(Adoptions)
2. Last spell
0.183
1.179
0.078
0.047 0.125** 0.118** 0.201** 0.08
(Months)
3. Number of Analysts
1.008
1.073
0.096* 0.633** 0.64** 0.472** 0.287**
(person -years / 10)
4. Firm performance
0.096 0.853
0.09* 0.143** 0.024 -0.066
(% mktshare change * 10)
5. Age
11.32
9.77
0.616** 0.226** 0.013
(Years)
6. Firm size
0.025
2.04
0.262** -0.059
(Ln [% marketshare * 100]
7. Average fund size
1.436
2.884
0.437**
(SEK 100 Milla)
8. Resource availability
6.09
3.162
(SEK Mill / Firms)
9. SFF Chairperson
0.188
0.546
(Dummy / Number of
analysts)
10. Media attention
1.24
2.931
(Articles / Average fund
size)a,b
N = 494 ** Correlation significant at 0.01 level (2 tailed); * Correlation significant at 0.05 level (2 tailed)
a _ Deflated 1980 = 100
b _ Lagged by one year

9

10

-=O~61i-- 0.209**-

-0.006

-0.008

0.019

-0.046

0.049

-0.018

-0.019

-0.20**

0.054

-0.035

0.036

0.105*

-0.055

0.341**
-0.049
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The heterogeneous diffusion model can handle correlation
among variables well, as long as the correlated variables are entered
into different vectors. Potentially troublesome correlations in Table 3
are thus those above 0.5 between variables in the same vector. In the
propensity vector, both Prior and Average fund size are included, as
well as Age and Firm size and Number of analysts and Age. The
main risk of including highly correlated variables in the same vector is
that they may create spurious interaction effects in the estimation. Such
effects can be suspected if the addition or deletion of one of the correlated variables significantly alters the estimate of the other variable,
or if the impact on the model fit is abnormally large. Dropping Average fund size does not significantlyalter the estimate of the prior coefficient, nor of the coefficient of the Number of analysts variable.
Similarly, excluding either Age or Firm size from the analysis does not
significantly alter the estimated coefficient of the other variable", indicating that estimation problems due to covariate correlation seem limited. There is no problematic correlation between the variables in the
susceptibility vector.
The next, and closing, section of this chapter discusses how the
hypotheses of chapter three are tested.

4.5 Hypothesis testing
The general strategy of hypothesis testing is to first estimate the model
as specified from the theoretical reasoning in chapter two and three.
The robustness of these findings is tested by introducing two new
'marker'variables, as described in section 4.4.3.1. The 'base-case' model
reads as:

82

See Appendix II to this chapter for results.
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Intercept
+ aO Prior Adoption
+ a I Length last spell
+a2 Firm age
+ a3 Firm Size
+ a4 Resource availability
+ as Number of analysts
+ a6 Average fund size

+

IContagion I

Intercept
+ 130 Average fund size
+ 13 I Number of analysts
+ 132 Firm performance 13

x L(Base line adoptions (,)

+
Intercept
+ 130 Average fund size
+ 131 Number of analysts
+ 132 Firm performance 13

x L(liOSocially proximate

(I))
The predicted signs for the hypotheses are summarized in Table
adoptions

4.
Table 4 - Predicted results in the analysis
Hypothesis
The introduction of products
1: The size of a mutual fund firm is positively related to
the speed of adoption of product innovations
2a: Mixed asset funds are introduced by central firms
2b: Index andSRI funds are introduced by marginal
firms.
3: The size of earlier mutual funds with the same investment objective is positively related to adoption speed
The diffusion of products through the industry
4a: Mixed asset funds spread from central to marginal
actors (faster diffusion)
4b: Index, SRI funds spread from marginal to central
actors (slower diffusion)
Sa: Mixed asset funds diffuse through local market contacts and through cohesive firm-level networks (drawing
on cognitive legitimacy)
Sb: Index, SRI funds spread through personal/professional networks (drawing on morallegitimacy).
*)= 1 (Mixed assets fund); )=2 (Index & SRI Fund)

Predicted signs"
a3 > 0 for j = 1,2
as> 0 for j = 1
as < 0 for j = 2
a6 > 0 for j = 1,2

Correlation of
adopter rank and
size < 0
Correlation of
adopter rank and
size> 0
s > 0 and PO > 0 for
j'"' 1

p1 > 0 and 0 not
significant for j = 2
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Testing hypotheses 1-3 is rather straightforward. Single coefficient signs are inspected as to whether or not they conform to the predicted signs. Testing hypotheses Sa and sb is slightly more elaborate.
Support for hypothesis Sa requires the significance and positive sign of
both the coefficients for Average fund size PO and Social proximity
80. Recall that a Mixed assets product is hypothesized to spread by observed performance (PO) mainly along contacts with firms deemed
similar (80). Support for hypothesis sb, on the other hand, requires that
P1 (Number of analysts) is positive and significant, while 80 (Social
proximity) is insignificant. Hypothesis sb suggests that SRI and Inch
funds lacking in cognitive legitimacy, need to draw on moral legitimacy
and are therefore primarily spread along personal networks (P 1) and
not along other structural lines, leaving the social proximity coefficient
(80) insignificant. Recall from the discussion in section 4.3.2.3 that an
insignificant 80 does not mean that earlier adoptions do not matter, but
that the adoption of an 'in-group' member does not matter more or
less than the adoption of any other firm.
Hypotheses 4a and 4b (relating Firm size to adoption order) are
tested using a different method. Based on the adoption rank of the
adopting firms and their size, a non-parametric correlation between
firm size and order of adoption (Spearman's rho) is estimated for each of
the product classes. Support for hypothesis 4a requires a negative correlation between firm-size and rank, whereas support for hypothesis 4b
requires a positive correlation. The plausibility of the hypotheses is also
discussed by inspecting a graph of firm-size relation to the timing of
adoption.
The stage is now set for the testing of the hypotheses in chapter
five.
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4.6 Appendix I: Analysis of pooling Index and SRI funds
In this appendix the effect of treating Index and SRI funds as one
common product category with respect to their diffusion processes is
tested explicitly. This is done by estimating the base-line model, using
only the transitions to (adoptions of) Index and SRI funds and constraining the variable coefficients (apart from the intercepts) to be
equal across the two adoptions. If there is no difference in the diffusion processes between the two fund categories there should be no significant loss of model fit from constraining the variable coefficients
(Greve, 1998).
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Table 5 - Analysis of pooling index and SRI funds

Pooled Index and SRI

x2- valueof constraint
(1 d.f.)

Propensity (a)
Index
Intercept
Prior adoption
Length last spell
Firm age
Resource availability

SRI

-1.813***
-0.949***
(0.4346)
(0.3606)
0.5417***
(0.04715)
-14.06
(11.66)
-0.027
(0.03171)
0.2***
(0.0444)
0.5737*>~*

Firm size
Number of analysts
Average fund-size

0.24
0.19
41.08***
42.88***
36.93***

(0.1497)
-5.070***
(1.611)
0.3485***
(0.0994)

42.67***
0.39

Susceptibilitytjs)
Intercept
Average fund-size
Number of analysts
Firm performance
Social proximity(8)
Sametype
Modellog likelihood
(against base-line model)
Log likelihood test

d.f.

-6.043***
-6.215***
(0.5)
(0.5769)
-0.03
(0.0816)
0.5349***
(0.1614)
0.4771***
(0.1268)
-0.72
(1.114)

0.0
0.0
3.01*

1.87

-149.477
205.08***
15

*p < O.l;**p < 0.05;* ** P < 0.01 All significance test are two-tailed. Standard errors in parenthesis.

As can be seen in the table, the model fit is significantly negatively affected by constraining four propensity variables - Firm age,
Firm size, Resource availability and Number of analysts. Treating
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the transition to either of the two products categories as an outcome
of the same underlying diffusion process is obviously troublesome
with respect to the influence of these four variables on the propensity of
a firm to adopt these products. With respect to the susceptibility and the
social proximity effects of firms to adopt these products, there are no
significant differences in how the variables influence the diffusion processes of the two product categories. This can be seen as it is only constraining the Firm performance variable that provides a significantly
worse model fit with respect to the susceptibilityvector.
What does this say about the coming analysis in chapter five?
From the point of view of modeling the propensity of firms to adopt
the different products, it would be desirable to separate the two product categories. However, for estimating the susceptibility and social proximity effects, pooling Index and SRI adoptions does not seem to matter.
Given the limited number of observations available in each of these
product groups, the analysis will treat the adoption of the two product
categories as reflecting one underlying diffusion process. Unfortunately
a likely consequence is that the risk of type II errors (rejecting a hypothesis when it is in fact supported) increases, as the quality of the
propensity coefficient estimates of the Index and SRI funds is likely to
be degraded. This needs to be kept in mind in the following chapters.

4.7 Appendix II: testing effects of dropping correlated covanates
In this second appendix the robustness of the suggested base-line
model is investigated with respect to the effect of the observed correlation among variables included in the same vectors. The model is reestimated a number of times dropping, in turn, variables that correlate
in a worrisome way in Table 3. If the omission of a variable causes unpredictable or very large changes in other variables there may be reason
to suspect estimation problems in the model due to correlation. For
ease of reading, the following table is restricted to only the variables
indicated in chapter four as potentially worrisome, and the effects on
other variables of their omission.
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Table 6 - Effects of dropping correlated variables

Index/SRI
Interceot
Prioradootion
Lengthlast spell
Firm aze
Resource availability
Firm size
Number of analvsts
Averaze fund-size
x2 destination'
Mixed assets
Intercept
Prior adootion
Lenzth last spell
Firm aze
Resource availability
Firm size
Number of analvsts
Averaze fund-size
X2 destination'

Base line

Variable dropped
Firm size Firm aze

Averaze

-***

-

+***

+***

+***

-

-*

Droooed

+***
-*
+**

+***

+***

+***

+**'~

+***
*

Droooed

-***

+***
-***

+***
-***

+***

+***
31.02***

+***
0.29

Dropped

-

***
+***

-

-

N/A.

+
+***
-**
-***
-***

-

+***

-***
-***

-

-

Droooed

-

)~*)I-

+***
+***

Dropped

-

+***

+**

+**

+**
5.05 ***

+
14.68 ***

-

0.52

+***
-**
-***
-***
+
+***

Dronoed
6.73 ***

*p < 0.1;**p < 0.05;* ** P < 0.01 All significance test are two-tailed. Standard errors in parenthesis. a HO: base-line is better.

As seen in Table 6, there were few significant cross-effects in the
estimations of dropping correlated variables. All the models where
variables had been dropped also provided a worse (but not extremely
so) model-fit. One noteworthy effect, however, was the loss of significance of the Average fund size estimate for Mixed assets fund adoptions when the Firm age variable was dropped. While the sign remained the same (+), it is slightly worrisome that a variable which is
significant in the base-line model looses significance when a correlated
variable is dropped from the estimation. This potentially worrisome
estimation issue needs to be kept in mind when interpreting the coming analysis.

OIAPTERFIVE

Analysis and Results

THE EMPIRICAL QUESTION of this dissertation is how norms of
how to compete and economic incentives together affect the product
introduction behavior of firms, In chapter three it is argued, based on
interviews as well as historical data, that Mixed asset funds are considered non-controversial (legitimate) products in the industry whereas Index and SRI funds are not. The difference in legitimacy of the products
would, as the institutional argument of chapter two goes, bias mainly
institutionally embedded firms against adoption of Index and SRI fund
and, in the aggregate, lead to a slower and differentiated diffusion of
these products. A rival explanation is the economic diffusion model,
where a difference in diffusion speed of two product categories is due
to profit differentials across the products. SRI and Index funds would,
according to this explanation, diffuse more slowly if they were considered less profitable, This chapter tests these arguments empirically
through studying the diffusion processes of Mixed asset funds as well as
Index and SRI funds from 1989 - 2000. To distinguish an economic
from an institutional explanation of the diffusion patterns the analysis
proceeds in several steps. First the speed at which the two product
categories spread are estimated using non-parametric techniques to ascertain whether or not there is a significant difference in their rates of
diffusion. Then a heterogeneous diffusion model is applied to investigate the firm-level mechanisms behind this observed difference, modeling the diffusion processes of the products as functions of covariates.
The results of this analysis are then interpreted both from an institutional as well as an economic theory perspective to see how well each
of the theories explain the observed outcome. Finally, it is investigated
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whether or not the differences in individual variables observed across
the two product categories are sufficiently strong to possibly account
for the observed differences in the aggregate diffusion processes.

5.1 Aggregate adoption patterns
First the speed at which the product categories spread is estimated as if
all potential adopters were homogenous firms - leaving any observed
differences unexplained. Adoption by a firm of a product can be seen
as a time-dependant process where the likelihood of any firm adopting
a product (the hazard rate of adoption) increases over time82 • When
entering the industry a firm becomes 'at risk' of adopting any of the
mutual fund products (it enters the risk set). The dependent variable in
this analysis is the time that each firm waits before adoption and the
event of interest is the first adoption of either of the product categories. Separate hazard rate functions are estimated for the transition to
(adoption of) an Index/SRI fund and the adoption of a Mixed asset
fund respectively. The analysis utilizes the Kaplan-Meier method (estimated with SPSS 10.0), which is a suitable non-parametric method for
estimating hazard rates for transitions that can occur at any point in
time (Yuma and Hannan, 1984; Blossfeld and Rohwer, 1995).

82

sonable.

Other assumptions are of course possible, but in this case this assumption is rea-
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Figure 32 - Hazard function Index, SRI and Mixed asset funds
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Figure 32 shows a non-parametric estimation of the hazard
function for Index, SRI and Mixed assets mutual fund products". The
cumulative hazard rate shows the risk of adopting either product category for a firm that has, thus far, not adopted the product category. If
there were no real difference in the adoption rates of the product categories their hazard functions would not differ significantly. As can be
seen in the above figure the hazard rate functions are visibly different
for the two product categories, with Index and SRI products adopted at
a significantly slower rate than Mixed asset products (p = 0.02 using a
Log-Rmzk test). This finding suggests that irdex and SRI funds are in
fact adopted at a slower rate across the industry, but the analysis offers
no suggestions as to why. The difference in rates is not an artifact of
Mixed assets funds diffusing exceptionallyfast as compared to other new
products. Comparing the hazard function of Mixed assets fund adoptions to the adoption of three other main equity based product innovations indicates that Mixed assets funds actually diffuse rather slowly in
comparison (see Appendix I to this chapter). The previous analysis
83 Note that this analysis uses the first adoptions by a firm of each of the product
categories, not repeated adoptions as the later analysis.
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only shows that the average firm waited longer before introducing an
Irulex or SRI fund as compared to introducing a Mixed assets fund, but it
does not show how the hazard rates develop over historical time. Another non-parametric estimation of the hazard rate development over
historical time is the Nelson-Aalen estimation (Yuma and Hannan, 1984).
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Figure 33 - Integrated hazard rate of adopting Mixed assets and SRI/Index funds

Figure 33 shows that from 1988 and onwards, the hazard of
adopting the Mixed assets funds has been higher and significantlydifferent (the confidence intervals do not overlap) from the hazard rate of
adopting Irulex and SRI funds. The figure indicates the same pattern as
the previous figure, where the risk of a firm adopting an Index or SRI
fund is lower than of adopting a Mixed assets fund.
The next section draws on the hypotheses from chapter three
about firm-level diffusion mechanisms and uses a different analysis
model and method to test possible explanations for the observed difference in diffusion rates.

5.2 Investigating the micro-level mechanisms of imitation
behavior
The next step in the analysis is to test theoretical explanations for the
observed difference in hazard rates of adopting the two product categories. The analysis starts with the hypotheses put forward in chapter
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three, outlining various firm and industry level variables that may influence the diffusion process. The coefficients of these variables are estimated using the heterogeneous diffusion model and the data described
in chapter four. In the first section, the results of the heterogeneous
diffusion model and their fit with hypotheses 1 - 5 are presented and
discussed. The following section applies an alternative, economic,
framework to interpret the results of the first analysis. The initial
model is also re-estimated to test the plausibility of this alternative interpretation. The third section 'pushes' the institutional approach in the
first analysis further by introducing alternative institutional variables
and re-estimating the initial model to see if these behave as predicted
by institutional theory. The fourth section finally re-estimates the initial
model, constraining the estimated coefficients across the outcomes to
test whether or not the difference observed in the institutional variables
across the product categories is strong enough to influence the diffusion process.

5.2.1 Pirm-leulmebanisns of difjUsion andmalel structure
The first step in the analysis is thus to test the hypotheses about what
firm-level mechanisms might explain the observed difference in hazard
rates of the two product categories. Is it simply a matter of Index and
SRI products being less profitable, and therefore adopted at a slower
rate or are some firms biased against adopting products that are not
'legitimate' in the industry context? The hypotheses forwarded in
chapter three provide a number of theoretically interesting variables
that may influence the diffusion of the two product categories.
5.2.1.1 Model structure

As discussed in chapter four, variables are assigned to the appropriate
vector of the heterogeneous diffusion model primarily according to
their theorized effect. Hypotheses 1 - 3 predict that the likelihood of a
particular firm to adopt a product regardless of other adoptions
(adoption propensity) is influenced by several variables. These variables
are the Firm size, the Product performance (how well products with
similar investment objectives have done) and the institutional embeddedness, measured as the Number of security analysts of the focal firm. Firm Age and the Resource availability in the market are
added as control variables for organizational inertia and the competitive environment. As the model uses repeated-events (see discussion
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chapter four, section 4.3), the number of Prior product introductions
in the same category, as well as the length of the interval (Last spell)
from the last introduction are also controlled for. There are also several
variables with theorized effects on how earlier adoptions by other firms
influence the adoption behavior of a focal firm - the cr:ntapjon effect.
These variables include, again, Product performance, the Number of
security analysts in the focal firm and the Recent performance and
the Social proximity of the focal firm to earlier adopters.
The heterogeneous diffusion model is estimated through the
maximum-likelihood method, using a version of RATE 3.0 (Yuma, 1993).
To correct for left censoring (events occurring prior to 1989 when the
observation window begins) all events prior to 1989 are included with
zero weight. This allows the program to correctly detect the influence
of out-of sample adoptions on organizations in the sample (Greve et
al. 2001). The model is estimated as a competing risks model, where
firms are simultaneously at risk of undertaking one or more events at
one time. Although the data set includes adoption data on all the product introductions by all firms (in eight product categories), only product adoptions of Mixed assets, Index or SRI funds are directly part of the
analysis (see discussion in chapter four, section 4.4.1). The product
adoptions of the other five product categories are included in the
analysis, but with zero weight. The alternative would have been either
to drop these observations altogether from the sample, or to consider
them as censored events. Both of these options seemed a waste of
data, as there is information in distinguishing whether or not a spell
ended in a firm doing nothing or adopting some product (that is not
part of the analysis).
One concern in the analysis is that the number of observations is
a bit short of comfortable for estimating this type of model. A rule of
thumb specifies 15 - 20 observed events per estimated variable in
complex hazard-rate models and this analysis uses about 884 • The most
likely problem from having too few observations is inflated standard
errors of coefficients and subsequently the risk of tyjX! II errors (rejecting a hypothesis when it is in fact true). The low ratio warrants caution in interpreting the results, and consequently the discussion below
84 The first model estimates 13 variables for each transition (26 in total), including
the constants and there are 198 observed events in the sample. Subsequent analyses add or
drop some variables, but the variable/event ratio remains at roughly 8.
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focuses on the sign and significance level of the estimated coefficient
rather than the exact coefficient estimate.
Results of the first model are shown in Table 7.
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Table 7 - Results fromfirst diffusion analysis
Modell
Index/SRI

Mixed asset

-0.0525
(0.3391)
0.5413***
(0.0467)
-14.49
(12.13)
-0.0336
(0.0042)
0.1853***
(0.0045)
0.5699***
(0.2033)
-4.545*
(2.35)
0.3314***
(0.1207)

0.0469
(0.4898)
0.5851***
(0.0786)
-22.51**
(0.0664)
-0.2614***
(0.0664)
-0.5351***
(0.1763)
0.6100**
(0.2757)
1.445***
(0.495)
0.3410**
(0.1335)

-6.416***
(0.9027)
0.0319
(0.0905)
0.5758***
(0.2188)
0.4769***
(0.1297)

-7.434***
(0.4941)
0.4371***
(0.042)
0.0538
(0.1392)
-0.0344
(0.1981)

0.0511
(1.34)

2.32***
(0.6513)

Propensity (a)
Intercept
Prior adoption
Length last spell
Firm age
Resource availability
Firm size
Number of analysts
Average fund-size

Susceptibilitytp)
Intercept
Average fund-size
Number of analysts
Firm performance

Socialproximity (8)
Sametype

9.8486
-89.4737
Destination Log likelihood (Max log L)
417.9'f**
Log likelihoodtest
199.97***
(13)
(d.f.)
(13)
Model Log likelihood
-79.625
Log likelihoodtest
617.87***
d.f.
26
*p < O.l;**p < 0.05;* ** P < 0.01 Allsignificance test aretwo-tailed. Standard errors in parenthesis.
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Model-fit is compared to a base-line model with no covariates
and there is a significant improvement in model-fit from including the
covariates (X 2 = 617.87 with 26 degrees of freedom). The results presented in Table 7 support, in general, the hypotheses of chapter three.
For pedagogical reasons, the results are interpreted with respect to their
effects on either the likelihood of a firm introducing a new product
without external influence (propensity) and the effects of earlier adoptions on a focal firm (contagion).

5.2.1.2 The propensity of firms to introduce mutual fund products
Hypothesis 1 (larger firms introduce products more quickly) is supported as the Firm size coefficient is positive and significant for both
product categories. Hypotheses 2a and 2b, relating firm centrality to the
introduction of Index/SRI and Mixed assets funds, are also supported.
The coefficient for Number of analysts is negative and significant for
the introduction of IrK1ex/SRI products and positive and significant for
the introduction of Mixed assets product. The rather weak statistical
significance level of the Number of analysts coefficient for the Index/SRI fund (p < 0.1) could be an effect of estimating the diffusion
process of two different product categories as one. Results in appendix
I to chapter four indicate that the estimation of the propensity variables suffers from pooling the samples of Index and SRI adoptions.
Likewise, further analyses in section 5.2.2, estimating the model for Index and SRI adoptions separately, provides coefficient estimates with a
higher level of significance.
This finding can be interpreted as supporting an institutional argument where firms that seek to adhere to the institutional logic of the
market are biased against introducing products considered illegitimate
(such as Index or SRI funds). The argument assumes that the number
of analysts employed by a firm is an 'institutional marker' (c.f. Chaves
(1996)) of the degree to which a firm has 'bought into' an institutional
logic where active management is the legitimate way of competing.
Firms that employ many security analysts are seen as eager to come
across as legitimate competitors in general, and would be particularly
uninterested in introducing products that lack legitimacy. Employing
few security analysts, on the other hand, would be a 'marker' of not
being too concerned with institutional norms. Such firms would also, in
line with this argument, be less concerned with breaking with norms
regarding product legitimacy (c.f. Leblebici et. al., 1991). Alternative
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economic interpretations of this finding are pursued further in the next
section. The main economic hypothesis (hypothesis 3) that firms are
keener to introduce products that have shown to be successful with
earlier adopters is supported, The coefficient for Average fund size is
positive and significant for both product categories.
The control variables behave, in general, as predicted. One exception is the Resource availability variable. Defined as resources
available per firm, the variable is predicted to have a positive relation to
product introduction. Firms are thought to be more interested in introducing new products when there is a better chance of selling well.
For Mixed assets funds, however, the sign is negative - indicating that
firms would be more likely to introduce this product as competition
grows tougher (resources per firm shrink). The surprising difference in
sign between the product categories may however be an artifact of the
way market growth is measured. A Mixed asset fund, as discussed in
chapter three, is a mutual fund that invests a certain percentage in equities, and the remaining pan in bonds. Investors often invest in equity
when the bond market is down and vice versa. To guard their portfolio
against a downturn in the equity markets investors sometimes use a
mixed asset fund, and the demand for mixed asset mutual funds may
therefore be inversely related to the fortunes of the equity market. The
measure of market growth employed here is the change in the total size
of assets under management. As the Swedish market for mutual funds
is highly equity driven (most of the market value is in equity stocks),
growth in the value of equities will drive the growth of the whole market. If the demand for mixed asset funds is tied to the fortunes of the
bond market, then its demand is inversely related to the growth of the
market as a whole. Therefore, a negative sign on the market growth
variable can be interpreted as meaning the same as a positive sign for
an equity-based product (such as Index or SRI funds) - that the adopter
is jumping on a rising market.
Figure 34 plots the adoption of Mixed assets funds and the development of the Swedish equity market (as measured by AFGX). As
seen in the figure, there is some support for the above argument. When
the development of the equity markets turns down around 1989, the
adoptions of Mixed assets funds really take off. On the other hand,
firms continue to adopt mixed asset funds even when the equity markets turn up again in 1994.
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Figure 34 - Adoption of Mixed asset funds and the development of the Swedish
equities market (AFGX)

The negative sign of the control variable for Firm age is in line
with theoretical propositions on organizational inertia, but may also be
an artifact of the large inflow of (mainly foreign) firms in the time period under investigation. Figure 7 in chapter three shows the sharp decline in the average age of firms in the sample from about 1994 when
the inflow of foreign firms started. This is a result of these firms being
coded at zero age at entry since they were new to the Swedish market,
although most of them are in fact 'old' in the sense that they have experience (and a product portfolio) from other markets. The strong effect on the average age of the firm exerted by this inflow may be reflected in these findings, as most firms adopting any product in this
time-period (1994-2000) are likely to be young. The control for Prior
introductions was positive and significant for both product categories,
indicating that a once a firm had introduced a product category it was
more likely to add further introductions in the same product category.
This result is in line with the findings from the US. mutual fund market
by Khorana and Servaes (1999) who attributed their observation to
economies of scale and scope of product introductions. Length of
last spell, the time waited was negative for both product categories,
but only significant for the Mixed assets product category. The coefficient can be interpreted as indicating that firms that have introduced a
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product in the category earlier are likely to wait a shorter time before
introducing the next product.
These were the hypotheses predicting how new products are introduced into an adoption community, and how firms adopt new
products without the influence of earlier adoptions. The next set of
hypotheses to be tested concerns how earlier adoptions influence later
adoptions - the contagion effect.
5.2.1.3 The diffusion of products through the mutual fund industry
Hypotheses 4a and 4b predicting the direction of diffusion, from larger
to smaller or from smaller to larger firms are not tested using the heterogeneous diffusion model. While the coefficients of the Firm size
variable are, both for Index/SRI and the Mixed assets products, positively
related to firm propensity to introduce the product this does not address the direction of diffusion over time. A sociological argument of
chapter two suggests that non-controversial innovations over time diffuse from central to marginal firms, whereas controversial innovations
flow in the opposite direction (c.f. Menzel, 1960; Leblebici et. al., 1991).
One way of investigating these hypotheses is to chart the size of the
adopting firms, in the order they adopt the different product categories.
Hypothesis 4a would thus predict a downward (negative correlation)
slope for Mixed assets funds and an upward (positive correlation) slope
for Index/SRI funds. The relationship between the order of adoption
and firm size is plotted in Figure 35 using market share (in percentage)
as a proxy of firm size. Only the first product introduction by each
firm is plotted, and only product introductions that took place after
1989 as firm-size data is missing from the period prior to 198985 • Although there are two 'blips' in the data, when two of the market leading banks adopt Mixedasset funds, imposing a trend-line on the adoption rank-firm size pattern provide two downward sloping lines.

85

This observation period, however, includes about 95 per cent of the adoptions

until 2000-12-31.
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This figure lends support to hypothesis 4a but not to hypothesis

4b, as both lines slope downwards, indicating that early adopters are
larger than later adopters for both product categories. A correlation
between the order of introduction and the market share of the introducing firm confirms this observation as statistically significant.
Table8 - Correlationof rank and firm size
Tests of rank / firm size

correlation"
Product category

Spearman's rho

Index/SRI (n= 16)

-0.521**

Mixed assets (n=21)

-0.449**
**Significant at 0.05level, 2 tailedtest

However, the diffusion histories observed are not necessarily
complete. In particular the Index and SRI products have, by the end of
the study (2000-12-31) diffused to about 15 per cent of the firms in the
industry (see Figure 1 in chapter one). In particular larger firms are
missing from the adopters of Index/SRI products - for example none
of the top-three firms market an index fund. Should the larger firms, at
a later date, decide to adopt the controversial funds, hypothesis 4b

86

Using a Kendalls Tau b test provides the same qualitative result.
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would be supported - but such support is only hypothetical at the
moment.
Hypotheses Sa and Sb, predicting the path of contagion influence for Index and SRI and Mixed asset funds are tested using the heterogeneous diffusion model. For Mixed assets product introductions the
coefficient for the Social proximity variable and the Average fund
size variables are both positive and significant, suggesting that firms
are more influenced by successful products that have been adopted by
other firms in their reference group when adopting Mixed assets products. With respect to the adoption of Index and SRI funds, the coefficient for Number of analysts is positive and significant, while the coefficients for Average fund size and Social proximity are nonsignificant. Firms that adopt Index/SRI products are thus not more influenced by firms in their reference group than by other firms, but they
become more susceptible to earlieradoptions of Index/SRI products if
they employ more analysts. Taken together, these results lend support
to hypotheses Sa and sb as argued below;
Mixed assets innovations spread primarily through cohesive firm
networks where observing a proximate firm adopting a new product,
which also performs well, is likely to trigger adoption by the focal firm.
For Index/SRI adoptions, on the other hand, observed adoption by
network proximates is not likely to trigger adoption. Instead, the positive and significant coefficient of the number of analysts variable can
be interpreted as personal networks (of security analysts) being involved in the diffusion. When the firm where a colleague works adopts
a controversial product it matters more than if a professionally anonymous market contact adopts. This interpretation is in line with Davis
and Greve (1997) who found that the adoption of an illegitimate innovation relied on corporate elite networks. Their understanding of the
mechanismwas that the adoption of an illegitimate innovation required
moral legitimacy, which is best provided by other known individuals,
rather than cognitive legitimacy provided by the adoption by a market
contact.
These results, interpreted above within an institutional theory
framework, are naturally open to alternative interpretations, which is
the focus of the next section.
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5.2.2 A ltematne (0C0YllT11i£) interpretations
An aim in this dissertation is to investigate the value of applying an institutional perspective alongside an economic perspective in understanding the competitive behavior of firms. The first analysis indicates
that adding institutional variables may improve an understanding of
how firms behave with respect to competitive actions that are seen as
controversial in a specific context. It is however essential to consider
alternative economic interpretations of the 'institutional' variables. Hypothesis 1 (firm size and adoption) has a similar interpretation whether
an institutional or an economic perspective is adopted. Likewise, hypothesis 3 (positive influence of earlier successful introductions),
which in a sense is the central economic hypothesis, is also interpreted
in the same way whether viewed in an economic or an institutional perspective. Profit seeking behavior is often argued to be a central driving
force of change in institutional theory (c.f. Palmer et. al., 1993), but a
criticism of neo-institutional theory has been that efficiency concerns
have been underplayed (Kraatz and Zajac, 1996). Including a measure
of the profitability of a new product together with institutional variables should, from this perspective, give greater confidence in the results (palmer et. al., 1993; Sutton and Dobbin, 1996). The focus of the
discussion of this section is hence on hypotheses 2(a, b), 4 (a, b) as well
as 5(a, b) where a distinct institutional interpretation of the result was
made in the first analysis.
From an institutional perspective, the number of security analysts is seen as an 'institutional marker' of how embedded a firm is in
an institutionalized logic of competing. The empirical support for hypotheses 2a (a positive relation between number of security analysts
and adoption of Mixed assets products) and 2b (negative relation between number of analysts and adoption of Index/SRI products) are, in
the first analysis, interpreted as supporting an institutional argument.
An alternative, economic, interpretation is to see the number of analysts employed as a proxy of how strong the 'production facility' of the
focal firm is. Viewing security analysts as a production asset (a resource
base) of the focal firm, economic theory would predict the observed
negative relation between the adoption of Index funds and the number
of analysts employed. The reasoning would be that if a firm has a limited administrative capability and a strong (and expensive) resource
base of security analysts, then introducing a new fund, which draws on
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administrative capability but does not utilize existing security analysts,
would not be economically wise. This reasoning, however, assumes that
security analysts represent a fixed cost (a reasonable assumption), and
that the administrative system is scalable in rather large increments (not
as reasonable an assumption as the administration easily can be outsourced). Such an interpretation would provide an economic explanation of why the coefficient of the Number of analysts is negative for
Index fimds, and positive for Mixed assets funds (which makes good 'use'
of a strong production facility). There is however no straightforward
economic explanation for why the adoption of the other controversial
fund (SRI funds) also should be negatively related to the number of
analysts employed. On the contrary, economic reasoning suggests that
the number of security analysts coefficient should have a positive sign
for this fund category for the same reason as for the Mixed assets category.
If an economic interpretation is correct (and an institutional interpretation is superfluous), the combined negative sign of the security
analyst coefficient for both the Index and SRI funds could be due to a
very strong negative effect of Index funds (predicted) crowding out a
(predicted) positive sign for the SRI fund. Re-estimating the model for
the Index and the SRI funds separately" provides a test of the plausibility of the economic explanation. If this re-estimation finds that SRI
funds, when analyzed separately, have a positive sign for analyst
strength (as predicted by an economic interpretation) it would cast
doubts on the validity of the institutional explanation for the negative
relation of analyst strength and adoption.

87 Splitting this category; the number of observations becomes very limited (4 observations per estimated coefficient) and findings should only be interpreted at a sign level.
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Table 9 - Analyzing Index and SRI separately

Model 2 (separateanalysis of SRI/Index)
Index
SRI
Propensity (u)
0.3565
(0.5093)
0.8002***
(0.07635)
-79.73***
(18.47)
0.0719
(0.0454)
-0.1273
(0.1328)
0.2887***
(0.0562)

-5.156D*
(2.977)
1.330***
(0.3739)
-22.37
(31.11)
0.3576**
(0.1622)
1.562**
(0.7483)
-1.065***
(0.2923)

Number of analysts

·1.173*~:~

·4.211:~*

Average fund-size

(0.2940)
-1.108***
(0.1933)

(2.014)
-0.3169
(0.5436)

-2250
(304.5)
0.5153
(289)
0.2377
(390.5)
0.8740
(248.6)

-5.422***
(0.3208)
0.01639
(0.09116)
0.2790
(0.2024)
0.5594***
(0.1593)

-0.007
(812.1)
75.51

-7.517
(29.70)
-67.06

184.15***
(13)
59

76.62***
(13)
36

Intercept
Prior adoption
Length last spell
Firm age
Firm size
Resource availability

Susceptibilityljl)
Intercept
Average fund-size
Number of analysts
Firm performance
Socialproximity(0)
Same type
Destination log likelihood (Max log L)
Log likelihood test
(base-line) (d.f.)
Observed cases
*p < O.1;**p
rors in parenthesis.

< 0.05;* ** P < 0.01 All significance test

are two-tailed. Standard er-

As seen in Table 9, the adoption of both Index and SRI funds are
negatively related to the Number of analysts variable (both coefficients are negative and significant). This finding provides some confidence in the value of an institutional interpretation of the effects of
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the number of analysts variable as the economic prediction was not
supported.
Another economic argument could still be made that the Number of analysts variable actually picks up a firm-size effect, which
leads to the observed negative sign of the coefficient. Index and SRI
funds could, from an economic perspective, be seen as not 'controversial' but merely extreme niche products with a limited market potential.
It could then be argued that only small firms would be interested in
adopting these, and that the negative relation between number of analysts and adoption actually reflects this. However, including firm market-share in the analysis, which is arguably a better estimate of firm size
than the number of analysts employed, should control for this alternative interpretation. After looking into plausible alternative interpretations of the estimated coefficient signs for the Number of analysts
variable, it seems that an institutional interpretation is the most persuasrve,
Hypotheses 4a and 4b received only partial support in the analysis. Specifically, only hypothesis 4a, predicting that the direction of diffusion over time should be from larger to smaller firms was supported.
This finding is in line with standard economic diffusion theory (c.f.
Mansfield, 1961). Finding that the diffusion of Mixed assets funds is
positively influenced by earlier adoptions by socially proximate firms
(hypothesis Sa) is also in line with predictions using strategic group
theory (Caves and Porter, 1977; Porac et al. 1995). Competitive actions
of group members are thought to be attended to more closely than the
actions of out of group firms. However, strategic group theory does
not predict, as does an institutional approach, that adoptions of controversial products by socially proximate firms are net significantly influential in the adoption decision of a focal firm, and that the susceptibility influence instead operates through professional network contacts.
The support for hypothesis sb is therefore another result of the first
analysis that is difficult to explain in a satisfactory manner using a
purely economic theory framework.
5.2.3 Orgernizationalpolitics as an altematice (.?) view
Another alternative interpretation of the empirical findings is the organization-political view (c.f. Pettigrew, 1973; Pfeffer, 1981; March,
1994). The main argument would be that if security analysts are important actors in the mutual fund firm (as argued in chapter three), a
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collectively held professional dislike of Index and SRI funds would explain the negative relationship between likelihood of adoption and
number of analysts employed. Arguably, this explanation is not exactly
an alternative to the above institutional interpretation. On the contrary
it may actually be a complementary explanation, but at a different level
of analysis. Institutionalized ideas are often politically contentious
(March and Olsen, 1989) and the process of institutionalization has
been argued by several influential authors to be political in its nature
(Fligstein, 1996; Mizruchi and Fein, 1999). As argued in chapter three,
security analysts may have good reason to (collectively as a profession)
be negatively inclined towards the adoption of index funds as it challenges the idea of active management and the value of their professional contribution. Also SRI funds may be looked upon with some
professional skepticism as some alternative analysis techniques are
used. Firms with more security analysts would, according to this line of
argument, be less likely adopters of both irdex and SRI funds than
smaller firms where internal resistance would be less. However, to
claim that the observed outcome of the analysis is a result of successful political maneuvering by security analysts would demand a more
process-oriented set of data than that available in the present dissertation. It is, for example, not obvious why a solid opposition to a particular mutual fund category would be more likely to form in a larger
analyst collective (where more individuals would need to agree) than in
a smaller analyst collective (which is what the empirical analysis would
suggest). The interpretation has rather strong face validity though, as
interviews with firms that have adopted Index or SRI products often
point to 'internal analyst resistance' as a leading reason why they do not
expect the larger firms to imitate them.
The first analysis thus provides support for the idea of adding an
institutional dimension to the analysis of the product introduction behavior of firms, in particular when understanding the use of actions
that deviate from norms in an industry context. The next section assesses the robustness of these findings by introducing additional institutional variables.
5.2.4 Testing the institutional rraIel fUrther
Judging from the first analysis there is some predictive value from introducing institutional variables together with economic variables.
While an economic model provides strong predictions for how a prod-
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uct category that is in line with norms of how to compete diffuses
across an industry, an institutional view adds an understanding of how
controversial products spread through the same community. This
finding is, however, based on the support of two institutional hypotheses. One specific institutional 'marker' variable (Number of analysts)
correctly predicts a difference in the way SRI/Index and Mixed assets
products diffuse, and the diffusion channel of SRI/Index funds is in
line with predictions. To assess the 'robustness' of this institutional interpretation, this section re-estimates model 1 with the introduction of
two additional variables with clear institutional predictions. The aim is
to see if these additional variables can add further predictive power to
the model. One of the variables is an indicator of when firms should
be more susceptible to the adoption of controversial funds, whereas
the other variable predicts which firms should be more susceptible to
earlier adoptions of non-controversial products.

5.2.4.1 Media attention and the diffusion of new ideas
The first variable is a measure of the public discourse surrounding the
mutual funds - the Media attention on a fund category. This variable
is constructed to measure media attention in relation to how well the
fund has succeeded (as measured by average size of fund, see section
4.4.3.1). Economic and institutional theories differ in terms of predictions about the effects of media attention. An economic prediction is
that the number of articles written about a product category should be
positivelyrelated to introduction behavior of both product categories controversial as well as non-controversial funds. The reason is simply
that it is good publicity (provided that it is not only negative) and that it
provides additional information to firms about earlier adoptions. An
institutional prediction, on the other hand, is that media attention
should primarily influence the adoption of the product category lacking in normative legitimacy (Index and SRI), whereas adoption of the
other product category (Mixed asset) would not be as strongly (if at all)
influenced. The reasoning is that firms can draw on different types of
sources of legitimacy to justify their actions. If a practice is cognitively
legitimate within the adoption community, the need is not so great to
rely on an external source of legitimacy, such as media coverage, as
when a practice lacks in legitimacy (c.£. Elsbach, 1994; Ruef and Scott,
1998). Over time, however, external legitimacy in the form of public
attention may lead to a greater cognitive legitimacy within the adoption
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community (Hirsch, 1986; Greenwood er. aI., 2002). As the theorized
influence of the media attention variable is on how sensitive firms are
to the information of earlier adoptions, the variable is included in the
susceptibility vector of the model. The results of a re-estimation of the
first model, including the Media attention variable are presented in
Table 10.
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Table 10 - Analysis including media attention to a fund type

Model 3 media attention included
Index/SRI
Mixed assets
Propensity (o)
Intercept
Prior adoption
Length last spell

Firm age
Firm size
ResourceAvailability
Number of analysts
Average fund-size

-0.8294**
(0.4724)
0.71***
(0.101)
-25.16*
(13.84)
0.1002**
(0.0315)
1.711***
(0.28)
0.2373***
(0.0553)
-13.81***
(1.955)
0.4086**
(0.2044)

0.04716
(0.49)
0.5854***
(0.0786)
-22.54**
(9.825)
-0.2624***
(0.0666)
0.6139**
(0.2769)
0.5367***
(0.177)
1.451***
(0.497)
0.3417**
(0.133)

-5.967***
(0.3738)
0.0028
(0.0691)
0.2253**
(0.1087)
0.56***
(0.0269)
(0.0269)

-7.461***
(0.5038)
0.4358***
(0.0422)
0.052
(0.1389)
-0.0346
(0.199)
0.0268
(0.0763)

0.3974
(1.085)
-51.2

2.334***
(0.6538)
9.9

276.51***
(14)

418***
(14)

Susceptibilityfp)
Intercept
Average fund-size
Number of analysts

Firm performance
Media attention
Socialproximity (8)
Same type
Destination log likelihood (Maxlog L)
Log likelihoodtest
(d.f.)
Model log likelihood
Log lik. Test (base-line,
(d.f.)
Log likelihoodtest
odell, d.f.

0.2671::-:~'~

-41.3
694.52***
(28)
76.65***
2

*p < O.1;**p < 0.05;* ** P < 0.01 All significance test are two-tailed. Standard errors in parenthesis.
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The result of the analysis supports an institutional prediction, as
the Media attention coefficient is positive and significant for the Index/SRI fund adoption and non-significant for the adoption of Mixed
assets funds. The model-fit also improves significantly (x2 = 76, with 2
degrees of freedom) as compared to model! with the inclusion of the
Media attention variable.
The substantive effect of the Media attention variable, that articles written precede adoption of Index/SRI funds but lag adoptions
of Mixed assets funds, can also be illustrated from the data. Plotting the
number of articles, lagged by one year, against the adoption pattern of
each of the product categories (Figure 36) a clear pattern, supportive
of an institutional interpretation, emerges. Adoptions of Mixed asset
funds preceded media attention, while adoption of index and SRI funds
followed closely on media attention.
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Figure 36 - Media attention and adoptions

5.2.4.2 Involvement in a professional industry association

Another test of the predictive power of an institutional perspective is
to investigate what a close association with the organization of the
analyst profession - the Sr.miish Security Analysts organization (SFF)
means in terms of susceptibilityto the introduction of a controversial
or non-controversial product. From an institutional perspective, a firm
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that is deeply involved in the workings of the SFF should be more
likely to be interested in appearing legitimate. An indicator of the degree to which a firm is involved in SFF is whether or not an employee
of the firm has been the chairperson of the association {there is a system rotating the position of the chairperson among the constituent
firms) 88. Having a chairperson employed is thus predicted negatively
related to the sensitivity to earlier adoptions of an Index/SRI product,
but positively related to the sensitivity to earlier adoptions of a Mixed
assets product. There is no directly intuitive economic alternative interpretation of this variable though. Results from re-estimating the model
including the variable SFF Chairperson are shown in Table 11.

88 To adjust for the increased probability that a firm with more analysts should have a
chairperson, the dummy variable is divided by number of analysts employed (see section
4.3.1 in chapter 4).
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Table 11 - Analysis withSFFChairperson

erson included
Mixed assets
Propensity (a)
Intercept
Prior adoption
Lengthlast spell
Firm age
Firm size
Resource availability
Number of analysts
Average fund-size

Susceptibilityjjl)
Intercept
Average fund-size
Number of analysts

Firm performance
SFF chairperson
Social proximity(0)
Same type

-0.6544
(0.4359)
0.6351***
(0.0818)
-31.35*
(16.18)
0.0803**
(0.0302)
1.521***
(0.2687)
0.2629***
(0.0505)
-13.28***
(2.244)
0.4734**
(0.179)

0.0846
(0.478)
0.5859***
(0.0757)
-22.76**
(10.14)
-0.261***
(0.062)
0.6089**
(0.2579)
-0.53**
(0.1679)
1.423**
(0.4688)
0.3345**
(0.1307)

-5.35***
(0.2578)
0.0327
(0.056)
0.278**
(0.1276)
0.4477***
(0.120)
0.2984
(0.2096)

-7.622*·~*

-0.7732
(1.060)
-86.88

(0.4866)
0.4458*·~*

(0.0416)
0.1606
(0.1389)
0.0117
(0.2028)
0.7218*~'~

(0.218)
2.1***
(0.6338)
13.806

Destinationlog likelihood (Max log L)
Log likelihood test
205.15***
425.81***
(d.f.)
(14)
(14)
Modelloglikelihood
-73.07
Log lik. test (base-line)
630.96***
(d.f.)
(28)
Log likelihood test
13.09**
odell, d.f.
2
*p < O.l;**p < 0.05;* ** P < 0.01 All significance test aretwo-tailed. Standard errors in parenthesis.
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The institutional hypothesis about how firms that are closely involved in the SFF are influenced by earlier adoptions receives only
partial support in this analysis. A firm that employs a person who has
at any point in time chaired the SFF is, as predicted, more likely to be
influenced by another firm to introduce a Mixed assets product as the
coefficient of SFF chairperson is positive and significant. Involvement in SFF; on the other hand, has no significant effect on the likelihood of being influenced by the adoption of a Index/SRI fund, as the
SFF chairperson variable is positive, but insignificant for this fund
category. The increase in model-fit from introducing this variable is
more modest than the increase from adding the Media attention variable, but it is still a significant improvement over the first model.
To sum up, additional analyses indicate the value of institutional
variables in predicting when earlier adoptions of controversial products
are more likely to be imitated (when there is high media attention). Institutional variables also predict that firms that are heavily involved in
the work of one of the professional associations of the industry are
more likely to be influenced by earlier adoptions of legitimate products,
but not by illegitimate product adoptions. These findings indicate that
an institutional interpretation of firm product introduction behavior is
plausible also using other institutional variables, thus indicating some
robustness in the idea of using institutional variables in conjunction
with economic variables.
5.2.5 What do the analYses show?

The findings from the first three analyses provide support for the hypotheses forwarded in chapter three. A summary of the hypotheses,
the predicted and the actual signs are provided in Table 12.
The 'base-case' model reads as:
Intercept

+ aO Prior Adoption
+ a I Length last spell

!propensity

I

+

+ a2 Firm age
+ a3 Firm Size
+ a4 Resource availability
+ a5 Number of analysts
+ a6 Average fund size
Intercept

+ jlOAverage fund size
+ jll Number of analysts
+ jl2 Firm performance jl

IContagionI

X

:E(Base line adoptions

(I)

+
Intercept
+ JlO Average fund size
+ JlI Number of analysts
+ jl2 Firm performance jl

X
:E(150Socially proximate
)
adoptions (,)
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T abl e 12 - Pre dicte d signs and outcomes
Predicted sign
Hypothesis
The introduction of
products
1: The size of a mutual fund
a3 > 0 for j = 1,2
firm is positivelyrelated to
the speed of adoption of
product innovations
2a: Mixed asset funds are inas> 0 for j = 1
troduced by central firms
2b: Index andSRI funds are
as < Oforj = 2
introduced bymarginal
firms.
3 The size of earliermutual
a6 > 0 for j = 1,2
funds with the same investment objectiveis positively
related to adoption speed.
The diffusion of products
through the industry
Correlation Size /
4a: Mixed asset funds spread
from central to marginal
entry order> 0
actors (fasterdiffusion)
Correlation Size /
4b: Index, SRI funds spread
from marginalto central
entry order < 0
actors (slowerdiffusion)
Sa: Mixed asset funds diffuse
s >0 and ~O > 0
through local market confor j = 2
tacts and through cohesive
firm-levelnetworks (drawing
on cognitivelezitimacv)
Sb: Index, SRI funds spread
~1 > 0 and 0 not sigthrough pernificant for j = 1
sonal/professional networks
(drawing on morallegitimacy).
J1

=

Observed sign Support

a3 >0 for j =
1***,2***

Yes

as >0 for
i=1***
as <0 for j=
2*

Yes

a6> 0 forj =
1***,2***

Yes

Correlation
Size / entry
order> 0**
Correlation
Size / entry
order> 0**
o>0 and ~O >
ofor j = 2***

Yes

~1

> 0*** and
onot significant for j = 1

Yes

No

Yes

Yes

Mixed assets fund; J2 = Index/SRI fund. *p < O.1j**p < 0.05j* **P < 0.01

5.2.5.1 Interpreting the findings
An intuitive understanding of the results in the first analysis is as follows. Mixed asset funds are more likely to be introduced byyoung firms
with a large market share, employing many security analysts and when
the resources in the market are shrinking. The adoption hazard is
greater when the product has been shown to be successful. Mixed assets
products spread primarily through market contacts with similar firms.
Observing a firm with a similar corporate parentage adopting a new
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product, which also performs well, is likely to trigger adoption by the
focal firm. In essence, this is the standard diffusion story as told from
an economic perspective where firms chase profits and care about the
actions of other firms in their competitive group.
Index and SRI funds, on the other hand, are more likelyto be introduced by firms with a large market share, employing few security
analysts and in times of market growth. The adoption hazard is greater
when the product has been shown to be successful with earlier adopters. Index and SRI products then spread through the community primarily through personal networks (of security analysts), rather than
through market contacts. The understanding of how these products
spread is different from the standard economic story, but in line with
an institutional perspective.
With respect to the difference observed in the first analysis of
the diffusion rates of the different products (Figure 32), an interpretation of the underlying mechanisms can now be attempted. The difference in speed of diffusion can be understood as a combined effect of
differences in ubo is likely to introduce the new product category and
differences in the cha'YlJ7l1s by which they subsequently diffuse. Index/SRI products spread mainly through professional networks, rather
than by seeing other firms adopting. The observation that it is mainly
firms with few analysts that introduce an Index/SRI product provides an
explanation for the slow diffusion relative to the Mixed asset fund.
Firms that are the most likely to introduce the product are those with
the fewest links to the analyst community, and thus the firms that are
the least likely to influence other firms to adopt. Mixed asset products,
on the other hand, spread primarily among firms that perceive each
other as similar and have contacts in the market. When a product
shows promise (through an increase in the average fund size) other
firms are influenced to adopt. As suggested by Davis and Greve
(1997), a market contact diffusion channel is most often faster than a
personal network channel, which may depend on actual contact, and
not only knowledge about the actions of another actor.
Using an institutional perspective in conjunction with an economic perspective provides an understanding of the different mechanisms driving the diffusion process, and hence provides an explanation
for the differences observed in Figure 32. While an economic perspective captures the basic 'driver' of product diffusion (firms looking for
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profits), an institutional perspective adds the dimension of how ideas
taken for granted about how products are profitable shape the actual
behavior of firms. When the innovation in question is in line with existing norms, firm behavior is well captured by the economic model. In
the case where a product diverges from norms of how firms should
compete, however, some firms behave as if they care about aspects of
how legitimate their actions seem to other actors. To test the robustness of the institutional predictions, the first analysis was expanded by
additional analyses. These analyses generated continued empirical support for the idea that firms look not only to the profitability of adoption, but firms are also institutionally biased in the product introduction opportunities they perceive.
The main support for an institutional argument is the differences
in coefficient estimates of the institutional variables observed across
the controversial and non-controversial product categories. The last
question to be addressed in this chapter is whether or not these observed differences in the coefficients of specific variables are strong
enough to influence the diffusion process for a product category as a
whole.
5.2.6 Cmstraints and effir:ts on the diffUsion process

Given that institutional variables do pick up an institutional influence
on the competitive behavior of firms, it still remains to be seen
whether these effects are strong enough to account for the difference
in the aggregate diffusion pattern of the two product categories. Observing that the estimated coefficients of individual variables differ in
their sign across the two product classes does not necessarilymean that
these observed differences influence the aggregate diffusion patterns
of the products. Not all differences in coefficient estimates will be significant enough to influence a diffusion process. An important question is therefore whether or not the observed differences in the institutional 'marker' variable are strong enough to influence the observed
difference in diffusion patterns between the product categories.
Constraining the estimated coefficients to be equal across both
the outcomes and the comparing the change in model fit from letting
the constraints go, one by one, will test what (if any) individual variables are influential enough to affect the diffusion process. Coefficients
that provide the greatest gain in model fit when released have the
strongest influence on driving differences in the diffusion processes of
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the two product categories (Greve, 1998). In a re-analysis of model 1,
all coefficients except the intercepts are constrained to be equal across
the two product categories (Table 13).
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Table 13 - Analysis using coefficient constraints

Model 5 a constrained model
Constrained estimates
X2 value of no constraint
(d.f. 1)
Propensity (a)
Intercept (Index &
SRI/Mixed assets)
Prior adoption
Length last spell
Firm age
Firm size
Resourceavailability
Nwnber of analysts
Average fund-size

-0.5629
-1.405***
(0.2649)
(0.338)
0.5369***
(0.0337)
-16.65**
(7.535)
-0.0681*>f*
(0.0189)
0.4003***
(0.0925)
0.1038*>f
(0.0359)
-2.08***
(0.3401)
0.3345***
(0.0605)

12.95
7.59
5.44

7.99
0.03
37.16
44.22

Susceptibilityjjl)
Intercept
Average fund-size
Nwnber of analysts
Firm performance

Social proximity (0)
Sametype
Model log likelihood
Log likelihoodtest
(base-line) (d.f.)
Log likelihoodtest
model 1 .) d.f.

-8.550***
-7.419**>f
(0.5646)
(0.493)
0.3083**>f
(0.0313)
0.4402*>f>f
(0.0959)
0.2546**
(0.0949)

2.263***
(0.6359)

22.02
4.59
6.13

0.30
-131.76
513.6***
(15)
104.27***
11

*p < O.1;**p < 0.05;* ** P < 0.01 All significance test are two-tailed. Standard errors in parenthesis. a) Note that the test against model 1 is reversed - it tests whether or
not model 1 has a better fit than model 5.
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As can be seen, the coefficient of the Number of analysts variable has the second highest X2 - improvement value, much higher than
the average coefficient estimate. Relaxing the equality constraint on the
security analyst variable thus provides a significant improvement in
model fit. The largest negative effect on model-fit of constraining a
variable coefficient across the two product categories is from the Average fund size variable. There are thus clear differences in how perceived profitability drives the two diffusion processes. Other coefficients, such as market growth, on the other hand, may be constrained
to equality without any significant loss of model fit. These results indicate that the institutional variable has the statistical significance to influence the different diffusion patterns that the two product categories
display. Another finding, intriguing from an economic theory point of
view; is that perceived profitability affects the diffusion processes in a
significantlydifferent way across the two product categories. Why does
the influence of the profitability from adoption variable seem to differ
across the adoption of these two product categories? At the time of
writing there is no clear theoretical interpretation of this finding. We
might speculate though that because some of the other variables differ
in their effect on the diffusion mechanisms, the relative influence of
perceived profitability differs across the product categories. This is,
however, mere speculation.
To see the effect of individual variables on the estimated hazard
rate of adoption it is useful to inspect the anti-logs -of the estimated
coefficients. In a log-linear model (such as the heterogeneous diffusion
model) the anti-log provides information about the mtitiplier effect for a
unit change in the variable - i.e. the change in the hazard rate by one
unit change in the variable (Tuma, 1993). The interpretation of the
multiplier with respect to the heterogeneous diffusion model is a little
less straightforward than with ordinary log-linear models. Recall that in
the heterogeneous diffusion model the total hazard rate of an adoption
event is the sum of the propensity and the aJYltafjon effects. The multiplier
of a particular variable is therefore understood as multiplying either the
propensity or the contagion part of the sum. A multiplier of the propensity effect shows how the variable influences part of the hazard of
adoption for the focal firm, whereas the contagion effect is a multiplication of the effect of observing one more adoption in the community
on the hazard of adoption of the focal firm.
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Based on the anti-log values, the multiplier effects of each of the
variables on either the propensity or the contagion part of the hazard
rate are given in Table 14.
Table 14 - Multiplier effect of variables
Unit

Index/SRI
fund

Mixed asset
fund

Length last spell

Number of
adoptions
Months

Age

Firm years

1.718***
(0.0802)
51.04-6 ***
(6.19-6)
0.967
(0.041)
1.768**
(0.3594)
1.204***
(0.0548)

1.795***
(0.1411)
16.74-11 ***
(16.46- 1°)
0.77***
(0.0511)
1.84*
(0.507)
0.586***
(0.103)

Propensity multiplier effect
of:
Prior adoption

Firm size

Ln(market
share) % * 100
Resource availability Market size in
100 Mill SEK /
firm
0.0106***
Number of analysts Person years /
4.24
(0.0251)
10
(2.1)
Average fund-size SEK 100 Mil1.393**
1.406**
lion
(0.1681)
(0.1877)
Multiplier effect of earlier
adoptions of:
Average fund-size SEK 100 Mil1.548***
0.968
lion
(0.0877)
(0.0651)
Number of analysts Personyears /
1.779**
1.055
10
(0.389)
(0.1469)
Firm performance
1.611***
Change in
0.9662
In(marketshare)
(0.2089)
(0.1914)
from lastyear
Same type firm
1.052
1.018***
*p < O.l;**p < 0.05;* ** P < 0.01 All significance test aretwo-tailed. Standard errors in parentheses.

With respect to the propensity and the susceptibility influences,
the effect of Number of analysts on the total adoption hazard for
Index/SRI funds seems to work in opposite directions. Adding one extra security analyst to the staff multiplies the firm adoption propensity
(to adopt without seeing earlier adoptions) of the hazard by 0.189 (a
89 0.01
10 persons).

(the anti-log value) * 10 (the unit of the number of analysts variable scaled to
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tenth of what it would be without that extra security analyst). On the
other hand, one more security analyst on the staff multiplied the effect
of all previously observed Index/SRI adoptions (contagion effect) by
almost 18 times.
For Mixed assets adoptions the main driving variable is how profitable a new product seems. An increase in the average fund size by
SEK 100 million (@ 1980 value) increased the susceptibility part of the
hazard of a firm by 1.4. The social proximity effect is, in comparison,
rather modest where an adoption by a socially proximate firm multiplied the effect of earlier adoptions only by about 2 per cent as compared to the adoption by a non-proximate firm. With respect to both
product categories, every 100 million (in 1980 SEK value) added by the
average fund in that category in the market multiplied the propensity
part of the hazard rate of adoption by about 1.8 (almost doubling it).
In general, the multiplier effects provides the same impression of
what variables that really matter in shaping the diffusion processes of
the two products as model 5 does (the constrained analysis). The
Number of analysts and the Average fund size most clearly influence the diffusion processes of both the Index/SRI and the Mixed assets
products. While the other variables provide value in the model, the way
these two variables influence the adoption of Index/SRI and Mixed assets products together explain much of the observed difference in the
diffusion rates.
The closing two chapters of the dissertation expand further on
the fmdings of this analysis. Chapter six relates the quantitative insights
to two case studies of firms adopting controversial products. Chapter
seven then relates the quantitative as well as qualitative findings to existing theory on competition and the spread of new ideas.
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5.3 Appendix I - Integrated hazard rates for three equity
based mutual fund categories
An argument could be made that the difference in speed of diffusion
between Mixed asset funds and SRI and Index funds is less due to the illegitimacy of the adoption of the latter category than the unusual fast
adoption of the former. Estimating a non-parametric integrated hazard
rate (Nelson-Aalen'P) for first adoption of three different categories of
equity-based mutual funds (R£flional, Industry and Mixed assets) shows
that the adoption of Mixed asset funds has not been exceptionally fast
relative to other mutual funds. As far as equity-based mutual funds go
the adoption of Mixed assets funds has in fact been relatively slow as
seen in Figure 37.
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Figure 37 - Integrated hazard rate of three equity-based mutual funds

As argued in the text, the difference in the speed of adoption
between Mixed asset funds and Index and SRI funds is thus not likely to

90 See Tuma and Hannan (1984) for details. The integrated hazard rate was estimated
using Rate 3.0.
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constitute an artifact of Mixed asset funds spreading at an abnormally
fast rate.

OiAPTERSIX

Controversial Products as a Strategy:
Two Case Studies

THE FINDINGS OF CHAPTER FIVE, on the one hand provide support for an economic model where firms adopt new products based
primarily on their perceived relative advantage or profitability An institutional perspective, however, adds the nuance that some innovations, not considered in line with norms of how firms should compete,
were adopted based on different criteria and more slowly. The institutional interpretation also suggested that firms that were less embedded
in the institutional setting were more likely to break with these norms
and introduce 'illegitimate' products. An important question not addressed in the quantitative analysis is why any firm would want to
adopt a product that is considered with a greater skepticism than the
'normal' product? A common opinion is that it is a 'safer bet' to stay
with the crowd (Rao et. al., 2001), and a central tenet in institutional
theory suggests firms are penalized in economic ways for diverging
from established norms (Zuckerman, 1999).
Theory and earlier studies suggest two main mechanisms that
may induce firms to diverge from existing norms (refer discussion section 2.4.2.2, chapter two). The first mechanism is related to the increase
in relative costs of a resource that often follows with the institutionalization (and therefore increased demand for) a practice (Oliver, 1991;
Leblebici et. al, 1991). The second suggested mechanism is the decrease in likelihood of imitation (and therefore less intense competition) that follows the adoption of an illegitimate practice (McMillan et,
al., 1985; Oliver, 1997). The substantive findings of the quantitative
analysis of chapter five indicate that an institutionally embedded firm is
less likely to adopt an 'illegitimate' product (such as an Index or SRI
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fund), which seems to provide some support for the latter mechanism.
Firms that are aware of this may seek a 'protected niche' through the
adoption of an illegitimate product. Discussions in chapter three on
the historical development of the market also indicate that the resource
cost for using analysts have increased rapidly during the period of observation (see section 3.5.2.1, chapter three), lending some face validity
to the former mechanism.
This chapter presents the case studies of two firms for which the
adoption of Index or SRI funds was a central feature of their strategy.
The cases illustrate the workings of both mechanisms for breaking
with institutional norms as discussed above. Both cases draw on the
interviews with the senior managers of these firms (in 1999), as well as
other public sources.

6.1 Betting on being average: an index fund strategy
Erik Penser Fonder entered the Swedishmarket for mutual funds in 1994.
It is part of a larger corporate group, which also incorporates Erik Penser Fondkanmission a medium sized stock brokerage firm. From the start,
Penser Fonder decided to market only index funds. As the CEO Ulf
Houlst expressed it:
"~ said that ue can notstart the samejimds as the larg:? banks because ue

do not bau: the same distribution netlWrk as they do. So ue said Index,
partly because ue like the concept and partly beouee ue figumi that ue
uaJdnot bau: to hire a rzuJ'11b?r of fund~... ."
Mr. Houlst describes two main drivers for their choice of product strategy - mainly the need to find a less crowded niche, but also an
advantage of being able to minimize costs of operation. They were
also impressed by the, at the time, strong performance of the index
funds in the U.S. All of these considerations pointed to the advantage
of marketing index funds. Penser Fonder was not first in the Swedish
market to sell index funds though. Handelsbmken Fonder introduced an
index fund already in the early 1970's. Handdsbanken, however, marketed their indexfund as any other actively managed fund in their portfolio, charging the same management fee for the index fund as for
other actively managed funds.
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Penser Fonder differentiated their index offering as compared to
Handelsbanken by their pricing strategy as well as in the technical construction of the fund. Firstly they priced their index funds more aggressively, at a 0.5 per cent management fee, whereas Handelsbanken at
the time charged a management fee of 1.4 per cent?", Secondly, they
registered their index funds as national funds ('nationella fonder), providing greater latitude in the investment choices made by their fund92 ,
but limiting their active sales efforts outside Sweden. These two points
differentiated the Penser Index product from the index fund offered by
Handelsbanken and their index fund could replicate the Swedish index in
a closer way than earlier index funds.
Even though Penser Fonder and Handelsbanken Fonder sold, in effect, identical products at very different prices, customers did not flock
to the Penser Fonder Index funds. A Swedish index fund replicates the
general development of the Swedish stock market, regardless of who
manages it. The difference is that when Handelsbanken manages the
fund, the management fee is 0.9 per cent of the assets, whereas if Penser Fonder manages it, the management fee is 0.5 per cent. The lukewarm customer response is curious from an economic perspective, but
understandable from a regulatory perspective. One reason for customer
immobility is the tax structure. As expressed by Mr. Houlst:

capital gains taxatun. .. It isan important reason[oransamer immobility. Another issue is, of course, that people bece mttny other links with
their banks. You hace loans, perhaps afirm. People bau:a relationship with
their bank. Then there is tradition, Clad used this bank and so will I~
Money isnot-eeryfluid ~ batencticed that.
ce••••

JJ

As discussed in chapter three, the present tax system serves to
lock in funds already invested in mutual funds as changing from one
fund to another may incur a 30 per cent capital gains tax. This effect
was mentioned by most of the executives and also pointed out as a
major impediment to competition in the market by a Government report on the future of the financial markets in Sweden (Dennis, 2000).
91

Subsequently after some media attention, Handelsbanken reduced their fee to 0.9

per cent.
92 A 'national fund' is less restricted as to how heavily they are allowed to weight a
particular asset (where a 'normal' mutual fund is limited to holding less than 10 per cent of
its assets in one equity).
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One of the arguments for choosing to enter the index product
niche was the wish to avoid direct competition with larger firms, Mr.
Houlst reasoned that the risk of larger firms introducing a large number of index funds is limited, primarily due to the potential for internal
conflicts:

"I u:aJd notlike to run a mutual fimd firm that sells both rmrnagd and
index fUnds... I ucald notWJnt to hare a rmrnagm Sr.miish broad Obp:ti7£
fimd anda similar index funds. Because then I hare... as it lmks today, I
cha~ 1.5per cent jar the~jimd, and 0.5,0.6 [per ceujfor the index fimd And I know that [after a uhile], the index jimdpeifimns better... Haw can I keep my price up on the ~jimd? Haw can I motiuaemy custoners to buy it?"
However, imitation of the index concept was not seen as only
negative though. As the idea of index investment was relatively new
among consumers, Mr. Houlst saw possible positive marketing externalities.

I con happy the more firms propagate jar the index [concept]. It is
gxd: .. 111UWl, this is thealtematne to traduional managunent. .. Basically
I feel that it [imitation] is gxx1. we do not hare tbe strength to spread the
index concept onour own. a
a•••

But all imitation was not seen with equal jay. Larger firms starting index funds were seen as potentiallythreatening.

there isa dear risk that la~ ftreifll firms erueruben the PPM93 allaw
index products. we then hare to rely on the Penser name being appreciated:
we hare a goal, strong brand, 7ihU:h is not 'W)' cormn: And also the
feeling that the money musted stays in Suede: "
re•••

6.1.1 Has the index niche strategy uvrk«il

By the year 2000, three other firms had introduced index funds in the
Swedish market - all of them small firms and relatively new entrants.
Penser Fonder has retained its position as the second largest actor (after
Handelsbanken) in the product niche for index funds, and their main
93

The new pension system, see discussion in section 3.3.3.2.
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hope for the future has been the introduction of the Prenepensun system PPM (the new pension system, see the discussion in section
3.3.3.2, chapter three). While the bet that few other large firms would
enter the index niche seems to have been correct, there is also the
question of whether the index niche is an attractive niche to be in at all.
At the time of writing this case study the figures of the first and
second PPM investment rounds show that Penser Fonder took a 0.4 per
cent market share in both of these investment rounds, which places
them in the lower half of the list of firms participating in the PPM.
Penser Fonder attracted about half the market share of another firm that
entered the market in 1996, but which focused on the niche of SocialJy
Responsi/de Inustmet; - KPA. There are several different possible explanations for the difference in success rate in the new pension system
though. Firstly, the Premie Pension authority (Pnmiepensions myru;IigJeten)
only allowed Penser Fander to enter its Swedish index fund, not their foreign index funds. As the Swedish stock market plummeted shortly after
the first PPS selection fund, Swedish index funds have not been very
attractive investment vehicles to most investors. Secondly, KPA . being
the mutual fund subsidiary of a communal workers' union - had a
'captive' customer base to roll out their products to. It is thus difficult
to attribute the difference in the success rates of these two firms to a
difference in the attractiveness of these two niches. What is clear,
though, is that the most successful independent entrant, judging from
the PPM figures, is Didner & Gerg: This is a small (two-man) firm that
offers only one actively managed fund, but they took a market share of
4.7 per cent, ahead of several of the large banks that have traditionally
held the market in a strong grip. Didner & G~ has shown a very
strong asset management record, and they have received much media
attention as the 'David' against the 'Goliath's' of the mutual fund industry.
So, while entering the index niche has meant limited competition
from other large actors, customer interest in this niche has also been
limited, leading to modest growth prospects (in terms of market share).
While the limited interest from large actors provides relief from competition, it also probably bounds consumer awareness of the product
niche due to smaller marketing externalities.
The next case study is of a firm that made the entry into the
niche of Socially Responsible funds central to its strategy.
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6.2 Salvation through SociallyResponsible Investment
The second case relates the story of one of the first independent firms
active in the mutual fund market. The firms had to change competitive
niche in the early 1990's and became synonymous with socially responsible investment in Sweden - Banco Fonder.
Banco Fonder was established in 1975 as the common fund management firm of Pro7insbankerna - a confederation of six local banks.
Bana: Fonder provided the fund management services, and the local
'province' banks distributed these to their customers. The arrangement
meant that Bana: had little direct contact with the end customer, and
therefore was rather unknown to the average consumer. By the end of
the 1980's, most of the Provinsbankerna had been acquired by larger actors and the distribution channel of Banco disappeared. As the CEQ,
Mrs. Kajsa Lindstahl recalls:

eel had ben themanagingdi:r«:torfr a couple of )W~, this w::tS in 198889 and I uanted to showthat it uaspossible to surtneonfimd~
only [without having to be a bank].... Haw does me find a niche so that
anseners find us instead of the banks? Wkre are the custoners ubo are
anscious enougp to look one extra time kfirre they choose a fUnd inustmnt?.. The third [consideration] w::tS that at heart I am a humanist ... I
do not like the talk of 'raw capitalim' and tum; to shaw that mmey is a
tool. Sueden is permeated bycharity organizations, a lot of peopie are memo
ben of these organizatitJns, and they are aaicemenbers: If you setupfunds
ubere they can access the st:oek market and simult:aruDusly support their orgmization, perhaps 'Zre could; in addition to their bank savings, induce them
to secemoiey to supportfr example; Amnesty orSave the Children. If
)VU cooperate with these organizations, )OU can find the distribution channds
so tba you can bypass the banks and read: the socidly conscious individu-

al5.•• "
One of the main arguments for entering the niche of SRI was
thus the perceived lack of competitors in the niche, as well as the possibility of targeting a customer group that would be 'conscious' enough
to break awayfrom the dominance of the large banks. The central idea
was to start 'charity funds' (Ideella fonder). These are 'normal' mutual
funds, but they pledge a certain percentage of the assets under management to some charitable cause. A novel feature of the Banco charity
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funds was that every fund was tied to several non-governmental organizations, or charities (such as Amnesty International). The investor
could then choose what particular organization would receive a part of
their gains from the mutual fund. By connecting a number of charity
organizations to the fund, Banco Ionder counted on interesting the charity organizations in informing their members about the Banco funds.
Initially the main skepticism to the idea of combining the world of
business with the world of charity organizations came not from within
the business community, but rather from the charity organizations. The
idea of working together with 'speculative interests' such as a mutual
fund management firm seemed strange to some.
From charity funds came the idea and incentives to launch the
first Socially Responsible Investment (SRI) fund in 1994. While Barm
Fonder was not the firsr firm in Sweden to launch an ethical mutual
fund?', it was the first firm to make it central to its product market
strategy. The management of an ethical fund includes applying an ethical selection criterion to the firms the fund manager is allowed to invest in. For investments in ethical Swedish firms, Banai has the competence to do ethical screening 'in-house', but for the selection of foreign
firms as ethically sound they rely on cooperation with an external advisor. For the management of their environmental fund, they cooperate
with an environmental organization - The Natural Step (Det Naturliga
Steget), which provides the environmental screening of firms to invest
in. This concept has since been expanded and Banco now (by 2000) offers several different SRI funds and they are collaborating with Gldid
Risk Manawnmt Seruas in London for ethical screening of international ftrms.l3anaJ Iorder is also working on becoming more 'proactive',
so that the use of negative selection lists can be developed into a more
positive stance of supporting socially responsible business practices.
Banco Fonder was first imitated by Wa£t Fonder (a subsidiary to an
insurance firm) and then, in 1996, KPA entered as the second firm that
had SRI as the main strategic focus. With respect to the effects of small
imitators, Mrs. Lindstahl reasons in much the same way that Mr. Houlst
of Penser Fonder did - imitation is good in the sense that it helps promote the concept, but bad when the large firms enter.

94 Robur started the Swedish Church mutual fund in 1980, which did not invest in alcohol, tobacco or weapons.
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"... We[re! the ampedtun keenly. It is natural that uhen the larg? dragms
enter, it is SEB and Skandia and Wasa 71ho also do this, it increases competition. A t the same tim! it is also gxx1 that more ethical fUnds arestarted
so that the media and cusumers understand that there is notjustone ethical
ancept..... It isgxx1uben there isa debate [around theproduct}.
6.2.1 Did the SRI nid» strattgy sua:mi?

From 1990 to 2000 few larger actors have entered the SRI product
niche, and Banco Fonder has held a dominating market share in the niche.
Mrs. Lindstahl attributed the main reason for the lack of larger firm
entry to the skepticism in the concept of SRI in the industry. However,
competition from other small actors is growing tougher. In the PPM
(premiepensions Myndighet) investment round in 2000, Baruo gained a
market share of 0.77 per cent - as much as the main competitor KPA
did. However, in the investment round in 2001, KPA increased their
market share to 1 per cent, while Banco reduced their market share to
about 0.65 per cent. While it seems that the SRI niche has been secure
from the larger firms, there is still competition from other smaller
firms. It is, however, very uncertain to judge the success or failure of
entering the SRI product niche from the numbers of the PPM market
shares. Industry analysts have suggested that the PPM selection was
not as much a mutual fund selection process as a pension selection
process. That is, the investors that invested their money were investing
in pensions. A possible consequence was that mutual fund firms that
were perceived as 'pension firms', rather than 'mutual fund firms' were
more likely to be selected by the investors. Looking at the distribution
of market shares from the first PPM selection round, this explanation
seems to hold some face validity as the major gainers were the insurance firms and the, formerly, pure-play pension firms.
Focusing on the SRI product niche seems to have been relatively
more successful than focusing on the index niche, judging from figures
from the PPM investment rounds. It is however still a far cry from the
success of Didner & Gerge who are active in the much larger (and more
competitive) product niche for actively managed Sweden funds.

6.3 Better to be a big fish in a small pond or vice versa?
The two cases from the mutual fund industry show evidence, at least in
the form of ex-post rationalization by managers, of both of the
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mechanisms described in chapter two as to why firms would choose to
break with existing norms. Managers of both firms explained their entry into the niches of Index funds and SRI by the need to avoid direct
competition with the larger firms. Only the firm entering into the Index
niche claimed to do so for cost-saving reasons, but both firms thought
their moves would be unlikely to be imitated by other larger firms due
to what they termed as 'internal resistance' in the larger firms, The case
studies thus provide some face validity and an illustration of an institutional interpretation of the main findings of the quantitative analysis of
chapter five,
Both firms in the case studies seem to have bet on it being better
for a new entrant to aim for a relatively un-crowded niche, which may
lack in legitimacy and size, than to enter the fray and compete with the
larger firms for the established and larger niches. The managers who
broke with norms as their core strategy, claimed that they had done so
for the very reason of avoiding head-on competition, and they thought
that their main protection against the larger firms was that they did not
consider their chosen product niche as 'proper'. However, they were at
the same time concerned that the product niche should not be too
small - that it would be difficult for them as lone advocates for a new
product niche to gain consumer awareness. They saw the need for help
in 'breaking the ice' with consumers with respect to the new product
category. In essence their dilemma reflected that of being a small fish
in a large pond or a big fish in a small pond. Ideally for a small firm to
succeed, the product niche entered should be low on competition
('outrageous' in the eyes of the competitors) while at the same time attractive for consumers to invest in.
Looking at the average size of a mutual fund over the first four
years after introduction by a small firm provides some interesting figures for speculating about such a trade-off. These figures, it must be
emphasized, are a very rough cut at estimating how well small firms
fare in their efforts to enter different product niches. There are sampling issues as well as the period - specific issues. To control for the
time that a mutual fund has existed (which is normally positively related
to its size), the sample includes only the first four years of the mutual
fund, and only funds that have existed 4 years or longer (by the year
2000). To control for obvious differences in sales and distribution networks, only firms that are not owned by banks or insurance firms were
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sampled, leaving a modest sample of 12 firms for which data was available. A more troublesome issue is the period specific difference in
growth of the underlying assets. For example, the regional funds, including Russia funds (part of the region fund category), performed
very well during this particular period (the end of the 1990's) and firms
that may have sold even moderate amounts of fund shares would still
control large funds, mainly as an effect of the positive development of
stocks in Russia. Despite these measurement shortcomings the figures
provide a rough estimate of the average fund size over the first four
years of the mutual fund for each of these product categories. The
numbers provide an indication of the expected fund size that a small
firm entering a new product into each of these different product categories would achieve.
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Figure 38 - Average fund size (over first four years) for small firms

Entering the Global fund segment gave the highest average fund
size after the initial four years. Small firms entering the large 'breadand-butter' product niche (Swedish equity funds) were approximately
as successful an entry as entering an industry or hedge fund niche.
Similarly, firms entering the Index or SRI niches fared approximately as
well as firms entering most of the other more established product
niches. An exception is the Mixed assets niche, where the average size
was significantly less than for the other funds. This figure must be
treated with skepticism as there was only one firm in the data set that
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had entered this product niche by 1996 (allowing for four years of
data), although several entered by 1998. While treated as rough estimates, these figures suggest that for the average small firm, choice of
product market niche does not matter greatly for the expected value of
niche entry.
The next, and final, chapter discusses the findings of this dissertation in relation to earlier empirical studies and the theoretical understanding of how firms compete.

OiAPTERSEVEN

Discussion and Conclusions

How

DO ECONOMIC INCENTIVES and institutionalized norms of

appropriate firm behavior influence the ways firms choose to compete?
The initial example of the Swedish halsohem industry where firms, although seeing other industry members flounder and fail, refused to
change in ways incompatible with traditional norms illustrates some of
the main considerations investigated in this dissertation. Do concerns
of profitability or appropriateness guide organizational and strategic
change - or do both? In contrast to the slumbering (dying?), economically peripheral, Swedish halsohtm industry, the empirical focus of the
dissertation is on competitive firm behavior in the very 'gut' of the
market economy - the financial sector. Using the product market behavior of mutual fund firms as a proxy of competitive firm behavior,
the interaction of competitive norms and economic incentives on
competitive behavior is investigated. Diffusion theories from an economic, a sociological and an institutional organization perspective form
the theoretical framework for addressing the competitive product market behavior of these firms. The economic diffusion model, where differences in perceived product profitability is thought to guide diffusion,
is contrasted with a sociological and an institutional perspective, where
social position of earlier adopters as well as the cultural understanding
of the diffusingproduct is also seen to matter.
A retrospective, qualitative, historical study of the development
of the mutual fund market in Sweden provides an understanding of
how the market for mutual funds was constructed. Norms of competing congealed among firms over time as a result of regulative actions, societal change, the professionalization of security analysts and
211

212

a-IAPTERSEVEN

the individual firm's strategic choices. Salient norms of competitive behavior include the value of 'active asset management' as the main selling argument of mutual funds and the concomitant importance of security analysts in the industry. This historical understanding of the
competitive context and the norms held about how to compete is then
used to frame specific hypotheses about how different new product
categories are expected to diffuse through the industry; and about what
firms are expected to be leaders and laggards respectively. In particular,
the product introduction behavior of firms with respect to the adoption of Mixed asset funds, Index funds and Socially RespansiHe Imestmet:
funds are investigated over the competitively most turbulent decade
from 1989 to 2000. Firms that embody the existing competitive norms
of active asset management are hypothesized to be particularly unlikely
to adopt products that break with these norms, as predicted by an institutional model of diffusion. On the other hand, these firms are
thought to be likely early adopters of products that are in line with
competitive norms, following the economic diffusion model. Other
firms, that for various reasons do not espouse the values of active
management, are hypothesized to be relatively more likely to adopt
products that break with existing norms. Firms are thus hypothesized
to introduce new products according to perceived profitability, and also
according to what is seen as appropriate in relation to how they see the
competitive norms in the industry. Such 'product controversiality effects' are hypothesized to be influential even when relative efficiencyof
the product in question is controlled for.
The hypotheses are tested quantitatively using longitudinal eventhistory data and a diffusion model that allows for firm-level heterogeneity in adoption behavior. Results indicate support for the hypothesized differences in firm-level likelihood of adoption of differently 'legitimate' products, predicted by their institutional embeddedness. Mixed
asset funds are more likely to be adopted by firms that espouse the
norm of active management and employ many security analysts. Relative performance of the product is also strongly influential in the
adoption decision. Conversely, Index and Socially Respansilie Imestmen:
funds are more likely to be adopted by firms that do not exhibit the
signs of espousing the norms of active management. The spread of
these product categories through the adoption communities also seems
to follow from different mechanisms. While Mixed asset funds diffuse
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through market contacts among similar firms, driven by perceived
product performance, Index and SRI funds diffuse on the basis of professional network contacts with earlier adopting firms. The findings
support the economic diffusion model, where the product in question
conforms to competitive norms, and the sociological diffusion models
where the product deviates from prevalent competitive norms.
The main quantitative empirical finding is the negative relation
between the number of security analysts employed and the likelihood
of adopting either an Index or a SRI mutual fund. Conversely, the
number of analysts employed was found to be positively related to the
likelihood of adopting a Mixed assets mutual fund. The negative relation
between the likelihood of adopting Index funds and the number of
analysts employed has several possible alternative explanations. Firstly,
if the number of security analysts is a proxy of firm size, index funds
may be less likely to be adopted by large firms as they may cause a relatively larger substitution effect than for smaller firms, The substitution
(or cannibalization) effect takes place where customers shift investments from actively managed (at a higher management fee level) to index funds (at a lower fee). Larger firms, that employ more analysts,
would then be relatively more reluctant to introduce index funds
smaller firms would be. There are two problems with such an interpretation though. Firstly, firm size (as measured by market share) is included in the analysis and should capture any 'firm-size' specific effects.
Secondly, if the negative relationship is a 'cannibalization' effect, there
should be such an effect for the SRI funds as they command at least as
high management fees as other actively managed funds. As shown in
section 5.2.2, however, the negative relationship between likelihood of
adoption and the number of analysts employed holds for SRI funds
too. The finding that both an actively managed (SRI) and a passively
managed (Index) fund relate in the same way to the number of analysts
employed provides some support for an institutional interpretation.
The negative relationship can be interpreted to stem from a shared
'breaking of norms' rather than the specific features of the individual
products.
Another alternative explanation would be a 'competence' interpretation of the negative relationship between analysts and the likelihood of Index and SRI fund adoptions. An economic (resource-based)
argument would be that firms with money invested in a strong security
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analyst resource base (many analysts) would rationally be less likely to
adopt a product (Index funds) that does not make use of this resource
base, but at the same time utilizes the distribution channels. Again,
while this argument has face validity with respect to the adoption of
index funds, it is difficult to see why SRI funds show the same negative
relationship as Index funds. A possibility would be that SRI fund management places totally different competence demands on the analysts,
so that a 'normal' analyst is useless with respect to the management of
a SRI fund. There is, however, a well-functioning market for SRI
screening services, where a specialized firm 95 provides lists to SRI fund
managers of firms that are not 'sanctioned' to invest in from an environmental, or ethical point of view; The fund manager then chooses
from a more restricted 'universe' of possible investments for the fund,
and the competence required from the fund manager remains the
same. Most of the firms that have adopted SRI funds in the Swedish
mutual fund industry use one or more screening firms in this fashion.
Related to the competence view, and even more so with an institutional view, is a third alternative interpretation - the organizationpolitical view. If security analysts are important actors in the mutual
fund firm, as is argued in chapter three, their collectively held professionallikes and dislikes of fund categories may play an important role
in the actual product market behavior of the firm. This explanation is
arguably not an alternative to the above institutional interpretation as
much as it is a complementary explanation at a different level of analysis. As argued in chapter three, security analysts may have good reason
to dislike the adoption of index funds as it challenges their professional
role. Also SRI funds may be looked upon with some professional
skepticism as it embodies a belief that social responsibility is a sign of a
successful firm. Smaller firms where internal resistance would be less
might, according to this line of argument, be more likely adopters.
Lack of process-level data in this dissertation, however, renders it impossible to claim that the observed outcome of the analysis is a result
of political maneuvering by security analysts.
Case studies of two firms that have adopted Index and SRI funds
then allow further interpretation of the quantitative findings. Managers
of these firms claim that entering these product niches was a conscious
.

95

services,

For example, in Sweden Caring Company or Det Naturliga Steget provide such
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strategic decision primarily to escape head-on competition with the
larger firms in the industry. Their assumption for why these particular
products would provide a sheltered niche was the urruillingness of the
larger firms to imitate them, rather than the low profitability or the difficulty of imitation (as is suggested in most strategic management theories). Another issue from the cases, however, is that new products in
this market gain from marketing externalities - meaning that some
imitation is beneficial to the innovator. In the end, the main strategic
issue faced by these firms seems to be whether it is better to be a large
fish in a small pond, or vice versa. Rough empirical evidence however
indicates that there is little difference to a small firm whether it enters a
legitimate Oarge) or an illegitimate (smaller) pond.
These findings are interesting both from an empirical as well as a
theoretical point of view: At an empirical level, the findings contribute
to the vast field of diffusion studies as well as to the considerably
smaller field of how industry-wide norms influence a firm's behavior.
Theoretically, the findings are interesting mainly from the point of
view of theories of competition and competitive behavior, such as the
issue of barriers to imitation in the strategic management literature,
theories of change in institutional organization theory and ideas of
product niche establishment in organizational ecology.

7.1 The empirical contribution - dealing with a 'proinnovation bias' in diffusion studies and an out-ofsample study of how societal norms influence firm behavior
7.1.1 The (diffusion) path less traoded
At one level, this dissertation reports on just another diffusion study one in a very long line (c.f. Rogers, 1995; Strang and Soule, 1998). A
novel feature of this study is that it investigates the spread of innovations of differing legitimacy in an adoption community. While several
earlier studies have investigated the diffusion of 'controversial'innovations (c.f. Leblebici et, al, 1991; Davis and Greve, 1997) such studies
have typically not predicted differences in diffusion patterns as a function of divergence from norms but rather recorded these as interesting
empirical outcomes. Additionally these studies have focused on the diffusion of practices and ideas for which the relative efficiency is difficult
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to judge, thus providing limited insight into how innovation content
matters in relation to concerns about efficiency. Three features of the
research design of this particular diffusion study thus set it apart from
earlier diffusion studies. Firstly the dissertation employed a multiinnovation design, following the diffusion of several innovations
through a single adoption community. Secondly, the innovations were
not selected on their 'economic impact' or salience; instead one of the
product categories investigated was widely considered controversial to
adopt by many actors in the industry. Thirdly, the relative efficiency of
the product innovations studied were easily observed for the adopting
firms. These features represent 'the road less traveled' by most diffusion researchers, and in this case, the road that made all the difference.
7.1.1.1 A study of multiple innovations
As suggested by Strang and Soule (1998) much can be learnt about diffusion processes by studying the spread of multiple competing innovations through a single adoption community. Firstly, product innovations are most often not adopted in a competitive vacuum but the introduction of related products may play a role (c.f. Burton, 1994). Secondly, and more important to the aim of this dissertation, when investigating differences in adoption behavior across firms theorized as outcomes of, for example, legitimization processes, it is essential to have
variation in the degree of legitimacy of the different innovations
adopted. Had this been a single-innovation analysis, or if all mutual
fund products had been conflated to a single category, the quantitative
results would have been strongly supportive of the standard economic
framework. The product introduction behavior of firms in the mutual
fund industry would have been understood to follow tightly on profit
perceptions as predicted by standard economic theory". Distinguishing, in the analysis, between a set of products that break with and one
that conforms to existing norms of how firms should compete in the
market for mutual funds provides a richer picture of the diffusion process.
7.1.1.2 Pro-innovation bias and differences between an economic and
sociological diffusion model
As discussed in chapter two, few diffusion studies stay clear of the
'pro-innovation bias' that comes from studying the diffusion of inno96
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vations that have, ex post, proved to diffuse successfully. This study
dealt explicitlywith the pro-innovation bias by including not only innovations that had diffused well, but also those that had (in the same time
period and in the same adoption community) not diffused equally well.
This inclusion, while not directly providing new theoretical insights
into the field of diffusion research, provided an opportunity to show
the potential complementarity of the economic and sociological fields
of diffusion research. The findings suggest that the economic diffusion
model predicted the diffusion of the legitimate product (Mixed assets
funds) well. This is not an entirely surprising finding since a common
empirical strategy of diffusion economists has long been to sample
'economically significant' innovations, i.e. innovations that have diffused widely. Such innovations are not likely to have been controversial
with the adoption communities and consequently variables that denote
institutional embeddedness would be of little predictive value. Including institutional variables, on the other hand, provided improved predictive power in particular with respect to the diffusion of innovations
that were considered controversial in the industry setting. Hence, the
suggestion of chapter two that the apparently divergent findings of the
sociological and the economic diffusion fields can actually be seen as
complementary to a degree seems to be supported. Diffusion researchers could thus use the more parsimonious economic diffusion model
when investigating the spread of innovations which conform with existing norms. When investigating the spread of controversial innovations, on the other hand, an institutional diffusion model needs to be
used.
7.1.1.3 Concerns of efficiency and appropriateness
The dissertation also contributes by simultaneously investigating the
content and relative efficiency effects of innovations. Most earlier empirical studies of content effects of innovations have focused on innovations for which the relative efficiency is difficult to judge such as organizational practices (c.f. Kraatz and Zajac, 1996; Davis and Greve,
1997). In contrast, this dissertation investigates the spread of new
products, for which sales figures are available within a couple of
months of introduction, providing adopters (and potential adopters)
with a clear picture of the relative efficiency of the innovations. This
feature allows for investigating whether or not concerns of appropriateness are significant when firms also can take efficiency considera-
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tions into account. The findings of this dissertation indicate that concerns of appropriateness are significant, even when controlling for the
relative efficiency of the product innovations. The Number of analysts employed variable added significant predictive value to the model
together with the proxy variable for relative efficiency (Average fund
size). In fact, looking at the multiplier effects of the different variables
in the model (see Table 14 page 196) both the 'legitimacy' and the 'efficiency' variables come across as the most influential variables in the
model.
7.1.2 The inf/uenat of society-m norms on the ampetuiie behauim offinns
The dissertation also makes an empirical contribution, by providing an
'out-of-sample' study, to the nascent empirical literature on how society- and industry-wide norms influence firm behavior (Haveman and
Rao, 1997; Thornton and Ocasio, 1999; Lounsbury, 2001; Ogbonna
and Harris, 2002). While Haveman and Rao (1997) investigate the effect of societal change on the organizational forms of thrifts in California, Thornton and Ocasio (1999) show that sources of executive
powers in organizations differ across historical contexts. Related to the
present study, Lounsbury (2001) studies the influence of a change in
the professional status of security analysts on the product introduction
strategies of mutual fund firms in the u.s. The dissertation contributes
to this literature by providing an out-of-sample empirical support for
the main contention - that society- and industry-level norms influence
firm behavior. Chapter three details the historical context into which
product adoptions have taken place and these hypotheses are investigated in the quantitative study. All earlier studies in this field have been
in the institutional context of the U.S., whereas this study deals with a
European institutional context. Furthermore, earlier studies have all
been deeply rooted in the sociological tradition, whereas the present
study also offers an explicit economic perspective on the findings.

7.2 The theoretical contribution - institutions influenced
0/ competition and competition influenced by institunons
A finding in the analyses above is that the standard economic diffusion
model explains imitation behavior well (a central part of competitive
behavior) when the innovation in question is in line with existing com-
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petitive norms in the industry. Where the innovation contradicts such
norms, however, the inclusion of institutional variables improves the
explanatory power of the model significantly. This finding has implications for understanding influences on and the effects of economic incentives and norms on the competitive behavior of firms.

7.2.1 Institutional throry and dmers of institutional chang!
Competition may provide direct as well as indirect incentives for firms
to adhere to as well as break with institutionalized ideas of how to act.
From an institutional theory perspective, the notion of an organizational field is central, and a key proposition is that in most organizational fields the actions and forms of organizations become increasingly homogeneous over time. Resource competition along with regulatory, cognitive and normative mimetic processes are seen as key drivers behind the increasing homogeneity in fields (DiMaggio and Powell,
1983). Given that even institutionalized settings, such as old industries,
do change over time an important question is how change occurs in an
institutionalized field (c.f. Leblebici et. al., 1991; Greenwood and Binings, 1996). Apart from providing incentives for homogeneity, competition has been shown to induce firms to change in ways inconsistent
with prevailing norms by pressurizing some firms (that are not doing
so well) to adopt less common practices to mitigate the effects of
competition (Kraatz and Zajac, 1996). Greve (1996) shows another effect of competition on change and isomorphism in a field. He finds
that patterns of imitation of competitive positions follow social structures and competitive interaction which, under widespread imitation,
lead to an increased heterogeneity in an organizational field. The argument is that while firms behave as predicted by a theory of isomorphism (they imitate 'significant others'), their 'role models', or the firms
they are most likelyto imitate, are not those they share the local market
with. This is because firms are more likely to notice the actions of
other firms that they have a social connection to, and are also less likely
to take actions that would increase competition in the local market. The
result is that while firms do imitate the actions of other firms, they often imitate ideas and practices from other markets so as to minimize
negative competitive effects and local organizational fields become
more heterogeneous through competition.
In the mutual fund industry in Sweden, the value of 'active management' is a norm of competition institutionalized during the 1990's.
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The institutionalization of this idea can be seen partly as an effect of
increased competition for consumers during the 1990's. Some firms
broke with this norm, however, and introduced Index and SRI funds
and employed fewer analysts. What firms chose to defy the norms? According to the findings of Kraatz and Zajac (1996), the competitively
disadvantaged firms would be more likely candidates to introduce a
controversial product. Quantitative analysis of firms in the Swedish
mutual fund industry however provides limited support for such an explanation". The case studies, on the other hand, provide examples of
firms that defied the norms as pan of a calculated strategy. One strategy was to reduce costs associated with complying with institutionalized norms (expensive analysts), in line with earlier findings by Leblebici et. al., (1991). Another strategy was to seek out a niche that would
be secure from the largest firms, in line with the findings of Kraatz and
Zajac (1996). The firms that did this, however, were not 'failing' firms
in the sense that they had recently lost market shares. In fact, firms that
were doing well (had recently gained market shares) were shown in the
quantitative analysis as more likelyto be influenced by the adoption of
a controversial product (see Table 7). These Endings indicate that firms
may have direct and indirect competitive incentives to break with
norms. A direct incentive was that some firms chose a controversial
fund to avoid directly competing with larger and more powerful firms,
This choice was 'forward-looking' because the firms had not already
had lost market shares, but they wanted to avoid losing market shares.
An indirect competitive effect was that due to competition for resources (security analysts) the cost of that resource increased sufficiently to induce some firms to adopt index funds, where the costly resource of security analysts are not needed. Both of these incentives to
break with norms provided a greater heterogeneity in the collective
product market offering of the industry - there was a wider variety of
funds on offer by the end of 1999 than by the end of 1989 (see Figure
2 on page 53).
The fmdings of the dissertation thus provide some support to
findings of the (relatively few) earlier empirical studies that directly relate competition to institutional change (c.f. Dacin, 1997; D'Aunno et.
al., 2000). Competition drives institutional change in a direct (threat of
lost market shares) and in an indirect way (increased resource cost). In
97
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addition, the dissertation also relates the findings in the opposite way the next section discusses how institutionalized norms influence the
way firms compete. Observed differences in how notions which are
taken-for-granted as to how to compete shape the product adoption,
and thus imitative, behavior of firms. This finding has implications for
theories of a firm's competitive behavior. Two such theories are those
of strategic management and organizational ecology.

7.2.2 Straugicrnanagrmmt t/xmy
From the point of view of strategic management theory, the finding
that firms imitate new products partly dependent on how they perceive
the legitimacy the product, takes issue with the central assumption of
keen firm imitation behavior (c.f. Macmillan et. al., 1985; Rumelt,
1995). Economic diffusion literature (from which the assumption of
keen imitation behavior has been adopted) is, as argued in chapter two,
empirically weak on the study of innovations that have been seen as
controversial in the adoption community. Instead, the focus has been
on innovations already successfully diffused. As found in this dissertation, such innovations diffuse in line with the predictions of the economic model, providing further support for entrenched ideas about the
competitive behavior of firms. The solid empirical finding in industrial
organization economics of firms as keen imitators evokes an imagery
of firms ready to descend on a successful innovation like a pack of
hungry wolves (c.f. Barney, 1991; Peteraf, 1993). The persistence of
this notion has led a number of thinkers in the field of strategic management to speculate about the extra-ordinary qualities an innovation
must possess to generate sustainable advantage to an innovator. Ideas
have centered around either the impossibility of competing firms to
imitate due to patents, the complexity of an innovation (c.f. 'Levin et
al. 1987; Reed and DeFillippi, 1990; Porter, 1996;Rivkin, 2001), or the
poor profitability to firms of imitation due to the lack of complementary resources (Wernerfelt, 1984; Teece, 1987a; Barney, 1991). The argument has been that as firms are keen imitators, a profitable innovation that can be imitated will be imitated very quickly.
Other authors have, however, voiced concern about the neoclassical view of the firm, arguing that there is a lack of social richness
in such a view of the firm (Nelson, 1991; Barney and Zajac, 1994;
Dacin et al. 1999). Recognizing that imitation takes place in an organizational context, several authors have also speculated about strategic
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imitation behavior as partly influenced by organizational issues such as
internal politics, uncertainty and organizational 'frictions' (MacMillan et
al. 1985; Schoemaker, 1990; Rumelt, 1995). Other authors have suggested alternative impediments to imitation behavior based in the competitive context of the firm (Miller and Chen, 1994b) as well as in the
institutional environment of the firm (Oliver, 1997).
The empirical focus of this dissertation explicitly excluded the
questions of impossibility of imitation by selecting an empirical context where there were no patents, and product innovations were technically simple. Instead, it focused on the influence of institutionalized
ideas on the imitation behavior of firms. The findings support the
theoretical notion of 'institutional isolating mechanisms', where some
competitive actions are not imitated due to their perceived illegitimacy
with a large section of firms in an industry (McMillan et al., 1985;
Oliver, 1997). Oliver (1997) argues that the resource acquisition decision of firms has mainly been assumed to be rational in strategic management theory. Instead she argues for understanding managerial decision-making as motivated by economic rationality but constrained by
the institutional context of the organization and thus the decisionmaker. While not investigating the specific resource acquisition decision of firms, this dissertation is supportive of the general contention
of the value of including both economic and institutional aspects of a
firm's competitive behavior.
The findings could also be seen from the perspective of earlier
findings of 'competitive inertia' affecting a firm's competitive behavior.
Miller and Chen (1994b) find that firms sometimes display 'competitive
inertia' - an abnormal slowness in reacting to the competitive moves of
their peers. They see inertia as based primarily on a lack of firm-level
incentives to act - i.e. firms that had performed well and had a limited
exposure to different markets were most likely to be competitively inert. While the findings of this dissertation can be interpreted in terms
of 'competitive inertia' (slowness in imitating), there is a difference in
where the sources of this inertia are thought to come from. Miller and
Chen assume that all competitive actions are equally likely to be implemented by all actors, but that differences in how fast they are actually implemented depend on the irli:ent:iu!s of firms to implement them.
These incentives are primarily seen as stemming from either the performance history of the firm (where poor performance is thought to
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'spur' any action) or from the experience base of the firm (where a
wider experience is thought to lead to a wider repertoire of actions).
The argument of this dissertation is that the likelihood of a specific
competitive action being undertaken is dependent bah on the firm and
the focal action. Some products are more controversial in a particular
setting, and some firms are more sensitive to the legitimacy of their
actions. A firm may thus be competitively 'inert' with respect to one
action, while competitively 'agile' with respect to another action. Miller
and Chen do differentiate between the competitive inertia of firms
with respect to 'tactical' and 'strategic' actions, where strategic actions
are more important moves. The findings of this dissertation, however,
indicate that even when the competitive importance of two actions is
the same (whether tactical or strategic) the level of competitive inertia
of a single firm may still differ. A firm that is fast to introduce a Mixed
asset fund is likelyto be slow to respond to the introduction of an Inch
or SRI fund. There is thus asymmetry in the competitive inertia of a
firm, and the drivers of this asymmetry can best be understood as a result of the firm's embeddedness in the institutional environment.

7. 2.3 The mystery of uhy serviceji:rrns innouue
Inspired by the use of the economic diffusion model in strategic management theory, the innovation-in-services literature (Gershuny and
Miles, 1983; Barras, 1986; Hauknes, 1996; Gallouj and Weinstein, 1997)
has also adopted the idea of the keenly imitating firm. Central to this
notion is the importance of impediments to imitation, as the innovator
will not otherwise have a temporary monopoly and will not be interested in the gamble of innovation (Teece, 1987). This notion is especially problematic to apply to a service innovation as such innovations
tend to be process-oriented and therefore poorly understood as to their
profitability, and equally poorly protected from a legal point of view:
Consequently,there has been much debate and research on the issue of
why service firms bother innovating at all, since the intellectual property rights as well as the technological barriers to imitation are very low
(Sundbo, 1992; Hauknes, 1996; Molyneux and Shamroukh, 1999). Attempts have been made to theoretically argue the case of how service
innovations may still be beneficial to an industry at large (Gadrey et al.
1995), and other authors have expanded the concept of the 'innovator'
to include the consumer (Gronroos, 1987; Gallouj and Weinstein,
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1997) to explain why service innovations are difficult to imitate and
therefore may still be economicallyworthwhile to undertake.
The findings of this dissertation suggest that the worries of
service management scholars that the threat of service innovations
being quickly imitated (due to a lack of technical or legal protection)
depresses incentives to innovate may be exaggerated. The point is that
service innovations are more likely to be influenced by norms of appropriateness as they are more difficult to prove/disprove on a technical basis (c.f. Scott and Meyer, 1983). Therefore, adopting assumptions
of keen imitation behavior based on the findings of an economic diffusion model should be particularly unsuitable for strategizing in a
service industry context. Instead of looking to technical or legal impediments to imitation, the findings of this dissertation suggest that
service management scholars usefully may look to the 'fit' of the innovation and the institutional environment into which it is introduced.
Service innovations that fit well with institutionalized norms of how to
compete would run the risk of being imitated rapidly, while innovations that are 'controversial' may obtain a degree of protection against
imitation from this. Such ideas are in line with earlier non-technical diffusion research on the spread of e.g. Matrix structures and TQM practices (Burns and Wholey, 1993; Strang and Macy, 2001).
7.2.4 Organizdtional ecolut;y - ccmpetitne intensity and the institutimzalfit of
the ampetuice action
As discussed above, a finding of the dissertation is that competition affects institutionalized ideas of how to compete, which, in turn, affect
competition. The findings of this research are, in a sense, analogous to
the density-dependence model, which is central to organizational ecology theories (Singh and Lumsden, 1990). According to this model the
density of firms of a particular organizational form in an industry over
time follows an n-shape, as a result of the competing forces of legitimization of the organizational form and competition for resources
among the organizations (Hannan and Carroll, 1992). For new product
niches a similar logic can be applied. When a new product niche is
opened it suffers legitimacy problems, but as more firms enter it becomes a recognized and acceptable product niche to be in. Legitimacy
increases the inflow (and the density) of firms in the niche. After a
while, resource competition among these firms increases more than the
beneficial effects of legitimization, with a corresponding increase in
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firms exiting from the niche and an eventual decrease in density. When
different niches in a market are differently resource-rich, a process of
'resource partitioning' may occur whereby larger generalist firms occupy the central niches and smaller, specialist organizations occupy the
less resource rich peripheral niches (Carroll, 1985).
The findings of this dissertation provide empirical support for
the density-dependence model of how product niches are created and
sustained. However, the findings also point to the implications of institutional norms of competing as determining the initial level of legitimacy of new product niches (c.f. 'Baum and Oliver, 1996). The
product niche of Mixed asset funds was quickly seen as a legitimate
product niche to be in. Both the index and the SRI product niches, on
the other hand, were slower in gaining legitimacy - arguably due to
their poor match with existing norms of competing. These differences
in the speed of becoming legitimate product niches also led to different
levels of competition in the two niches. All the large actors were in the
Mixed asset product niche within a couple of years, whereas the niche
for index and SRI funds still lacks the participation of all but one large
player. As indicated in the case studies, small firms that lack. the resources to compete head-on with larger actors may use this asymmetry
of competitive intensity to gain a foothold in an industry. It is important to note that the lack of competition by large firms observed in this
case was not explained by the relative resource scarcity of the niche
(which was controlled for in the analysis). Rather, the findings imply
that a number of firms chose not to enter the product niche due to its
perceived illegitimacy as a competitive action - despite the economic
potential of the niche.
7.2.4.1 Aging and competition
A related issue is that of the competitive intensity of a firm and the influence of organizational aging. Criticizing existing organization ecological assumptions on how firms compete, Barnett (1997) points out
that prevailing assumptions that firms compete as just intensively when
old (and often large) as when young (and often small) lacks support in
organization theory. Instead he suggests a model where firms, as they
grow older and more embedded in the institutional context, loose some
of their ability to compete intensively in a technological sense (due to
organizational inertia) but at the same time they gain power to influence the institutional context to their advantage. The net effect of age
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on competitive intensity (measured as how bad the firm is for the
health of other firms) is thus dependent on how the environment rewards technical or institutional strength in competition'".
A concern with this argument is the likelihood of, empirically,
confounding 'institutional' incentives to adopt with 'economic' as they
would coincide for larger firms - who have 'constructed' the environment to suit them. This dissertation makes a contribution by empirically separating out institutional and economic incentives respectively
for firms to adopt new product innovations through the use of 'marker
variables' grounded in a historical study of the industry. The findings
of this research provide mixed support for the 'aging' argument. Old
firms were often keen on introducing Mixed asset funds, and were in
that sense not inert. However, institutionally embedded firms (often
old) were significantly less likely to introduce controversial products,
such as index or SRI funds. Competitive 'bluntness' of old firms is thus
different with respect to actions that have, or do not have, legitimacy in
the institutional environment. This finding is in line with the idea behind the views of Barnett (1997), where older organizations hold a
survival edge due to their increased influence over the institutional environment. The older and larger firms (as argued in chapter three) have
heavily influenced the perceived legitimacy of action, for example of
adopting an index fund. It is therefore not surprising to see that ideas
that are perceived as illegitimate are not quickly adopted by the firms
that have deemed them illegitimate.
Further research could focus on the effect, in terms of successrates, of small firms in either product category. Is it better when small,
to enter an established legitimate niche that also harbors larger competitors, or should a small firm aim for a smaller but less competitive
niche?

7.3 Concerns of the findings and future research
There are two main concerns for the findings of this research, and they
relate to the issues of the quality of measurements of the quantitative
study and the abilityto generalizethe results.

98

See also Henderson (1999) and Sorensen and Stuart (2000)

DISCUSSION AND CONCLUSION

227

7.3.1 Ability to W1£'alize thefmding.5
As discussed in chapter three, a trade-off was made in the observation
plan for the quantitative study. The trade-off was between studying
many different organizations in different settings over a short period of
time, or to use a census approach in a single industry over a longer period of time. The choice fell on the latter observation plan for a number of reasons, but the discussion around the choice touched on a
number of drawbacks with a census approach. The first and most 0 bvious drawback is the risk of the study results being entirely idiosyncratic to a single industry and a single population of firms that existed
in a particular time. In a sense, it can be argued that the findings of this
study are entirely specific to the Swedish mutual fund industry during
the period of 1989 - 2000. Firstly, the selection of the mutual funds
industry as opposed to for example the IT industry provided a set of
innovations that were non-technical and cheap (and legal) to imitate.
Naturally, diffusion patterns would look different in an industry where
there were large costs to product adoptions (such as in production industry), or where innovations are technically complex (c.f. Levin et. al.,
1987). Secondly, the specific time-period investigated was a period of
extremely rapid market growth and turbulence. The industry was extensively deregulated, the market grew fast and a large number of new
entrants invaded the industry. Investigating the same industry today
would find a different institutional setting, where some of the 'chauvinism' of all firms wanting to be the 'best asset managers' has disappeared and the asset management industry is consolidating. The market
is (today) shrinking rapidly (due to a downturn in the stock market) and
many security analysts are taking pay-cuts or are being laid off. Thirdly,
the Swedish mutual fund market is by most comparative standards
small - comprising less than a hundred active firms, who all know each
other rather well. The basic information problem of knowing what the
competition is up to, common to many larger markets, is not a widely
felt problem in this industry.
These limitations relate to the choice of observation plan and
were known at the outset of the study, but alternatives (as discussed in
chapter three) were considered worse. An indication, however, that the
findings may not be totally idiosyncratic to this particular market are
the broad similarities with the findings of a number of similar studies
of the U.S. market for mutual funds (Lounsbury, 2001; Lounsbury,
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2002; Lounsbury and Leblebici, 2002). In particular, the influence of
an 'institutional logic' of how to compete and the role of professional
associations in forming firm-level competitive action are similar across
these two sets of studies.
To sum up these limitations warrant significant care before extending the results of this dissertation to other industries or institutional contexts, although some earlier empirical studies in the u.s. do
lean in a similar direction. Future research could utilize a similar research setup in a different industry, perhaps where innovations are
more technical, where profitability is less easy to see or where information about competitor actions does not flow as easily.
7.3.2 Prodenaic measures
Another problem, common to quantitative studies and institutional
studies in particular, is operationalizing the variables of 'institutional
embeddedness' as well as the 'controversiality' of a practice. As discussed in chapter four, this dissertation follows the approach of earlier
studies in the institutional tradition, where effects of institutions are
theorized and the existence of institutions are then imputed from observed results. There are some obvious limitations with this approach,
and the most important limitation is with respect to the ability to control for confounding economic variables. There is no way to 'prove'
that Index or SRI funds really are 'controversial', or that some firms
care more or less about whether their actions are seen as legitimate or
not. The chain of evidence in this dissertation is based on the argument that an institutional explanation fits the observed outcome better
than other, alternative, explanations. While this is a common feature to
most studies in social science, it is a point not discussed commonly
enough. What it means with respect to the findings of this dissertation,
is that the reader must be careful in the reading of the theoretical section of this dissertation and satisfy him/herself that the claim of interpretation made in the analysis section reallyis plausible.
There are also two specific measurement issues, as discussed in
appendices I and II to chapter four (see pages 160, 162) concerning the
variables used in the analysis. Firstly, analyzing SRI and Index funds as
one adoption category showed, in additional analyses, to be warranted
with respect to their diffusion processes, but problematic with respect
to their adoption processes. In other words the underlying adoption
processes of Index and SRI funds would best be modeled separately,
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but due to a lack of data points this could not be done. This means an
increased risk of rejecting a hypothesis regarding the adoption process
when it is in fact true. There were, however, no theoretically surprising
rejections of hypotheses regarding the adoption of Index and SRI
funds indicating that the problems may be limited. Secondly, the covariation between the Average fund size and Firm age variables may
have caused some problems in the estimation of the adoption of Mixed
asset funds, as indicated in the additional analysis in appendix II to
chapter four. Firm age lost it significance, while retaining the correct
sign when Average fund size was dropped, which indicates that they
are not estimated independently. However, the hypothesized effect of
the firm age variable was not central to the argwnent of the dissertation, so even if there are problems in the estimation of the coefficient,
it should not detract from the main findings of the dissertation.
Future research could continue the effort to explicitly include
both economic and institutional explanatory variables in the analysis,
but enhance the qualityof the 'institutional markers' used.
7.3.3 Qtestions surrounding the results
Not only are there questions as to the generalizability and the internal
validity of the research - there were also a couple of new questions
that came out of the findings. The first question that arose from the
quantitative analysis and which could not be satisfactorily answered is
why perceived profitability (Average fund size) had such a different
impact on the diffusion mechanisms of legitimate and illegitimate
product categories (see Table 14 on page 196)? A suggestion from institutional theory would be that firms would value perceived profitability of the product less if it were an illegitimate product, as the 'illegitimacy' of the product discounts part of the benefit of the profitability.
A rival explanation, also from institutional theory would be that a legitimate product does not need such strong profitability signals to be
adopted as it does not have the 'barrier' of illegitimacy to overcome.
Future research could investigate the question more directly, although it
is difficult to sayexactly how:
The second outstanding issue relates to questions of competition
and legitimacy of a product niche. Simply phrased, the question is
whether it is better to be a small fish in a legitimate large pond or a
large fish in an illegitimate small pond? Is it a good entry strategy to
adopt a controversial innovation, and in that way skirt the most intense
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competition but perhaps end up with a limited market? Or, is it perhaps better to enter the already legitimate product niche and take on
the larger competitors head on, but compete for a larger market? These
questions could be studied in a longitudinal study of the successes of
new entrants that choose differently legitimate niches.

7.4 Concluding remarks
How do firms compete with each other? The initial example of the
ailing Swedish halsohem industry suggested that norms of appropriate
firm behavior played a significant role in how firms chose to compete
in that particular industry. Swedish Iiilsohem did not include meat and
wine on their menus to adopt to changing consumer tastes because it
was not commensurate with the norms of the industry. Firms that did
change were ostricized and even excluded from the industry association. Looking at the more competitive mutual fund industry, firms are
still seen to be influenced by norms of what constitutes appropriate
firm competitive behavior - at least when they decide what new products to introduce into the market. When small firms in the Swedish
mutual fund industry adopted index or SRI funds, the larger competitors did not follow suit. On the other hand, when small firms entered
the niche of Eastern Europe funds all the large firms entered within a
couple of years.
Investigating how products spread across the firms in the industry, the standard economic diffusion model where perceived profitability guides product adoption, predicted the adoption of products that
were not controversial within the industry, such as Mixed assets funds.
The adoption and spread of other products that broke with deeply
held norms about the value of active asset management (such as indx
or SRI funds) was on the other hand better described by also taking
into account how deeply the focal firm tended to care about these
norms.
This empirical finding has a bearing on the way which firms are
understood to compete with each other. The commonly espoused view
of firms being quick imitators of all innovations that are not protected
by legal or other means, needs to be moderated by an understanding of
two additional questions: how does the innovation (competitive action)
fit with existingindustry norms; and what firms embody these industry
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norms (c.f. McMillan et al., 1985; Rumelt, 1995; Oliver, 1997)? While
the idea of 'fit' of an innovation within a community is very old within
sociological diffusion research (see for example, Katz et al., 1963), it
has not, for various reasons, commonly been incorporated in economic
diffusion studies.
The dissertation thus makes an empirical contribution by a longitudinal investigation of competitive product niche entry as guided by
the economic promise of the niche and moderated bywhether or not it
is an appropriate niche to enter for the focal firm. From a managerial
point of view, such a nuance in strategic management theory may be
valuable as small firms are seen to have the opportunity of entering a
niche free of larger firms, despite the absence of barriers to imitation
in terms of legal or technical obstacles. The actual use of such a strategy is illustrated in the case studies of the dissertation. Furthermore
such behavior of firms leads some firms to exhibit what looks like
asymmetric competitive alertness - firms that are agile competitors
(and quick imitators) with respect to one product category may be
sluggish (inert) competitors with respect to another. This finding thus
extends earlier discussions about competitive inertia (c.f. Miller and
Chen, 1994b) to also include the 'fit' of the competitive action with the
appreciation of industry norms bythe focal firm.
To conclude the dissertation is a piece of normative advice proffered by one of the asset managers on how to innovate successfully in
the finance industry that sums up some of the main ideas:

If you are gJing to innouue, you may as uxf1 do it outrag«X4Sly so that
)OW ampetuors cannot fdlowyou because of their internalpolitics"
CC

This advice to 'go wild' should probably be moderated by the
need to stay out of the range considered 'outrageousness' by the customers. But the extent to which moderation should be observed is the
topic of another dissertation...
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7.5 Appendix I - Estimating the model with all adoptions
as one category
To emulate a 'standard' economic diffusion study all first product
adoptions were coded as an event and model 1 was re-estimated for
this Qarger) sample. As can be seen in Table 15 the results are strongly
supportive of standard economic diffusion analysis findings. Young
and large firms innovate when the market shrinks and they prefer to
adopt products that have been proven successful. Note also that the
Number of analysts variable has no significant effect in this model,
apart from in the susceptibility vector. Firms imitate socially proximate
firms and their successful products.
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Table 15 - Model with all product adoptions as one category

Model with all adoptions
Propensity (a)
1.132***
(0. 1412)
0.1309***
(0.0112)
0.0484**
(0.024)
-0.048***
(0.0108)
-0.1858***
(0.055)
0.1635***
(0.0486)
0.1081
(0.11)
0.1226***
(0.0182)

Intercept
Prior adoption
Length last spell
Firm age
Resource availability
Firm size
Number of analysts
Average fund-size

Susceptibilirylp)
-8.723***
(0.64)
0.15***
(0.0183)
0.2938**
(0.1016)
0.2093'f*
(0.0853)

Intercept
Average fund-size
Number of analysts
Firm performance

Social proximity(8)
Sametype
Model log likelihood
(Maxlog L)
Log likelihood test
d.f.

1.817**
(0.903)
92.41

*p < O.l;**p < 0.05;* ** P < 0.01 All significance test are two-tailed. Standard errors in parenthesis. (N

=

752). Note that for several of the product categories there is

left-censoring of the sample so the coefficient estimates are probably not very reliable.
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7.6 Appendix II - Estimation with 'recent firm performance' variable in both propensity and susceptibility
vectors
This appendix tests support for the suggestion that economically disadvantaged firms would be more likely to undertake controversial
adoptions. A Recent firm performance variable is included in both
the propensity and the susceptibility vectors of model 1. If more economically disadvantaged firms were more likely to adopt illegitimate
products, the expected sign of the coefficient for this variable would be
negative for controversial product adoptions. As can be seen in Table
16 the inclusion of the Recent firm performance variable has no significant effect in the propensity vector where it would be expected to
have a negative effect. The only statistically significant effect of the
variable is in the susceptibility vector for controversial adoption where
the sign of the coefficient is positive (the opposite of what would be
expected). However, the measure of recent firm performance is entirely relative to earlier performance as it is measured as the change (in
percentage) to the market share held by the firm last year.
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Table 16 - Results from including recent performance in propensity vector

Model with recent performance in u and ~ vectors
Index/SRI
Mixed assets
Propensity (u)
Intercept
Prior adoption
Length last spell
Firm age
Resource availability
Firm size
Number of analysts
Average fund-size
Recent performance

-0.54*
(0.319)
0.5492***
(0.0491)
-13.45
(10.05)
-0.0442
(0.0309)
0.178***
(0.0413)
0.528***
(0.1367)
-3.811***
(1.464)
0.2929**
(0.1149
0.442
(0.7837)

0.0244
(0.507)
0.594*>~*

(0.0889)
-22.77**
(10.07)
-0.2536***
(0.0728)
-0.542***
(0.1768)
0.5737**
(0.316)
1.451***
(0.4893)
0.3258**
(0.1484)
0.1064
(0.4407)

Susceptibilityip)
Intercept
Average fund-size
Number of analysts
Firm performance
Social proximity (8)
Sametype
Destination log likelihood
(Max log L)
Log likelihood test
(d.f.)
Model log likelihood
Log likelihoodtest
against base-line (d.f.)
Log likelihoodtest
a ainst Model 1 d.f.

-7.448>~**

-6.745***
(0.8739)
-0.0443
(0.097)
0.6445***
(0.2142)
0.478***
(0.1367)

(0.4975)
0.4412>~**

(0.0437)
0.0487
(0.139)
-0.061
(0.215)

0.261
(1.363)
-89.255

2.334***
(0.656)
9.866

200.41***
(14)

417.94***
(14)
-79.388
618.34*>~>~

( 28)
0.47
2

*p < O.l;**p < 0.05;* ** P < 0.01 All significance test are two-tailed. Standard errors in parenthesis.
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