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Chapter 1 

 

BACKGROUND TO IMITATION 

 

Introduction 

In 2000, when I had just finished my (first) dissertation, on the subject of international market 

entry, I was working in the Netherlands as a (part-time) strategy consultant. One of my 

consulting assignments fitted my area of expertise particularly well; I was hired as an advisor 

of the head of the international division of a fairly large Dutch corporation. The European 

market, due to changing EU legislation, had begun to open up for the type of business they 

conducted. In response, they had set up an international division. This division was intended 

to help the – until then purely Dutch – company transform itself into a multinational 

enterprise. 

 

Till then, the head of the division – my “client” – his primary (and pretty much only) activity 

had been to acquire smaller competitors in all sorts of countries; predominantly based in 

Europe (Germany, Spain, the Czech republic, etc.), although there were also some take-over 

ventures in more exotic locations (such as the Dutch Antilles and South Africa – not 

coincidentally the holiday destinations of several of the company’s top executives). My role 

with him was to set up a strategy, that is, some direction and systematic plan to where they 

were going to expand, how, and when. 

 

One of the things I did was to set up a more systematic analysis of which countries in Europe 

would be most attractive in terms of market entry. Fairly quickly it became clear that the 

Scandinavian market for a variety of reasons was by far the best prospect, and therefore a top 

candidate for expansion. However, no matter what I said, no matter what analysis, 

characteristics, and numbers I threw at him, it was evident that he did not want to go to 

Scandinavia. It was just beyond discussion. His mind was set: Scandinavia was not an option 

on the table. 

 

Eventually I asked him: “Why?” Is it the food, the weather, the fact that most people there 

were taller than him? Why was it, while it was so obvious from every aspect of the analysis 

that the Scandinavian market was top notch, which he refused to even consider it? Eventually 

he said it; he said: “Freek, company X [the name of his biggest and closest competitor] is not 
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in Scandinavia; my English competitors are not in Scandinavia. There must be something 

wrong with; otherwise they would have already been there”. 

 

I was slightly stunned. I knew he obsessively monitored the strategic moves of his closest 

competitors – which most managers and companies do – but I hadn’t realized how big their 

influence on his thinking and decision-making. He followed their moves and if there was 

something they didn’t do, he didn’t want to do it either. And that was the end of it. 

 

Several months later – there was a holiday and some other things in between – I entered his 

office again. I asked him what he had been up to for the past months. His answer was: “I just 

came back from a trip to Scandinavia. To look at some potential take-over candidates”. I was 

slightly surprised; had my analysis and arguments finally convinced him? Did he now see 

reason and the merits of that market? I asked him. But no: He picked up a newspaper article 

from his desk and showed it to me. The title of the article read: “[competitor X] enters the 

Scandinavian market”.  

 

What finally convinced him that the Scandinavian market was worth a look was not my 

analysis, arguments, and convincing powers. Competitor X had entered the market, “so there 

must be something to it after all”. He hadn’t wanted to go there, but now that others were 

entering, it suggested to him that the market must be attractive, and he should not stay behind 

and go there too.  

 

Theoretical Perspectives on Imitation 

The aforementioned example, in the introduction, illustrates various existing theoretical 

perspectives on the topic of imitation in the literature on the strategic management of 

organizations. I will discuss four of these perspectives: strategic motives, herding, 

institutional pressure, and social comparison. They are, in my view, the four perspectives in 

the sense that they have separate literatures associated with them, but also because other 

perspectives are really all variations on one of these themes. Nevertheless, when reading the 

literature in these four areas, it also becomes evident that the perspectives overlap (although 

they do not cite each other). Hence, the four theoretical perspectives are not entirely mutually 

exclusive. 
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Strategic motives for imitation 

First of all, firms can imitate their competitors for strategic reasons, for example because a 

particular service that competitors have started to offer has rapidly become a commodity, and 

customers now expect to receive it. Hence, the firm has to follow suit just to remain 

competitive with others.  

 

In terms of the example from the introduction, it could be an argument that the company has 

to now enter the Scandinavian market because their multinational clients (it was a business-

to-business firm) expect them to have a presence in that market, like their competitors. And if 

they would not obtain a local presence there too, their customers might switch and take their 

business somewhere else. 

 

This could of course be a valid reason for mimicking your rivals. However, it is also my 

distinct impression – although admittedly I have no hard evidence to back this up – that it is 

often used as a bit of an excuse; “we can’t lag behind”, “the customer expects it”, etc. While 

the reality is that we’re just uncertain about what to do, and in case of uncertainty, if feels 

safest to simply do what others are doing. 

 

Herding 

This is partly what herding theory addresses. Herding theory (Banerjee 1992; Bikhchandani, 

Hirshleifer, and Welch, 1992; 1998; Scharfstein and Stein, 1990) originates in economics and 

explains, among others, how perfectly rational behavior, in terms of imitating others, by 

individual firms or even individual decision-makers can potentially lead a whole herd of firms 

to do something silly (and run of a cliff).  

 

Herding theory first of all assumes that decision-makers interpret the behavior of other firms 

as revealing information. For example, if you observe some of your closest competitors 

entering a particular new market (e.g. Scandinavia), you interpret this as revealing the 

information that they have analyzed the market and reached the conclusion that it must be 

attractive. Hence, as an observing firm, you do not gain insight into the analysis and the 

information itself but you do witness its conclusion. Therefore, firms are inclined to follow 

suit, and enter too.  
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Of course, there is a chance that the original firm(s) reached the wrong conclusion, and had 

incomplete or faulty information. Therefore, imitation of earlier entrants may induce others to 

make the same mistake. Herding theory – as other theories in economics – assumes that 

individual firms and decision-makers are rational, but that doesn’t mean the overall outcome 

is optimal. 

 

Herding theory goes one step further – and this is where it begins to overlap with institutional 

theory; discussed in the next paragraph. While spotting earlier entrants into a particular 

market, which performed an erroneous analysis of its prospects, individual managers may still 

reach the correct conclusion that the market is unattractive. However, being rational decision-

makers, they do not only have their firm’s performance and prospects to think about; they also 

have their own personal reputation – and with it their career prospects and earning power – to 

consider. They might reach the (correct) conclusion that the market is unattractive, and 

therefore for the firm’s sake they should not follow suit, but if the prevailing idea in the 

industry is that the market’s prospects are good, they are going to look silly, out-of-touch, and 

simply bad decision-makers. Therefore, in spite of reaching the correct conclusion, they might 

still opt to enter the market.  

 

Institutional pressure 

Institutional theory (Meyer and Rowan, 1977; DiMaggio and Powell, 1983; Tolbert and 

Zucker, 1983) examines such external pressures on firms to conform in more and more 

explicit depth. There are all sorts of external pressures on firms to behave in similar ways. 

This can be due to quite overt and almost tangible sources such as legislation but they can 

also be more subtle and act more stealthily. For example, schooling and professional 

associations may lead managers in a particular line of business to think in the same way, and 

prefer the same type of decisions and solutions. In addition, there may also be cultural reasons 

why firms are and act alike; whole industries often develop quite clear norms in terms of 

“how things should be done” and what a firm should do and look like. One look at how 

bankers are dressed and behave, and how for instance people in media dress and behave, tells 

you that different firms and people within one line of business can be remarkably coherent, 

but also that the differences between lines of business can be substantial.  

 

One particular homogenizing external influence on the behavior of organizations is what in 

institutional theory is known as mimetic behavior (DiMaggio and Powell, 1983). Mimetic 
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behavior is what, in this study, I describe as imitation; the influence of other firms. Yet, 

institutional theory argues that firms imitate others because that makes them more 

“legitimate”, and that comes with real benefits. For example, if all firms within a specific 

industry all have a particular governance system but one of them hasn’t, that one is going to 

look odd in the eyes of others; stakeholders such as investors, employees, customers, and 

partner firms. If you look odd – or illegitimate – in the eyes of others they might start to shun 

you. You will have more trouble finding suitable partner firms, customers prefer to take their 

business to someone else who looks more normal, you might find that you begin to have some 

trouble recruiting, because people prefer to work for a regular firm, while risk-averse 

investors take their money somewhere else. Hence, it pays to look legitimate, and do what 

others are doing. Even if it is something quite useless or silly, you are better off adopting the 

regular governance system after all, because looking illegitimate will deprive you of 

resources.  

 

This is an important influence on imitation too. Firms may be inclined to do what others are 

doing out of a fear of looking illegitimate, and hence finding themselves at the back foot just 

because they look different. Hence, in a way, this behavior is perfectly rational. As a firm, 

you basically have no choice but to do what others are doing, even if you think it is not a great 

choice. On the other hand, sometimes doing something different and not follow the herd 

might make you look illegitimate in the short-run but it could make you much better off in the 

long-term. But it takes a brave firm to do that. 

 

Social comparison 

Where both economic and sociological explanations have been invoked fairly extensively to 

explain firm imitation, psychological explanations have been relatively scant. Yet, one would 

expect that psychological processes also play a role, when firms’ decision-makers observe the 

actions of others and compare their companies and strategies to them. Social comparison 

theory, for example, which stems from social psychology (Festinger, 1954; Goodman and 

Haisley, 2007), states that individuals compare themselves to various others and adapt their 

behavior based on such comparisons.  

 

Although inclinations to behave alike have their limitations (e.g. Brewer, 1991; 1993), 

humans seem to have a fundamental propensity to conform to the behavior of others in a 

group. This might have a simple evolutionary explanation; people who were inclined not to 
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conform to the norms in a group were more likely to be expelled which negatively affected 

their chances of survival. Hence, evolution (e.g. Dawkins, 1976) has led people to be inclined 

to act like others in their vicinity. It seems likely that such fundamental influences on 

decision-making also find their way into the behavior of entire organizations. This is because 

organizational decision-makers are individuals but also because, much like in processes of 

social identity formation and organizational learning (e.g. Argote, 1999), the inclinations of 

individuals cumulate into organization-level processes and characteristics.  

 

To conclude, the default behavior of decision-makers in organizations could very well be to 

do what others are doing. They might think others are smarter and know something they don’t 

(conform herding theory), so they’d better follow suit. The manager in my introductory 

example clearly displayed that motive. Yet, even if they do not make that assumption, they 

might be “forced” to act in similar ways to others for the fear of being punished for their 

deviance by various stakeholders (conform institutional theory). That is, even if decision-

makers deem the expected return of entering the market to be exactly the same as the 

expected return of not following suit, they might be inclined to imitate for the fear “of being 

perceived as lone fools for missing out on the ride” (Scharfstein and Stein, 1990, p. 465). This 

motive too seemed to play a role in my manager’s decision-making; he looked for safety in 

numbers, eager to look competent and legitimate.  

 

Scharfstein and Stein, in this light, also said “an unprofitable decision is not as bad for 

reputation when others make the same mistake” (1990, p. 466). If everybody enters and the 

market turns out to be a dog, this is not as bad (for your reputation) as when the market turns 

out to be a success while you were the only one to stay behind. Hence, even if your analysis 

turns up that not following suit in economic terms has the same expected value as staying 

behind, if others enter, you will enter too.  

 

However, this consideration might very well still be valid and just as prevalent and influential 

if, for example, no-one could observe your actions and outcomes and hence you would not 

have to worry about reputation effects or adverse reactions from stakeholders. That is, it 

might not (solely) be an external influence that pressure you into following and make the 

same choices as others, but a self-imposed psychological mechanism. Suppose my manager 

would see his close competitors enter the Scandinavian market but he would be invisible to 

others and would not have to worry about the adverse consequences and reactions of others, 
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might he still be inclined to follow his competitors’ examples and enter too? Quite possibly 

so. In a situation of uncertainty, in which you just do not know what to do, you might simply 

mimic the choices of others because also to yourself “an unprofitable decision is not as bad 

when others make the same mistake”. Yet, when you do not enter and others reap the rich 

benefits, you will still feel like a fool, even if others cannot see your “blunder”.  

 

Hence, the different pressures and inclinations to imitate, and with it the various theoretical 

perspectives and motives, both overlap and complement each other. In this dissertation, 

bearing in mind these different background perspectives on firm imitation, I seek to advance 

our understanding of the mimetic behavior of organizations.  

 

I will look first look at how the wider competitive context of a firm influences its inclination 

to imitate the market entry moves of its competitors. So far, prior literature has simply 

assumed that “firms imitate their competitors” but I will examine whether that is always 

necessarily true, or whether there are circumstances in which firms shy away from imitation. 

Subsequently, I will explicitly advance a social comparison perspective to shed further light 

on this question: do firms always imitate their competitors (or might they sometimes be 

inclined to do the exact opposite)? Finally, I will look at the imitation of bad management 

practices. So far, literature has assumed that firms might indeed sometimes inadvertently 

imitate harmful practices but our Darwinian market system will make sure that such practices 

do die out again and disappear. In contrast, I will explore whether it is conceptually possible 

that harmful practices are not only widely imitated but also continue to persist, till kingdom 

comes. 

 

Contributions of this Dissertation 

The structure of competition 

As discussed above, firms seem to have an inclination to imitate others in their vicinity. 

Related to this, ample prior literature has looked at how particular management practices, 

strategies, or structures spread among organizations (assuming that organizations imitate them 

from each other). The vast majority of this literature has done this by looking at so-called 

“social networks”. Social networks for individuals simply imply the structural patterns of 

who-knows-who. For organizations this who-knows-who can take the shape of alliance 

partners, overlap in terms of boards of directors (i.e. people serving on the boards of both 
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companies), supplier-buyer relations, and so on. Practices and particular strategic choices are 

thought – and have been shown – to spread through these social networks.  

 

In contrast, this chapter in my dissertation argues that because organizations do not only 

imitate other firms “whom they know” (i.e. others in their social networks) but also firms that 

are direct competitors, in order to understand patterns of imitation we should not only look at 

social networks but also at patterns of competitors. Social networks are mapped and computed 

by drawing lines between people or firms that know each other; in this way, particular 

structural patterns emerge. Similarly, I argue that one could draw lines between firms in an 

industry that compete directly with each other (e.g. because they both offer the same product). 

This will also lead to network type patterns. However, these are not social networks – 

although they might have the same shape – but competitive networks. In this chapter, I refer 

to such patterns of competitive interactions as “the structure of competition”.  

 

These structures of competition can look very different for different industries and firms, and 

at different points in time. I argue and show that they significantly influence the behavior of 

firms. For instance, organizations facing a different “structure of competition” may be more 

less – or not at all – inclined to imitate the market entry moves of their competitors.  

 

Actually, the analysis shows that firms are sometimes disinclined to do what others are doing. 

Specifically, it shows that in certain circumstances the probability that a firm will enter a 

particular market actually decreases because some of its competitors have gone there too. This 

happens when these competitors have been behaving badly toward each other in the past; they 

have been engaged in fierce rivalry, for instance through price wars. In such a situation, 

apparently, the firm thinks “I’d like to have entered that market, but if these guys are going 

there, I am staying out!” Hence, firms may not always respond to their competitors’ moves by 

imitation; quite the opposite. 

 

This makes it quite an “academic” chapter though; it explains a lot about the behavior of 

organizations but it is not easy to directly derive advice from it for firms, for instance in terms 

of how they could the chapter’s insights to improve their chances of success. However, since I 

also show that the influence of the structure of competition is substantial (on firms’ choices 

whether to enter a particular market or not), understanding their nature and impact seems 

paramount. Better understanding the behavior of organizations will eventually enable us to 
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improve them. More concretely, when in the future I will for example regress firm survival on 

characteristics of their structure of competition (which I have secretly experimented a bit with 

already), to show that different structures lead to different survival chances for firms, 

normative advice is much closer around the corner. Hence, the analysis in this chapter is the 

first step toward a better understanding and management firms’ structures of competition. 

 

Social comparison processes 

The second empirical chapter in this dissertation explicitly takes the lens of social comparison 

to understand processes of imitation. As said, social comparison theory originates in social 

psychology, therefore I am treading a bit on academically treacherous terrain; taking a theory 

developed in one domain (i.e. psychology) for individuals, and transferring it to another (i.e. 

organization studies) is a bit “dangerous” because it implies crossing levels of analysis (i.e. 

applying insights from individuals to organizations). However, I think it might be worth my – 

and hopefully your – while.  

 

As argued briefly earlier, individual decision-making processes may find their way into the 

decisions and strategic behavior of organizations. In addition, however, I do not mean it as a 

straight application of psychology theory to the organizations; instead, I borrow a few 

concepts and insights – and hence a theoretical mechanism – and use it to set up a comparison 

logic about organizations. I borrow the viewpoint that 1) organizations, like individuals, 

compare themselves concurrently to different “reference groups”; just like individuals 

compare themselves to observations of people of the same age, people in the same profession, 

people in the family, etc., organizations may compare themselves to others of similar size, but 

also to others in the same region, their direct competitors, etc.  

 

The second element that I borrow is that, like individuals, organizations may be prone to act 

in such a way that they become more similar to the other firms in a reference group, but also 

that they have the inclination to distinguish themselves from them, and do something 

different. Firms and their managers, like individuals, do not just always want to follow suit 

and do what others are doing. Perhaps for their own self-esteem, and to set their identity, 

regarding certain aspects of organization, if they get a chance, they also want to be a bit 

unique, and different. Hence, I presume that sometimes firms might also want to do the exact 

opposite of what they see the others in a reference group do.  
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The clearest example I ever saw of this was when I was working with a famous newspaper 

company in London. Consecutively, two of its main competitors had just “gone tabloid”; they 

had halved the size of their newspaper (creating the smaller, tabloid-format) in a bid to appeal 

to customers and increase their circulation. It might not seem a major innovation to you or me 

– just making a smaller newspaper – but for them it was arguably quite revolutionary and a 

major innovation. The executives in the company had been debating to follow suit, and go 

tabloid too. However, in the end, they decided not to. They had actually been debating it for 

quite a while already, even before their competitors came out with the innovation and had 

found it a potentially attractive option, but now the situation had changed. One executive told 

me explicitly: “We would have liked to do it [go tabloid], but now we can’t do it anymore. It 

would be such a ‘me-too’ thing; we’d be followers. And we’re not; we are an innovative 

company, and would like to be known as one. Now we can’t do it anymore because they 

already have. We have to think about something else”. 

 

It was clear that they did not want to adopt the innovation simply because others had already 

done it before them; it just would not be very original. And that did not strike well with their 

own self-image and identity. As said “they would have liked to do it” but now they just 

wanted to do something different. And they did (at very substantial costs). Several months 

later, they came out with yet another format; what they called the Berliner; a newspaper 

format in between the two sizes but longer. They just wanted to do something different.  

 

That’s the idea behind the social comparison theory put forward in this chapter. Firms 

compare themselves to various reference groups. Sometimes they may respond to a 

comparison by increasing the similarity between themselves and the group (i.e. imitation); yet 

sometimes they also choose to respond by doing something different. This chapter analyses to 

what groups firms respond by means of imitation, and which groups induce them to do 

something different. I will attempt to give a clear answer. 

 

Bad management practice 

The next chapter is a bit different. It is not an empirical project – in the sense that it uses data; 

observations and measurements from reality – to test how something works. It is purely a 

theory; a logical verbalization of how things work which, in this case, I subsequently illustrate 

by putting it into a quantitative simulation. This simulation shows that at least in theory it 

works.  
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It deals with the imitation and especially also the persistence of harmful management 

practices. It is actually triggered by another remark by the manager of the company that I 

discussed in the introduction. At some point, I was asking him (quite persistently) to explain 

why they had organized their company in a particular way. The answer remained pretty 

unclear. At some point – I imagine tired of my cross examination – he just said: “Look Freek, 

everybody in our line of business does it like this. If it wasn’t the best way of doing things, I 

am sure it would have disappeared by now”.  

 

Not for the first time, I was slightly stunned by his admission – of why they organized their 

firm in this particular way. However, I also did not have a very good reply. Our existing 

theories regarding the matter would suggest the same point of view: firms imitate each others’ 

practices; in the process, they may sometimes (inadvertently) copy each others’ bad habits. 

However, since the firms with the bad practice will have lower survival chances than the 

firms without, evolution will weed them out, making sure that the practice disappears with 

them.  

 

Therefore, I decided to set up a theory that would explain how it is possible that practices that 

lower the life expectancy of all firms that adopt them still spread and continue to persist. For 

this, I turned my eye to social anthropology. Because social anthropology – or cultural 

anthropology, as Americans call it – had long struggled with a similar problem. Social 

anthropology, and specifically a stream of research known as the sociobiological view of 

culture, explained the existence and persistence of cultural traits in terms of their influence on 

the survival chances of the people employing them (e.g. Evans-Pritchard, 1940; Rappaport, 

1967). In this tradition, it was assumed that those practices that most enhance genetic survival 

thrive and survive; others die out. It successfully applied evolutionary theory to explain the 

behavior and rituals of various primitive tribes. They observed various people’s rituals and 

habits and assumed that somehow they must aid the tribe’s survival; otherwise they would 

have disappeared by now. Because if they lowered the tribe’s survival chances – if alone 

because they were useless but did cost much energy and resources – the tribe would be 

weeded out due to evolutionary forces (such as competition with neighbouring tribes). Hence, 

it was not a question whether or not a particular ritual was useful for the tribe; you just had to 

figure out how it was useful (but useful it was). 
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And indeed, through this view, many (mostly ethnographic) studies were able to explain the 

existence of many, sometimes seemingly ‘irrational’ cultural practices through their positive 

influence on the survival of the hosts. Examples included the ritual of shoulder blade 

divination among certain North American Indian tribes, which exists to randomize the choice 

of caribou hunting sites, the existence of polyandry (one woman married simultaneously to 

two or more men) in Tibet, which exists to avoid suboptimal land division, or the suckling 

practices among the !Kung San bushmen, which exists to optimize birth spacing (see, for 

instance, Dawkins, 1976; Dunbar, 1993; Harrison, 1977). However, gradually it became clear 

that the explanation was often imperfect; sometimes cultural practices survived that had only 

a modest influence on gene fitness, rather than those practices that enhanced survival most. 

Moreover, there were further anomalies; sometimes practices seemed to survive that had a 

neutral influence on gene survival at best. How was it possible that such cultural behavior 

persisted, and wasn’t eliminated through evolutionary mechanisms? 

 

A break-through in this literature was achieved when researchers started to focus on and 

model not only the fitness and survival of genes as an independent variable, but also adopted 

the survival chances of the practice itself as a separate variable (Boyd and Richerson, 1976; 

Durham, 1991). Now it became clear that the survival of a practice not only depends on the 

survival of its host, but also on the ease at which it is passed on to the next host. The 

phenomenon that a behavioral practice decreases the survival chances of the adopting unit 

became known as “opposition”; cultural practices that manage to persist, although they 

decrease the fitness of their adopters. Examples of this include the practice of footbinding, 

which persisted in certain areas of China for thousands of years, female circumcision in 

Sudan, or tattooing practices in Polynesia, which often proved fatal for the person receiving 

them (Boyd & Richerson, 1985; Durham, 1991). Another clear example of a harmful practice 

which spread across a population is the habit that existed in the 1950s among the Fore people 

in the Eastern Highlands of Papua New Guinea to eat their deceased kin instead of burying 

them. The practice spread across the different villages in the population, but caused a fatal 

nerve degeneration disease called Kuru, similar to Creutzfeld-Jacob’s (or mad cow) Disease. 

The Fore people continued with this practice until it had wiped out or infected the larger part 

of their population, and eventually Australian imposition ended the practice. In addition to 

this case evidence, mathematical models by Cavelli-Sforza and Feldman (e.g. 1981) showed 

harmful practices that increased in frequency until they had eliminated up to fifty percent of a 

population.  
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In this chapter, I use insights from this line of research in social anthropology (i.e. opposition) 

to build a theory and model of how it is possible – and perhaps even feasible – that an 

organizational practice with an overall negative influence on organizational survival spreads 

and continues to persist as a dominant feature in an industry. In a way, it models a conceptual 

structure which links the survival of an organizational practice and the survival chances of the 

adopting organizations. The adoption of a certain harmful practice may decrease the survival 

chances of the adopting organization (that’s why it is a bad practice). As a consequence, the 

lower survival chances of the organization also decrease the fitness of the practice, since with 

the death of the organization, the practice would also cease to exist. However, similarly, the 

adoption of the practice by another organization increases the fitness of the practice, since it 

has found a new host (cf. Boyd & Richerson, 1985; Cavelli-Sforza & Feldman, 1981). The 

theory in this chapter outlines the genesis of a bad practice, and discusses the circumstances 

under which it may spread and prevail. The simulation model illustrates an industry in which 

a bad practice “is set loose” and shows that it is possible that such a practice diffuses and 

persists, despite lowering the life expectancy of its adopters. 
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Chapter 2 

 

FOLLOWING SUIT? HOW COMPETITION BETWEEN ONE’S RIVALS 

INFLUENCES IMITATIVE MARKET ENTRY  

 

Abstract 

In this paper, we use data from two different samples – the Chinese pharmaceutical industry 

and the Taiwanese computer hardware industry – to examine how competition between a 

firm’s rivals influences its inclination to follow these rivals into a new market. We theorize 

that the likelihood that a firm emulates its competitors depends on the extent of rivalry 

between them because it alters expectations of market attractiveness and the legitimacy of 

entry. In both samples, we find strong evidence that a firm’s propensity to mimetically enter a 

new market depends on the structural features of the pattern of market encounters between the 

firm’s competitors. We discuss how research into the implications of such wider structures of 

competitive interactions can be extended. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

* This chapter is based on joint work with Kai-Yu Hsieh.  
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INTRODUCTION 

Firms often seem to follow their competitors into new markets. Whether it concerns new 

geographical markets (Delios et al. 2008, Gimeno et al. 2005, Guillen 2002) or product 

markets (Haveman 1993), prior entry by a firm’s rivals1 seems to increase the probability that 

a firm will enter too. The two dominant theoretical perspectives that have been used to 

explain this phenomenon are herding theory (Banerjee 1992; Bikhchandani et al. 1992) and 

institutional theory (DiMaggio and Powell 1983). Herding theory posits that organizations 

interpret the actions of their competitors as revealing information about the attractiveness of 

the new market. The greater the number of entries by competitors – who may be acting based 

on private information – the more a firm expects that the conditions in the new market will be 

favorable. Hence, prior entry is interpreted as a signal of market attractiveness. We will refer 

to this effect, as explained by herding theory, as the “market expectations effect” of prior 

entry.  

 

The second dominant theoretical stream to look at imitative market entry is institutional 

theory. Institutional theory, in this context, analyzes the “legitimacy” of certain types of 

strategic firm behavior. It argues that the more firms start to display a specific type of 

behavior – like entry into a particular market (Greve 2000, Haveman 1993) – the more 

legitimate such a move becomes. This means that a firm’s stakeholders, such as its 

employees, owners, and suppliers, approve of the behavior, which gives the firm advantages 

in terms of, for instance, access to valuable resources. Similarly, not engaging in a particular 

type of behavior, such as not adopting a certain practice or strategic position while more and 

more competitors conform to the practice, becomes increasingly illegitimate. Hence, a firm 

may also be punished by its stakeholders if it does not make a particular strategic move while 

others do, so that not conforming to the behavior of others may lead the firm to be at a 

disadvantage. We will refer to this influence as the “legitimacy effect” of prior entry.  

 

The two theoretical perspectives – herding theory and institutional theory – and the two 

effects associated with them offer complementary explanations of why we sometimes observe 

competitors follow each other into a new market. The two perspectives lead to the same basic 

prediction: prior entry by competitors increases the chance that a firm will enter a new 

                                                 
1 In this paper, we use the terms “competitors” and “rivals” interchangeably. Similarly, we assign the same meaning to the 

terms “direct competition” and “direct encounters.”  
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market, because of the positive signal that prior entry sends about market expectations and 

because of the increased legitimacy of such a move (and the increased illegitimacy of not 

doing so). Prior entry is expected to stimulate further entry up till the point that the new 

market becomes too crowded, so that it deters further entrants – the negative influence of high 

levels of market density as observed in various studies (Greve 2000, Haveman 1993). Until 

that effect sets in, entry by competitors is thought to increase the probability that a firm will 

follow suit. 

 

However, firms do not always follow their competitors’ market entry moves. Similarly, on a 

higher aggregate level, we do not always observe groups of competitors move in or out of 

markets conjointly. In this paper, we offer one explanation of why imitative market may be 

more or less prevalent (or even absent) in different situations. We argue that whether prior 

entry by competitors stimulates a firm to enter too depends on the extent to which the firm’s 

competitors also compete with each other. For example, a pharmaceutical company operating 

in the cardiovascular and the dermatological segments of the industry may have one 

competitor in the former segment and another in the latter, but these two firms may or may 

not encounter each other. We argue that such possible encounters between a firm’s 

competitors influence the firm’s inclination to follow their market entry moves, and that prior 

entry by competitors does not always stimulate a firm to follow suit.  

 

Consider the sample firm depicted in Figure 1. It has 22 competitors. The lines between them 

indicate whether these competitors also compete directly with each other. The 22 competitors 

could have formed 231 competitor pairs in the market. However, since not all firms encounter 

each other, there are only 94 connections between them. Moreover, 15 of those connections – 

as indicated by the bold lines – concern firms that meet each other in multiple segments of the 

industry, a situation known as multimarket contact (Bernheim and Whinston 1990, 

Jayachandran et al. 1999, Karnani and Wernerfelt 1985). In this paper, we examine the 

influence of these types of properties on the behavior of the focal firm. Specifically, we 

compare three basic situations: a firm whose competitors do not compete with each other; a 

firm whose competitors also encounter each other; and a firm whose competitors are engaged 

in multimarket competition. We argue that the legitimacy effect of prior entry by competitors 

will be heightened by direct competition between a firm’s rivals, which leads to a higher 

propensity to mimic their moves. Furthermore, multimarket competition between a firm’s 

rivals will alter the market expectations effect of prior entry. Dependent on the nature of the 
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multimarket contact, this may further increase a firm’s propensity to enter or annul it 

altogether.  

 

Figure 1. Example of a Firm and the Market Encounters between its Competitors 
 

 
 

We tested our ideas in two distinct contexts. The first study concerned the Chinese 

pharmaceutical industry and domestic drug producers’ entry moves into new product markets. 

The second study concerned the entry moves of producers in the Taiwanese personal 

computer (PC) industry into new geographical markets in China. Of course, product market 

entry and geographic market entry are two different strategic actions, and have different 

underlying motives and partially different streams of literature associated with them (Barnett 

1993, Baum and Korn 1999, Boeker et al. 1997, Greve 2000, Haveman and Nonnemaker 

2000, Stephan et al. 2003). However, by examining these different contexts we intend to show 

evidence of the applicability of our ideas across different settings and forms of market entry. 
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Overall, the study’s findings reveal that when it comes to imitative market entry, the choices 

that firms make are influenced substantially by the wider structure of competitive interactions 

between various rivals. 

 

THEORY AND HYPOTHESES 

Prior entry by a firm’s competitors may stimulate it to enter a particular market because it 

creates positive expectations of the attractiveness of that market. Herding theory posits that 

firms interpret the actions of their entering competitors as revealing information about the 

prospects of the market (Bikhchandani et al. 1992). Earlier entrants are thought to act based 

on information unavailable to the firm. Observing the entry moves does not reveal the actual 

information, but it does suggest to the firm that their competitors’ assessment of the market is 

positive. Especially when an increasing number of competitors appear to conclude that entry 

is favorable, the firm is likely to act based on this information and follow suit (Bikhchandani 

et al. 1998).  

 

Hence, prior market entry by competitors increases firm’s inclination to enter too because, as 

herding theory posits, earlier entry creates an information cascade. This does not mean that 

“the herd” is always correct, in the sense that the market entered by the competitors always 

turns out to be profitable, because the assessment of the early entrants could be flawed, but a 

firm’s estimation of the likelihood of market attractiveness becomes more positive due to 

prior entry (Banerjee 1992). For example, when in the mid-1990s the first IT companies 

moved into management consulting because they assumed that the fields of IT and strategy 

were converging, not all IT specialists immediately followed suit. However, when larger 

numbers of IT companies entered the consulting business, most firms concluded that the 

assessment must be valid, and relatively few of them did not end up making the move. Hence, 

such a herding movement can partly be understood through firms’ assessment of the 

likelihood of market attractiveness – in this example the attractiveness of the consulting 

segment for IT specialists – which is influenced by prior entry by competitors. 

 

However, this is not the only explanation for such mimetic behavior among competitors. 

Institutional theory explains that there is a legitimacy effect too, over and beyond the market 

expectations effect (DiMaggio and Powell 1983). That is, even if prior entry by competitors 

would not cause a firm’s managers to elevate their market expectations, its stakeholders could 

still begin to question why the firm is not acting while others do, and insist that they follow 
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suit. For example, by the late 1990s, IT companies that had not entered into management 

consulting faced critique by groups such as investors, analysts, employees, and customers, 

which increased pressure on firms to also consider the move. It became increasingly difficult 

for the management of an IT company to resist the option because not conforming to what 

had become the prevailing norm in the industry left them at a disadvantage; they would find it 

increasingly difficult to secure funds, receive positive ratings, or recruit highly skilled 

personnel.  

 

This legitimacy effect extends into various settings and contexts. For example, in terms of 

geographic markets, supermarket companies that by the late 1990s had not entered the 

Chinese market faced critical questions by shareholders and other potential investors. In 

accordance with the view that firms that do not conform to the strategies followed by their 

direct competitors face potentially damaging critique by stakeholders, research by Zuckerman 

(1999) and Moreton and Zenger (2005), for example, showed that firms following a 

contrarian strategy were consistently downgraded by equity analysts in comparison to their 

competitors. Hence, over and beyond the market expectations effect created by previous 

market entry, there also exists a legitimacy effect, which may further stimulate firms to mimic 

their competitors’ market entry moves. 

 

Competition between a Firm’s Competitors 

We argue that competition between a firm’s competitors enhances the legitimacy effect of 

prior entry. Firms that are direct competitors because they operate in the same markets are 

often assessed conjointly and in relation to each other. Equity analysts, for example, usually 

follow a number of companies that are direct competitors (Moreton and Zenger 2005, 

Zuckerman 1999). Hence, stakeholders will compare competing firms to each other and 

expect them to behave accordingly (see, for instance, Peteraf and Shanley 1997, Reger and 

Huff 1993) – behaving differently is considered “illegitimate” (DiMaggio and Powell 1983). 

 

Now consider firms A and B in Figure 2. In this stylized example both firms have three direct 

competitors. However, firm A’s competitors do not compete directly with each other. This is 

because firm A encounters competitor 1 in one segment of the market (e.g., cardiovascular 

drugs) but competitor 2 in another segment (e.g., dermatological drugs) and competitor 3 in 

yet another one, while these firms have no other segment in common. In contrast, the four 

firms on the right-hand side all meet each other in some segment of the market. The latter 
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firms (firm B and its competitors) are more likely to be viewed conjointly by stakeholders. 

For example, they are more likely to be covered by the same analysts. Because they are 

operating in similar markets, acting in a contrarian way – such as not entering a new product 

or geographic market while others do – will likely lead to questions and pressure by 

shareholders to conform (Moreton and Zenger 2005). Not entering becomes increasingly 

difficult to defend for the firm’s management because entry, for this type of firm, has become 

the legitimate thing to do.  

 

Figure 2. Direct Encounters between a Firm’s Competitors 
 

 
 

In contrast, when competitors of firm A enter a new market, the pressure for it to follow suit 

is likely to be more modest. Because these firms do not necessarily all operate in joint 

markets anyway, not entering is not such a strange and contrarian move, since these firms are 

less likely to be viewed and assessed by stakeholders in direct relation to each other. They 

happen to connect to each other through overlapping markets, but they do not form a group 

(see also Porac and Thomas 1990). Thus, firms whose rivals also compete directly with each 

other face more pressure to conform and enter a new market when their competitors do, 

because it is the legitimate thing to do. Therefore, because of this increased legitimacy effect,2 

we predict that direct encounters between an organization’s competitors will positively 

moderate the relationship between prior entry by competitors and a firm’s propensity to 

                                                 
2 In fact, herding theory also acknowledges the possibility of “legitimacy” effects. Scharfstein and Stein (1990) explain how 

rational managers, eager to protect their reputation as sound decision makers, may follow the herd in the form of mimicking 

the decisions of others, even in light of private information that suggests that a market is unattractive. Although they feel the 

market is unlikely to be profitable, they cannot take the risk of not entering because they are “afraid of being perceived as 

lone fools for missing out on the ride” (p. 465). In contrast, the personal risk of entering a market that is likely to be 

unprofitable while others also enter is comparatively low, “because an unprofitable decision is not as bad for reputation when 

others make the same mistake” (p. 466).  
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follow suit. That is, we predict that a firm will be even more inclined to match its rivals’ 

market entry moves if these rivals also compete directly with each other. Formally: 

 

Hypothesis 1: The extent to which a firm’s direct competitors also directly compete 

with each other will increase the (positive) relationship between the number of direct 

competitors that have entered a particular market and the firm’s likelihood of entering 

the same market. 

 

Multimarket Contact between a Firm’s Competitors 

So far, we have discussed what happens if a firm’s competitors also encounter each other in a 

common market. However, what may also happen is that these competitors encounter each 

other in multiple market segments. This is the situation of multimarket or multipoint 

competition (Bernheim and Whinston 1990, Jayachandran et al. 1999, Karnani and Wernerfelt 

1985). Prior research has shown that when firms have a foothold in each other’s main market, 

mutual forbearance, in the form of nonaggressive behavior toward one another, may result. 

When two multimarket competitors have small footholds in each other’s key market, it creates 

an implicit threat of reciprocal retaliation. For example, Gimeno (1999) showed that airlines 

use a relatively small presence in their competitors’ main hub to reduce rivalry in their own 

hub. Thus, this form of multimarket contact serves as a deterrent, which limits the intensity of 

rivalry. It has been associated with higher profits (Feinberg 1985, Scott 1982), more favorable 

price-setting (Evans and Kessides 1994, Gimeno 1999), and lower rates of market exit 

(Barnett 1993, Baum and Korn 1996, Boeker et al. 1997).  

 

We argue that the market expectations effect of prior entry by competitors is elevated in the 

case of this type of multimarket contact. Due to the mutual forbearance, the rivalry between 

the firm’s competitors will be characterized by nonaggressive behavior, which will likely spill 

over into the new market (Baum and Korn 1999). The firm will benefit from the mutual 

forbearance between its competitors, for example, because their nonaggressive price-setting 

will also be advantageous to the firm. The rivals will abstain from initiating fierce price 

competition in order to avoid retaliation, a state of affairs from which the focal firm will also 

profit (Barnett 1993). Indeed, Haveman and Nonnemaker (2000), for example, examining the 

Californian savings and loan industry, found that single-market competitors benefited from 

the mutual forbearance created by multimarket competition between their rivals. Therefore, a 

firm’s expectations of market attractiveness will be more positive when its rivals are engaged 
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in multimarket competition and have a foothold in each others’ market. Having observed a 

history of forbearing behavior between them, the firm can expect that rivalry in the new 

market will also be restrained, which makes entry more attractive. 

 

Because of this heightened market expectations effect, we predict that firms are more inclined 

to imitate their rivals’ market entry moves if their competitors are engaged in multimarket 

competition. Consider firms B and C in Figure 3, where firm B’s competitors directly 

encounter each other, as do firm C’s competitors. Yet, while firm C’s competitors are 

engaged in multimarket competition, firm B’s competitors are not. We expect firm C to be 

more prone to imitate its competitors because these firms will often form a mutually 

forbearing group of market actors whose behavior toward each other can be expected to also 

be benign and forbearing in the new segment. Therefore, we predict that multimarket 

competition between a firm’s competitors will positively moderate the relationship between 

prior entry by competitors and the firm’s propensity to follow suit, so that the firm will be 

even more inclined to match its rivals’ entry moves if these rivals encounter each other in 

multiple segments. 

 

Hypothesis 2: The extent to which a firm’s direct competitors are engaged in 

multimarket competition with each other will further increase the (positive) 

relationship between the number of direct competitors that have entered a particular 

market and the firm’s likelihood of entering the same market. 

 

Figure 3. Multimarket Contact between a Firm’s Competitors 
 

 
 

Symmetric Market Dependence by a Firm’s Competitors 
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As discussed, multimarket contact between competitors can potentially lead to mutual 

forbearance. However, this does not always happen (for an overview of empirical findings, 

see Baum and Korn 1999). Mutual forbearance usually emerges when multimarket 

competitors have small footholds in each other’s key market, which creates an implicit threat 

of reciprocal retaliation (Edwards 1955, Karnani and Wernerfelt 1985). In contrast, mutual 

forbearance is unlikely to occur when two multimarket competitors depend heavily on the 

same segment. If two airlines share the same main hub, for example, while all other routes are 

of marginal importance to both of them, competition in their shared hub is likely to be fierce 

(see Gimeno 1999). Their minor interests in the other routes do not carry sufficient weight to 

de-escalate competition in the shared hub. Thus, multimarket contact is not a sufficient 

condition for mutual forbearance; this will occur only when multimarket competitors have 

asymmetrical interests in their common markets. 

 

Take Figure 4 as an example. The two competitors of firm C encounter one another in 

segments W and X. Competitor 1 depends 90% on segment W (e.g., because it generates 90% 

of its revenues there) and 10% on market X. The interests of competitor 2 in the two markets 

are almost the reverse: it depends 12% on market W and 88% on market X. Mutual 

forbearance is likely to occur in such a situation because competitor 1 will likely respect 

competitor 2’s interest in market X in exchange for competitor 2’s restraint in market W 

(Gimeno 1999).  

 

Figure 4. Symmetric Dependence by a Firm’s Competitors 
 

 
 

In contrast, consider the case of firm D. Again, competitor 1 depends 90% on market Y and 

10% on market Z. Here, however, competitor 2’s relative interests in the two markets are very 

similar: it depends 88% on market Y and 12% on market Z; a situation of highly symmetric 
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market dependence. In this situation, aggressive competition – instead of mutual forbearance 

– is more likely to occur. Since both competitors will perceive market Y as strategically 

important, they will often compete intensely against one another (Chen and MacMillan 1992, 

Gimeno 1999), while the threat of retaliation in market Z, which is marginal to both parties, 

will not be much of a deterrent. 

 

We argue that the market expectations effect of prior entry by competitors is negatively 

affected by such symmetric market dependence by a firm’s competitors. When many of a 

firm’s direct competitors have highly symmetric market dependence, these competitors will 

likely have engaged in fierce rivalry in the past. Having observed this behavior, the 

organization may expect rivalry in the new market to become fierce too. This creates negative 

expectations of market attractiveness. Their competitors’ aggressive behavior toward each 

other will likely incur negative spillovers because, for example, intense price competition 

between these rivals will put pressure on the profit margin of every firm in the market. Rather 

than being inclined to mimic the rivals’ entry moves, the firm may choose not to join its 

competitors in the new market, in an attempt to steer clear of the fierce rivalry. Therefore, we 

predict that symmetric market dependence will negatively moderate the relationship between 

prior entry by competitors and a firm’s propensity to follow suit, so that a firm will not be 

inclined to imitate its competitors’ entry decisions if these competitors have highly similar 

dependence on the same segments. 

  

Hypothesis 3: Symmetric market dependence among a firm’s direct competitors will 

decrease the (positive) relationship between the number of direct competitors that 

have entered a particular market and the firm’s likelihood of entering the same 

market. 

 

To conclude, the conceptual mechanism outlined in our theory is twofold: a market 

expectations effect and a legitimacy effect, which may combine or oppose each other. We 

expect that direct competition between a firm’s rivals enhances the legitimacy of entering a 

particular product or geographical market. This legitimacy effect is smaller when the firm’s 

rivals do not compete directly with each other, making imitative entry less likely. 

Furthermore, expectations of market attractiveness are heightened if a firm’s competitors are 

engaged in the type of multimarket contact that causes them to have a small foothold in each 

others’ market, which makes an organization’s propensity to follow its rivals into a new 
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market even more likely. Yet, in contrast, when the firm’s rivals have highly symmetric 

market dependence, rivalry is likely to be fierce, which renders the firm’s expectations of 

market attractiveness to be negative, to such an extent that it will oppose (and may even 

annul) the legitimacy effect. Hence, this would cause a firm to be disinclined to follow suit. 

We will next introduce the two contexts in which we tested these predictions. 

 

METHOD 

Study 1: The Chinese Pharmaceutical Industry 

Research Setting. Our first database consisted of all domestic producers of active 

pharmaceutical ingredients in China, observed during the period 1992–2001. Before the start 

of economic reform in China in the 1980s, drug producers had operated solely in accordance 

with the production plans set by the government’s public health agency, whose primary 

concern was with assuring the supply of basic pharmaceuticals rather than with efficiency, 

profit, or innovation. Consequently, the industry became characterized by bulk capacity of 

generic drugs and a focus on output volume (White and Liu 1998). Firms were primarily 

engaged with meeting the output targets that had been centrally set for them.  

 

In the late 1980s and early 1990s, a series of economic reforms moved China toward a market 

economy. Following these developments, there were various significant changes in China’s 

national health care system. Among others, the old cooperative medical system was dissolved, 

price regulations were abolished and replaced by a system distinguishing between “ethical” 

and “over-the-counter” drugs; medical consultation and drug-dispensing were separated; and 

a partial national insurance scheme, including an expanding list of approved drugs and 

mandatory price caps, was introduced. Furthermore, various policy measures and certification 

programs aimed at improving the efficiency and quality of drug production and distribution, 

similar to those in developed countries, were introduced by the Ministry of Health. These 

developments presented managers in the pharmaceutical industry with various challenges and 

uncertainties. Managers had to move beyond their traditional role of overseeing production 

and assume responsibility for strategic decision making, which previously had been handled 

by governmental agencies (Guthrie 1997, White 2000). It is in this latter period that we tested 

our predictions regarding imitative market entry. 

 

Data. We compiled our longitudinal data for the period 1992–2001 using the Pharmaceutical 

Industry Yearbook, an industry directory published annually by the Chinese National Bureau 
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of Statistics. We chose 1992 as a starting date because the types of data reported by the 

Yearbook before 1992 were inconsistent with those for the years thereafter. Moreover, before 

this date, because of the central planning economy, individual firms had relatively little 

control over the choice of products they produced. Yearbooks after 2001 were difficult to 

obtain: the most recent data are considered highly confidential by the Chinese government. 

The Yearbook combines records of various public health care agencies and covers every drug 

manufacturer in China, providing detailed production data on all drugs produced by each 

manufacturer in a given year. Because the pharmaceutical industry is highly regulated and 

monitored, these official records are comprehensive. Using this information source, we were 

able to identify the whole population of drug manufacturers in China, as well as every 

product-line-expansion event during the observation period. 

 

Our database consisted of the entire population of domestic drug manufacturers in China, as 

listed in the Yearbook. During the observation period, 1,634 firms had their own facilities for 

manufacturing active pharmaceutical ingredients. Industry experts we consulted for this 

project suggested that a relatively large number of these firms were likely to be short-lived, 

highly specialized companies that focused on producing one specific ingredient. Since we 

feared this might distort our statistical results, in the analysis presented below we included 

only the 742 firms that had ever produced at least two distinct active ingredients during the 

observation period. However, we repeated the analyses on the data covering all the firms, and 

found consistent results. 

 

In total, these drug manufacturers produced over a thousand active ingredients. The Chinese 

State Food and Drug Administration classifies all active ingredients into 22 therapeutic 

categories (see the Appendix for details), similar to categorizations in other countries. 

Ingredients that act on the same organ or system and that have similar therapeutic 

characteristics are grouped into the same category. Producing ingredients with different 

therapeutic effects requires drug producers to acquire and exercise different technical know-

how, and to deal with different sets of distributors and physicians. Therefore, each therapeutic 

category delineates a distinct product market within the pharmaceutical industry. We used 

these categories to identify direct competitive relationships between firms and market entry 

events. Two drug producers were regarded as directly competing with each other if they 

manufactured active ingredients in at least one common category. A market entry event was 

defined as a firm starting to produce an ingredient in a therapeutic category that it had not 
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served before. During the period 1992–2001, 331 of the 742 companies made 542 entries into 

22 different product markets. 

 

Study 2: The Taiwanese Computer Hardware Industry 

Research Setting. Our second database consisted of manufacturers of personal computers 

(PC) and ancillary hardware in Taiwan and their direct investments into China during the 

period 1999–2005. During this period, Taiwan had – and still has – a very substantial 

computer industry. For example, in 1998, Taiwanese producers registered a production value 

of US$34 billion. This made Taiwan the third-largest hardware supplier in the world (after the 

United States and Japan). Most Taiwanese producers were contract manufacturers of foreign 

brands (e.g., HP, Dell, and IBM). Yet, unlike Japan and Korea – whose computer industries 

were dominated by large, diversified conglomerates – Taiwan’s computer industry consisted 

of many medium-sized producers, located along a 50-mile stretch south of the capital, Taipei. 

These medium-sized companies specialized in rapidly adapting their production to 

technological innovations by quickly moving into emerging product technologies and 

jumping onto the next technology available as soon as margins eroded (Dedrick and Kraemer 

1998). 

 

Yet, the business environment became increasingly challenging in the late 1990s. For one, the 

global PC market experienced dramatic price erosion. In the United States between 1997 and 

1998, for example, the average retail price of a PC dropped from $1,800 to about $1,000 

(Curry and Kenny 1999). In addition, soon after, most PCs became so powerful that few 

applications required a faster machine, and corporations and consumers slowed their 

replacement cycles, which led to a drop in demand.3 As a consequence, for the first time since 

1981, in 2000–2001 the market demand for PCs declined. 

 

During the same period, while Taiwanese PC hardware producers were struggling to adapt to 

the drop in demand, the Chinese economy, which had been relatively sheltered from the 1997 

Asian financial crisis, as a result of its shift toward a market economy, was experiencing 

                                                 
3 The two developments were related: One key factor behind the price erosion was the entry of Intel-compatible 

microprocessor producers (AMD, Cyrix, and IDT). Losing its monopoly position in the PC microprocessor market, Intel 

reacted by further accelerating product innovation, which confined its competitors to the medium- and low-performance 

market. However, another consequence of this innovation trajectory was that computers became more powerful than most 

users required, which led to a slowdown in replacement cycles, curbing overall demand. 
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substantial growth. Where economic wealth increased rapidly in various regions in China, 

local demand for PCs surged. Furthermore, from 1991 onward, the Taiwanese government 

had gradually relaxed its regulatory restrictions, permitting high-tech companies, such as 

computer hardware manufacturers, to make direct investments in China. Consequently, for 

Taiwanese manufacturers, China became an attractive market. Therefore, although few 

companies had a significant presence in China in the mid-1990s, after this period Taiwanese 

companies began to set up local facilities to serve the booming market. By 2005 (the end of 

the observation period) investments by Taiwanese PC manufacturers into China accounted for 

more than 65% of their total foreign investments. It is these entry moves into the Chinese 

market that we use to test our hypotheses. 

 

Data. The data used in this study concerned all companies listed in Taiwan that had ever 

produced PCs or ancillary hardware using in-house manufacturing facilities during the period 

1999–2005. Companies were identified from two bourses in Taiwan: the Taiwan Stock 

Exchange (where larger and more-established companies are listed) and the GreTai Securities 

Market (which lists smaller, more-entrepreneurial companies). Regulations in Taiwan require 

listed companies to disclose in annual reports their sales of products accounting for 10% or 

more of their total revenue. Using Standard Industry Classification (SIC) categories to define 

product markets, we identified all firms that were reported to be active in the following five 

product markets: computers, monitors and terminals, computer peripherals, audio and video 

equipment, and communication equipment. This yielded 205 companies, for which we 

proceeded to identify all direct competitors. We regarded two companies to be directly 

competing with each other if they operated in at least one common product market. Since 

many of the 205 companies had diversified into other related markets (e.g., optoelectronics 

components), we also collected information about their direct competitors in these segments. 

This in turn yielded another 344 companies in an additional 15 product markets (see 

Appendix for details). 

 

For these 549 companies, we traced all investments into China back to 1982 – before which 

Taiwanese investments into China were virtually nonexistent – using two complementary 

sources. First, the Investment Commission (the regulatory agency of foreign investment in 

Taiwan) reviewed and kept records of every investment project over US$20,000. In addition, 

Taiwan’s listed companies self-reported their activities in China to the Market Observation 

Post System, an open information platform managed by the Taiwan Stock Exchange. 
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Together these two sources provided comprehensive coverage of all investments into China 

by Taiwanese companies. These data were updated by quarters. During the period 1999–

2005, 389 of the 549 companies had made 650 entries into 22 different geographical markets 

in China. A geographical market was defined as a province, a municipality, or an autonomous 

region in China. A market entry move was defined as the first direct investment made by a 

Taiwanese company in a particular geographic market. 

 

Dependent Variables and Method of Analysis 

Our hypotheses pertained to the likelihood that a firm will enter a specific new market, as 

influenced by its direct competitors’ prior entries. We estimated this entry likelihood using 

Cox’s semiparametric proportional hazard model (Cox 1975). The dependent variable in Cox 

models is the hazard rate, or the instantaneous probability of a firm entering a particular 

market by a specific point in time. A firm was at risk of entering any market it had not 

operated in before. In Study 1 (the Chinese pharmaceutical industry), observations were 

determined by firms, years, and therapeutic categories. A spell, or time-to-event, started either 

at the beginning of the period of observation (1993) – in which case the observation was left-

censored – or at the point of founding of a specific firm (if after 1993). A spell ended in an 

event when the firm entered a particular market, or was right-censored either at the end of the 

observation period (2001) or because the firm went out of business before that date. In Study 

2 (the Taiwanese PC industry), observations were determined by firms, quarters, and 

geographic regions in China. A spell ended in an event if the firm entered the particular 

market; otherwise, the observation was right-censored, either in the quarter in which the firm 

was dissolved or because it had not entered a market by the end of 2001. 

 

Cox models do not require restrictive assumptions about the probability distribution of the 

hazard rate, in that they do not require the specification of a particular functional form for the 

baseline hazard. Because in both samples we had a large number of observed firms, markets, 

and years (n = 6411 for the Chinese data, and n = 3316 for the Taiwanese data), we were able 

to stratify our models for both firm and year/quarter. This means that, in the models below, 

the baseline hazard was allowed to vary by firm. Consequently, our models control perfectly 

for all firm- and time-specific, time-invariant and time-variant influences. Note that these 

models are logically equivalent to conditional logit models (McFadden 1973, Vermunt 1996). 

Indeed, estimating them in STATA as Cox models (stcox command) and as conditional logit 

models (clogit command) yielded analytically identical results.  
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The stratification by firm and year has two consequences. First, it causes any observed firms 

without any variance – that is, firms that during the time span of our data did not enter any 

market – to drop out of the analysis. Second, it causes all firm-specific effects to be uniquely 

identified and controlled for. This implies that any variable at the level of the firm (e.g., firm 

size) is already controlled for through the stratification and cannot be separately included in 

the model. Consequently, the main terms in our interactions that concern firm-level variables, 

used to test the hypotheses, are also not separately included in the models. Although inferior 

in terms of controlling for firm and time effects, to check for robustness we also estimated our 

models without the stratification, using the full sample, with the main terms separately 

included in the model. All the estimated predictors testing our hypotheses came out 

statistically significant with the same sign.  

 

Explanatory Variables 

Competitors’ prior entry was a time-variant variable measured as the number of a firm’s 

competitors that had previously entered a particular market. In the tables, we report the results 

based on this simple count measure because its estimated coefficients are relatively easy to 

interpret in terms of their size. Yet, we also computed an alternative measure weighted by the 

size of each competitor (using the logarithm of annual sales) because prior research has 

indicated that firms may be more inclined to imitate large organizations (Greve 2000, 

Haunschild and Miner 1997, Haveman 1993). This weighted measure yielded highly 

consistent results. 

 

Competitors’ direct encounters is a time-variant variable that captures the extent to which a 

firm’s direct competitors also encountered one another in at least one common market. In 

Study 1, a market was defined as one of the 22 therapeutic categories, and in Study 2, a 

market was identified as one of the 20 SIC categories (as listed in the Appendix). Thus, we 

counted the number of times that competitors of the focal firm also encountered each other 

and divided that by the maximum number of times they could have encountered each other. 

For example, in Figure 2, for firm A this measure takes on the value of 0 (no encounters 

between competitors) divided by 3 (number of times they could have encountered each other), 

and for firm B this would be 3 divided by 3. Thus, we measured this variable as the 
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proportion of a firm’s direct competitors that also compete with each other.4 Its value ranges 

between 0 and 1, where a higher number indicates more direct market encounters between a 

firm’s competitors.  

Competitors’ direct encounters (t) = 
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In the equation, k and l denote pairs of firm i’s direct competitors. ckl is a dummy set to one if 

competitors k and l competed with each other in at least one common market. Ni denotes the 

number of firm i’s direct competitors; hence Ni*(Ni –1)/2 denotes the number of all possible 

competitor-by-competitor pairs. In Study 1, t is measured in years; in Study 2 it is measured 

in quarters. 

 

Competitors’ multimarket contacts is a time-variant variable that captures the extent to which 

a firm’s direct competitors encountered each other in more than one market at the same time. 

Similar to the previous variable, we measured this variable as the proportion of a firm’s direct 

competitors that directly encountered each other in multiple markets. Thus, in Figure 3, for 

firm B it takes on the value 0 (no competitors meet in multiple markets) divided by 3 (the 

number of times multimarket competition could have happened), whereas for firm C it takes 

on the value 3 divided by 3. Again, it is a variable whose value ranges between 0 (no 

multimarket encounters between competitors) and 1 (all competitors are engaged in 

multimarket competition). 

Competitors’ multimarket contacts (t) = 
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In the above equation, mmckl is a dummy set to one if competitor k and l directly competed 

with each other in at least two common markets. 

 

Competitors’ symmetric market dependence is a time-variant variable that captures the extent 

to which a firm’s direct competitors depended heavily on the same markets. Market 
                                                 
4 One could argue that very diversified firms are less likely to have many competitors that also encounter each other. To 

account for this possible effect, we also created a variant of the variable in which we divided the proportion of a firm’s direct 

competitors that also compete with each other by the number of markets in which the firm operates, thus controlling directly 

for the influence of diversification. In both samples, the estimates using this alternative measure were virtually identical to 

the ones reported below, significant at p < .001. 
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dependence is most often measured as the proportion of a firm’s sales generated in a 

particular market (Bothner 2003, Burt 1992, Chen and MacMillan 1992), which is the 

measure we used in Study 2. In Study 1, however, data on firms’ sales per market were not 

always available. Therefore, we assessed the level of market dependence as the proportion of 

a firm’s total drug portfolio that it offered in the particular market. Subsequently, for both 

studies, using these numbers we computed the Euclidean distance between each pair of 

competitors to indicate symmetry between them. A high distance score is indicative of two 

firms that have very dissimilar market dependence, whereas a low distance score between two 

companies implies that they have highly symmetric market dependence. For example, in 

Figure 4, firm C’s competitors are located at the coordinates .90, .10 (firm 1) and .12, .88 

(firm 2), which leads to a Euclidean distance of 1.103, indicative of dissimilar market 

dependence. Firm D’s competitors are located at the coordinates .90, .10 (firm 1) and .88, .12 

(firm 2), which leads to a Euclidean distance of .028, indicative of highly similar market 

dependence. Formally: 
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In the above equation, sk,m denotes the number of active pharmaceutical ingredients (Study 1) 

or the sales (Study 2) that competitor k generated in market m, and sk denotes the total number 

of ingredients or sales of competitor k. The symmetry score between k and l, denoted by qk,l, 

was computed by subtracting dk,l from a constant equal to the maximum distance score in the 

sample. The variable competitors’ symmetric dependence was then computed as the average 

of qk,l across all competitors’ multimarket contacts, so that a high score is indicative of a set of 

multimarket competitors that are highly symmetric in terms of their market dependence. 
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Control Variables 

Competitors may sometimes enter the same market not because they imitate one another, but 

because they have similar organizational characteristics that cause them to reach the same 

entry decision independently. Therefore, as explained above, we stratified our Cox models by 

individual firm and year to account for all unobserved firm heterogeneity. Similarly, 

particular markets may have characteristics that make them highly attractive. We controlled 
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for market attractiveness using two approaches. We estimated all our models stratified by 

market (in addition to individual firms) to account for unobserved market factors that might 

affect the market entry rate. In addition, we also estimated models using a number of control 

variables – as described below – that captured market attractiveness. The two approaches 

yielded very consistent results. In the tables, we report the models using control variables to 

show their effects and to replicate some of the findings of previous research. 

 

Study 1. We accounted for density-dependent legitimation and competition dynamics (Hannan 

and Freeman 1989) by controlling for market density, measured as the total number of firms 

that were active in a market at a time, and density squared (divided by 100 for rescaling). 

Prior literature suggested that the market entry rate would increase with density but decrease 

with density squared (Carroll and Hannan 1989, Greve 2000, Haveman 1993). The 

attractiveness of a particular market might also increase as a result of some exogenous factors 

and could manifest itself in an increase in the total number of firms in that market. Therefore, 

we controlled for annual growth in the number of firms, measured proportionally as the net 

change in market density divided by the density of the market in the previous year. We 

expected the market entry rate to increase with this variable. Finally, literature in industrial 

economics has suggested that excess capacity and high market concentration can deter entry 

(Scherer and Ross 1990). To construct a measure for excess capacity in a market, we 

cumulated the firms’ production capacity and subtracted the market’s total production 

volume, and then divided this number by the product’s total production volume to arrive at a 

measure of relative excess capacity. We measured market concentration as the proportion of 

market output by the four largest manufacturers in a market (the CR4 index). We expected the 

entry rate to decrease with both excess capacity and market concentration. In all our models, 

we further included the natural logarithm of total market output to account for the current size 

of a market.  

 

Study 2. We used four time-variant control variables to account for the local conditions of a 

geographic market in China. These include wealth per capita (captured by average gross 

domestic product, disposable income, and household expenditure per capita), the level of 

internationalization of the particular market (captured by imports, exports, and total foreign 

capital), the availability of skilled labor (captured by the proportion of the population with 

college degrees, the number of recent college graduates, and the number of professionals in 

the region), and the market’s transportation infrastructure (captured by highway density and 
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railway density). These variables were constructed using macroeconomic indicators obtained 

from the China Statistical Yearbooks. The Appendix shows all these indicators and their 

discriminant validity using exploratory factor analysis. These favorable local conditions were 

expected to increase market entry rate. Table 1 reports descriptive statistics of the variables 

used in the two studies. 

 

Table 1. Descriptive Statistics and Correlations 
 Mean S.D. 1 2 3 4 5 6 7 8 
 
Study 1 (The Chinese Pharmaceutical Industry) 
1 Competitors’ prior entry 18.79 18.67         
2 Competitors’ direct encounters 0.85 0.14 -.19        
3 Competitors’ multimarket contacts 0.31 0.15 -.17 .09       
4 Competitors’ symmetric dependence 0.55 0.02 -.05 .19 .21      
5 Market: number of firms 56.62 52.48 .63 .06 .10 .07     
6 Market: growth in number of firms (%) -1.30 11.39 .00 .02 .04 .11 -.07    
7 Market: excess capacity (%) 1.93 5.33 -.15 -.02 -.02 -.04 -.18 .16   
8 Market: concentration  63.54 23.01 -.59 -.06 -.05 -.06 -.75 .03 .27  
9 Market: total output (ln) (tons) 7.73 2.75 .37 .03 .01 -.03 .57 -.16 -.44 -.71 

            
Study 2 (The Taiwanese PC Industry) 
1 Competitors’ prior entry 2.32 6.99         
2 Competitors’ direct encounter 0.84 0.21 -.12        
3 Competitors’ multimarket contact 0.04 0.02 -.12 .20       
4 Competitors’ symmetric dependence 0.68 0.07 -.04 -.02 .09      
5 Market: wealth of population 0 1 .44 -.01 .03 -.03     
6 Market: internationalization 0 1 .20 .06 -.12 .07 .00    
7 Market: skilled labor 0 1 .12 .05 -.10 .06 .00 .00   
8 Market: transportation infrastructure 0 1 .05 -.01 .01 -.02 .00 .00 .00  
 

 
RESULTS 

The Cox models testing our hypotheses are presented in Tables 2 and 3. In both tables, Model 

1 includes only the control variables related to target market characteristics. Table 2 shows 

the results for the Chinese pharmaceutical industry. In line with prior research, the market 

entry rate increases with density but decreases with density squared. Furthermore, a firm is 

significantly more likely to enter a market in which the number of firms is growing rapidly, 

which probably acts as a proxy for the market’s general popularity. Also in line with our 

expectation is the significantly negative coefficient on market concentration, which deters 

entry. Table 3 displays the results for the Taiwanese PC hardware industry. As expected, 

firms are significantly more inclined to enter geographical markets characterized by high 



 44 

consumer affluence, high levels of internationalization, availability of skilled labor, and 

extensive transportation infrastructure.  

 

Table 2. Cox Models for Study 1: The Chinese Pharmaceutical Industry 
 Model 1  Model 2  Model 3 

Variable beta  
hazard 
ratio  beta  

hazard 
ratio  beta  

hazard 
ratio 

Predictors            

Competitors’ prior entry     0.013 ** 1.013  0.024 *** 1.024 

     (0.004)    (0.005)   

Competitors’ prior entry X         0.112 *** 1.119 

competitors’ direct encounters          (0.018)   

Competitors’ prior entry X         0.102 *** 1.107 

competitors’ multimarket contacts          (0.022)   

Competitors’ prior entry X         -2.193 *** 0.112 

competitors’ symmetric dependence         (0.252)   
 
Controls            

Market: number of firms 0.024 *** 1.024  0.016 *** 1.016  0.011 ** 1.011 

 (0.003)    (0.004)    (0.004)   

Market: number of firms squared /100 -0.005 *** 0.995  -0.004 *** 0.996  -0.004 *** 0.996 

 (0.001)    (0.001)    (0.001)   

Market: growth in number of firms  0.038 *** 1.039  0.037 *** 1.038  0.035 *** 1.036 

 (0.005)    (0.005)    (0.005)   

Market: excess capacity  -0.042  0.959  -0.036  0.965  -0.025  0.975 

 (0.027)    (0.026)    (0.026)   

Market: concentration  -0.014 ** 0.986  -0.012 ** 0.988  -0.014 ** 0.986 

 (0.004)    (0.004)    (0.004)   

Market: total output  -0.101 *** 0.904  -0.057 † 0.945  -0.019  0.981 

 (0.030)    (0.032)    (0.034)   
 
Log likelihood -1408.30  -1402.00  -1345.03 

LR chi-sq against null model 349.72 ***  362.32 ***  476.25 *** 

�LR chi-sq   12.60 ***  113.93 *** 

Akaike information criterion 2828.60  2818.00  2710.07 
†p < .1; *p < .05; **p < .01; *** p < .01; all two-tailed tests. Standard errors in parentheses. 

n = 6,411  
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Table 3. Cox Models for Study 2: The Taiwanese PC Industry 
 Model 1   Model 2   Model 3 

Variable Beta   
hazard 
ratio   beta   

hazard 
ratio   beta   

hazard 
ratio 

Predictors            

Competitors’ prior entry     0.035 *** 1.036  0.060 *** 1.062 

     (0.007)    (0.013)   

Competitors’ prior entry X         0.121 *** 1.129 

competitors’ direct encounters         (0.036)   

Competitors’ prior entry X         1.537 *** 4.651 

competitors’ multimarket contacts         (0.464)   

Competitors’ prior entry X         -0.737 *** 0.479 

competitors’ symmetric dependence         (0.170)   
 
Controls            

Market: wealth of population 1.256 *** 3.511  1.012 *** 2.751  0.930 *** 2.535 

 (0.078)    (0.088)    (0.096)   

Market: internationalization 0.774 *** 2.168  0.687 *** 1.988  0.675 *** 1.964 

 (0.112)    (0.116)    (0.121)   

Market: supply of skilled labor 0.660 *** 1.935  0.560 *** 1.751  0.552 *** 1.737 

 (0.125)    (0.129)    (0.133)   

Market: transportation infrastructure 0.278 *** 1.320  0.257 *** 1.293  0.243 *** 1.275 

 (0.056)    (0.057)    (0.059)   
 
Log likelihood -583.13   -568.64   -545.76 

LR chi-sq against null model 565.35 ***  594.34 ***  640.09 *** 

LR chi-sq of against model 1   28.99 ***  45.75 *** 

Akaike information criterion 1174.26   1147.27   1107.52 
†p < .1; * p< .05; **p < .01; *** p < .01; all two-tailed tests. Standard errors in parentheses. 

n = 3,316  
 

 

Each of our three hypotheses concerns a moderator of the relationship between prior entry 

into a particular market by a firm’s direct competitors and the likelihood of the firm entering 

that market too. In both studies, the coefficient of the main effect of competitors’ prior entry 

is positive and significant. For the Chinese pharmaceutical firms (Table 2, Model 3), the size 

of the entry rate multiplier indicates that, on average, for each additional competitor entering a 

particular product market, the rate at which a firm will also enter there increases by 2.4%. 

This result is even stronger for Taiwanese firms (Table 3, Model 3): for each additional 
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competitor that enters a particular geographical market in China, the rate at which a firm also 

enters there increases by 6.2%.  

 

Hypothesis 1 predicted that a firm’s propensity to imitate its direct competitors will be 

stronger if its direct competitors also directly compete with each other. This hypothesis is 

tested through the interaction of competitors’ direct encounters and competitors’ prior entry, 

as the former is expected to positively moderate the influence of the latter on the market entry 

rate. Other than in OLS, in variants of loglinear models (such as logit, probit, and Cox 

models), the coefficients on interactions cannot be interpreted directly, in terms of their 

magnitude and even their sign (Ai and Norton 2003, Hoetker 2007), because the effect 

depends on all the covariates in the model.5 To account for this, we computed the interaction 

and plotted its effect at one standard deviation above and below the variable’s average, 

keeping all other variables constant at their mean. Corroborating Hypothesis 1, the effect of 

the interaction term is positive and significant in both studies. The magnitude of these effects 

is substantial: in Study 1, when direct encounters between a firm’s competitors are prevalent 

(one standard deviation above the sample mean), each additional competitor entering the 

market increases a firm’s propensity to also enter that market by 4.1%. In contrast, when 

direct encounters between a firm’s competitors’ are rare (one standard deviation below the 

mean) the effect size drops to 0.8%. In Study 2, these effect sizes are 8.9% and 3.6%, 

respectively. These results support the idea that the legitimacy effect of prior entry is stronger 

in cases where a firm’s competitors also encounter each other, so that a company is especially 

inclined to imitate these companies’ market entry moves.  

 

Hypothesis 2 predicted that a firm’s propensity to imitate its direct competitors’ market entry 

moves will be even stronger if these firms have a foothold in each other’s market, the classic 

case of multimarket competition. This prediction rests on the idea that, over and beyond the 

                                                 
5 In fact, Ai and Norton (2003) examined 72 articles that used nonlinear analysis published in 13 economics journals between 

1980–1999 and found that none of them interpreted the interaction terms correctly. Specifically focusing on logit and probit 

models, Hoetker (2007) found that of the 157 articles published in leading strategy journals in 2000–2005, 63.6% offered an 

incomplete or only partially correct interpretation of the interaction coefficients. 
5  Note that in our theory, a firm does not need to be aware of the exact nature of the competitive linkages between its rivals 

(in terms of multimarket contact or similarity in market dependence). All it needs to do is observe the intensity of the 

competition between these firms, and to use this insight to make inferences about the projected level of rivalry in the new 

market. 
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legitimacy effect (tested in Hypothesis 1), multimarket competition between a firm’s rivals 

leads to a positive market expectations effect. In line with these ideas, in both studies the 

coefficient of the interaction term of competitors’ multimarket contact and competitors’ prior 

entry is positive and significant, which supports this hypothesis. Note that these results are 

obtained while controlling for the effect of direct competition between the firm’s competitors 

(hence, the influence of multimarket contact is over and beyond the direct encounters effect) 

and for the influence of symmetric market dependence (discussed next). The magnitude of the 

effects is again substantial: in Study 1, when competitors’ multimarket contact is high (one 

standard deviation above the mean), each additional competitor’s prior entry move increases 

the market entry rate by another 4.0 percent. In contrast, when competitors’ multimarket 

contact is low (one standard deviation below the mean), this effect drops to 0.8%. In Study 2, 

these effects are 10.1% and 2.4%, respectively. Thus, when a firm’s competitors have a 

foothold in each other’s main markets, the firm’s inclination to mimic these competitors’ 

market entry moves is significantly higher. 

 

Hypothesis 3 predicted that a firm’s propensity to mimic its rivals’ market entry moves will 

be lower if its direct competitors do not have a small foothold in each other’s market but, 

instead, have highly similar stakes in the same markets. Supporting this hypothesis, in both 

studies the interaction term of competitors’ symmetric dependence and competitors’ prior 

entry is negative and significant, indicating that the former negatively moderates the influence 

of the latter on the market entry rate. In Study 1, when symmetry in market dependence is 

very high (two standard deviations above the mean), each additional competitor entering the 

market decreases the probability that the firm will also enter that market by 7.1%. In Study 2, 

this effect is 3.7% per prior entrant. Thus, these results indicate that a firm may also become 

less attracted to a certain market as a result of entry by competitors; if its rivals have highly 

similar dependence on the same market segments, the firm will be disinclined to imitate their 

market entry moves.  

  

DISCUSSION 

The findings in this study support the view that direct competition between a firm’s 

competitors creates a legitimacy effect that makes it more likely that the firm will follow its 

rivals into a new market. Yet, the nature of the competitive linkages between its rivals also 

leads a firm to assess the conditions it is likely to encounter in the new market. This 

constitutes a market attractiveness effect, which adds to the aforementioned legitimacy effect. 
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It is positive in the case of classic multimarket contact (where competitors have a foothold in 

each others’ market), because this often leads to mutual forbearance, from which the firm may 

also benefit (Haveman and Nonnemaker 2000). Yet, the type of multimarket contact in which 

competitors depend heavily on the same segment will more likely lead to fierce rivalry, which 

stimulates a firm to stay put when its competitors move into a new market, because it expects 

this fierce rivalry to spill over into the new market too.6 These findings help explain why 

firms are sometimes prone to follow their rivals into new markets but sometimes choose to 

stay behind and not follow suit.  

 

One reason why it is important to understand these effects is that the influences are 

substantial. Our empirical findings on market entry rates showed, for example, that the 

probability of a Chinese pharmaceutical firm entering a new market would more than double 

if its competitors competed with each other (the multiplier of a firm with an average number 

of rivals, measured at one SD above average, was 1.04119 = 2.146). It again more than 

doubled if these competitors were engaged in multimarket competition (multiplier: 1.04019 = 

2.107). These effects had the same order of magnitude for the Taiwenese firms (multipliers: 

1.0897 = 1.816 and 1.1017 = 1.961). These substantial effects suggest that the structure of 

competitive encounters between a firm’s rivals is an influential characteristic of a firm’s 

position in the market, and that systematically examining it can significantly enhance our 

understanding of imitative tendencies among firms.  

 

Moreover, the type of structures we examined in this paper could potentially influence a range 

of other aspects of firm behavior. We applied our ideas to explain imitative market entry; 

however, such competitive structures could potentially influence other aspects of firm 

behavior such as price-setting, the propensity to acquire and ally, and the diffusion of 

practices and innovations. Similarly, ultimately, it could affect organizations’ performance 

and chances of survival. Few studies have explored how competitive linkages between 

particular competitors can influence other firms. Haveman and Nonnemaker (2000) indicated 

                                                 
6 Note that in our theory, a firm does not need to be aware of the exact nature of the competitive linkages between its rivals 

(in terms of multimarket contact or similarity in market dependence). All it needs to do is observe the intensity of the 

competition between these firms, and to use this insight to make inferences about the projected level of rivalry in the new 

market. 
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that mutual forbearance due to multimarket contact can spill over to other firms. Baum and 

Korn (1999) showed that multimarket competition between two firms can stimulate other 

firms to also seek multimarket contact – something they attributed to vicarious learning. Yet, 

our study is the first to systematically analyze and show how the particular pattern of 

competitive encounters between a firm’s rivals influences the choices it makes. Our findings 

indicate that, in their actions, a firm is guided not only by its interactions with its competitors 

but also by the wider pattern of interactions between its competitors.  

 

Prior research in management theory has emphasized how organizations are embedded in 

wider institutional and social contexts, which influence their behavior and performance 

(Aldrich 1999, Burt 1992, Scott and Davis 2006, White 2002). In this paper, we endeavored 

to emphasize that firms are also embedded in wider structures of competitive interactions and 

to show how these influence their behavior. We limited our analysis to examining the 

structure of competitive interactions between a firm’s rivals. However, when mapping all the 

competitive encounters between firms within an industry, one could identify even wider 

structures. These patterns through which all firms connect to each other – what we would like 

to call “the structure of competition” – may differ significantly across industries and periods 

in time. In this paper, we limited our analysis to what could be considered the first ring of a 

firm’s structure of competition, namely the competitive relations between its rivals. In 

principle, analogous to social network theory, the concept could be extended to examine 

much wider structures. For example, one could imagine examining the influence of indirect 

ties and structural holes in an organization’s competitive network (Burt 1992), or addressing 

the competitive linkages between firms in a particular industry as forming a small world (Uzzi 

and Spiro 2005). Thus, the notion of the structure of competition could be extended up to the 

industry level, perhaps to compare the structures of an industry at different points in time or to 

compare different industries altogether. We restricted our analysis to this first ring (of 

competition between a firm’s competitors) as an initial step in what we hope will provide a 

fruitful avenue for future research. 

 

Studying the Chinese pharmaceutical industry, we examined how such structures influence a 

firm’s entry into new product markets. In the second study – the Taiwanese computer 

hardware industry – the dependent variable was geographic market entry. In both studies, we 

mapped the independent variables – the structure of competition – using firms’ overlap in 

terms of the product markets they serve. Research on multimarket contact has used both 
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product markets (Boeker et al. 1997, Stephan et al. 2003) and geographic markets (Barnett 

1993, Baum and Korn 1999, Greve 2000, Haveman and Nonnemaker 2000) to determine 

market overlap. Similarly, one could imagine mapping the structure of competition based on 

geography. Given our data, mapping geographic structures might not be a fruitful course of 

action, as the Chinese firms often manufacture their pharmaceuticals in one location, and 

most Taiwanese PC hardware firms are clustered within one specific region south of Taipei. 

Nevertheless, future studies examining other industries could potentially explore geographic 

market structures, in addition to or perhaps in interaction with product market structures.  

 

Our study shows that the structure of competition will influence firms’ decisions to enter 

mimetically into new markets. However, this means that, in turn, their market entry may alter 

the competitive structure they face. In other words, competitive market structures may drive 

firm behavior, but they also result from firm behavior. In this paper, we did not examine this 

reciprocal loop. Similarly, market exit decisions may be subject to similar variables and 

processes (Boeker et al. 1997, Bothner 2003, Greve 1995), which in turn influence the 

structure of competition. Future research on the dynamic nature of the structure of 

competition may provide a more complete understanding of how market structures are shaped 

and evolve over time. 
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Appendix  
 
Categories of Active Pharmaceutical Ingredients (Study 1) 

1 Anti-infectives for systemic use 12 Blood and blood forming organs 
2 Musculoskeletal system 13 Solutions affecting the electrolyte balance 
3 Vitamins 14 Anesthetics 
4 Antiparasitic products, insecticides and repellents 15 Antihistamines; antidote 
5 Sex hormones; hormonal preparations 16 Biochemicals 
6 Antineoplastic and immunomodulating agents 17 Antiseptics and disinfectants 
7 Cardiovascular system 18 Sensory organs 
8 Respiratory system 19 Dermatologicals 
9 Nervous system 20 Diagnostic agents 

10 Metabolism 21 Alimentary tract 
11 Genito-urinary system 22 Solution additives 
 
 
Product Market Segments Related to the PC Industry (Study 2) * 

1 Computers 11 Electro-medical equipment 
2 Monitors and terminals 12 Integrated circuits 
3 Computer peripherals 13 Discrete devices 
4 Audio and video equipment 14 Semiconductors packaging and testing  
5 Communication equipment 15 Electronic passive devices 
6 Telephones and cellular phones 16 Bare printed circuit boards 
7 Storage media 17 Printed circuit boards assembly 
8 Cameras 18 Electronic parts and components 
9 Optical instruments 19 Liquid crystal panel 

10 Measuring and control equipment 20 Optoelectronic materials and components 
* The firms in our sample stem from segments 1–5.  
 
 
Factor Analysis of Local Conditions in China (Study 2) 

Variable Population 
wealth 

Internatio
nalization 

Skilled 
labor supply 

Transportation 
infrastructure 

1 Gross domestic product per capita 0.726 0.373 0.100 0.509 
2 Disposable income per capita 0.874 0.330 0.204 0.244 
3 Household expenditure per capita 0.875 0.318 0.173 0.246 
4 Total foreign capital 0.308 0.839 0.270 0.224 
5 Exports 0.462 0.805 0.291 0.133 
6 Imports 0.504 0.748 0.266 0.259 
7 No. of professional personnel -0.342 0.479 0.745 -0.035 
8 Population with a college degree 0.263 0.247 0.905 0.069 
9 No. of recent college graduates 0.307 0.102 0.901 0.048 

10 Highway density 0.503 0.406 0.090 0.665 
11 Railway density 0.223 0.114 0.010 0.949 

Cumulative variance explained 0.291 0.540 0.768 0.937 
Rotation: orthogonal varimax 
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Chapter 3 

 

A SOCIAL COMPARISON THEORY OF FIRM IMITATION: PRODUCT 

DIVERSIFICATION IN THE CHINESE PHARMACEUTICAL INDUSTRY 

 

Abstract 

This paper advances a social comparison view of firm imitation. Where previous studies have 

addressed only mimetic tendencies among firms, it develops the insight that, as a result of 

social comparison, organizations may sometimes also make choices that are opposite to what 

certain others are doing. Predictions derived from this perspective are tested examining intra-

industry product diversification, that is, a firm’s choice of the breadth of its product portfolio. 

The theory received strong support from tests on the population of firms in the Chinese 

pharmaceutical industry for the period 1998–2001. Furthermore, post-hoc analysis revealed 

that, in line with the theory developed in the paper, these influences are moderated by firm 

performance, showing that firms may be disinclined to imitate better performing competitors. 

Thus, this perspective enables insights into not only which groups of firm's organizations 

choose to imitate but also which groups they seek to distance themselves from.  
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INTRODUCTION 

In business life, imitation seems an important influence on the strategic choices that firms 

make. Empirical studies have documented the impact of imitation on decisions concerning 

diversification (Fligstein, 1991) market entry, (Haveman, 1993), organizational structure 

(Fligstein, 1985), the adoption of management practices (Abrahamson, 1997; Burns and 

Wholey, 1993), and innovations (Greve and Taylor, 2000; Rogers, 1995), among others. It 

has been studied from a variety of theoretical perspectives, which both overlap and 

complement each other. Stemming from economics, herding theory (Banerjee, 1992; 

Bikhchandani, Hirshleifer, and Welch, 1992) has argued that imitative behavior may occur as 

an efficient response to uncertainty. When firms lack knowledge about a particular market, for 

example, they may interpret the entry behavior of their competitors as revealing information 

unavailable to them and act accordingly. From the sociological tradition, institutional theory 

(DiMaggio and Powell, 1983; Zucker, 1987) has emphasized isomorphic processes to explain 

mimetic behavior among organizations, focusing on social pressures that make certain 

strategic choices and practices more legitimate than others.  

 

A few studies have also used insights from social psychology, specifically social comparison 

theory (Festinger, 1954), to explain firm behavior. O’Reilly, Main, and Crystal (1988) used 

social comparison theory to explain CEO compensation levels. Greve (1998), studying format 

adoption in radio broadcasting, explained that firms imitate the strategic positions of some 

groups of competitors more than others, depending on their salience and perceived relevance. 

This study seeks to further advance this social comparison perspective on firm behavior. It 

does not do so for its own sake. Instead, I argue that, like other theories, applying a social 

comparison perspective can explain when firms choose to imitate the strategic choices of 

others. Yet, in addition, it can also provide insight into when they choose to do the exact 

opposite of particular others. Hence, through social comparison, firms may respond to others 

by imitation but also by distancing themselves from them. 

 

To make this argument, from social comparison theory (Festinger, 1954; Goodman and 

Haisley, 2007) I borrow the concept that firms, at all times, may be part of different 

“reference groups” – an insight also employed by others, such as Greve (1996; 1998). Just 

like individuals may concurrently compare themselves to others of the same age, others in the 

same profession, and others from the same school, etc., firms may concurrently compare 

themselves to various other organizations, for instance firms of the same size, in the same 
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region, etc. Yet, where previous research has only considered that organizations may be 

inclined to imitate the firms they observe, optimal distinctiveness theory (Brewer, 1991; 

1993), for example, would suggest that group comparisons imply concurrent propensities to 

mimic but also to become more distinct, and not just conform to what others are doing. I 

argue that, through their decision-makers (Hambrick and Mason, 1984), organizations are 

subject to similar propensities.7 Each reference group they face implies an inclination to 

conform to the group and become more similar, yet concurrently, it also implies an inclination 

to be distinct and “do something different” (Snyder and Fromkin, 1980; Brewer, 1991).  

 

Whether a firm ends up reducing or increasing similarity to others depends on the nature of 

the group and the strategic choice under consideration. I will argue that, paradoxically, if a 

group implies significant institutional pressure to conform on all sorts of dimensions, firms 

will seek out a variable that is not subject to this pressure to distinguish themselves from the 

group. For example, firms that all face common legislation – due to being in the same region, 

in the same industry, etc. – will be pressured to conform to a variety of practices. I will refer 

to these as “institutional reference groups”. In such a case, the firm will seek other variables 

that it can use to be different. In contrast, if the reference group is identified by a variable that 

does not imply institutional pressure to conform – for example firms of the same size – the 

organization will be more inclined to imitate them. I will refer to these groups as “strategic 

reference groups”. Overall, this paper yields novel understanding of firm strategy by showing 

how processes of social comparison influence the strategic choices firms make. 

 

DIVERSIFICATION IN THE CHINESE PHARMACEUTICAL INDUSTRY 

A recurring problem in the study of imitation of firm strategy is that the effects of imitation 

and competition are often confounded. For example, when studying market entry, prior 

entrants may induce a firm to mimic them and enter too. However, concurrently, more firms 

active in the same market domain may also render it less attractive, which diminishes a firm’s 

propensity to follow suit. Empirically, it is difficult to disentangle these different effects. For 

example, where Greve (1998) predicted that observing direct competitors adopting a new 

strategic position would induce firms to follow suit, he found no empirical confirmation of 

this prediction, which he ascribed to this confounding effect of competitive crowding. 

                                                 
7 In agreement, Goodman and Haisly (2007) recently argued that their work and that of others on individual social-

comparison processes should be applicable to larger groups, such as organizations. 
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To get around this problem, in this paper, as a dependent variable, I analyze the level of intra-

industry product diversification, that is, the breadth of a firm’s product portfolio. I label this a 

firm’s “product scope”. Firms diversify their portfolios for all sorts of reasons (Datta, 

Rajagopalan, and Rasheed, 1991). There are advantages to an organization focusing on one or 

a limited number of profitable products (Burgelman, 2002), but there are also concerns about 

“putting all of one’s eggs in one basket,” and creating options for potential future growth 

(Burgelman, 1994). Therefore, the decision of what product scope to adopt represents an 

important strategic choice for any organization, but one for which there is no uniform answer 

(Dixit and Stiglitz, 1977). It is not inherently obvious whether for example producing five 

different products is better than three, or better than seven. Importantly, the choice of what 

number of products to have in one’s portfolio, especially in this study’s empirical setting, is 

not confounded by effects of competitive crowding; if a lot of companies in the industry for 

instance have five products in their portfolio, this does not mean that it becomes more 

difficult for the firm to produce five products too. Hence, by analyzing imitative tendencies in 

the context of product scope, this study is able to disentangle it from effects of competitive 

crowding.  

 

The empirical setting in which I test the predictions is the Chinese pharmaceutical industry for 

the period 1998–2001. In this industry, all manufacturers face the choice of how many 

different types of drugs to produce. Furthermore, for all these firms, multiple reference groups 

could be distinguished and measured (e.g. firms of the same size, firms in the same province). 

For each firm and reference group, I measured how its product scope in 1998 (e.g. 7 products) 

would compare to the average product scope in a particular reference group in the same year 

(e.g. 10 products). Subsequently, I analyzed whether during the ensuing period (till 2001) the 

firm would bring its product scope more in line with that of the reference group (e.g. increase 

it from 7 to 9) or move it in the opposite direction (e.g. decrease it further to 5). Thus, I was 

able to test whether a firm was inclined to mimic a particular reference group, or distance 

itself from it. The findings confirmed that, per prior research traditions, organizations are 

inclined to imitate particular groups (Greve, 1995; 1996; 1998), but also that they are inclined 

to do the exact opposite of certain others.  

 

SOCIAL COMPARISON AND PRODUCT DIVERSIFICATION 

Social comparison 
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Most organizations carefully monitor other firms in their industry (Porac et al., 1995) and 

compare themselves with those firms on a variety of dimensions. Engaging in this process in 

itself may increase the probability that a firm will imitate others. Social-comparison theory 

(Wood, 1989; Goodman and Haisley, 2007), as originally put forward by Festinger (1954), 

argues that people compare themselves with a variety of reference groups (work colleagues, 

siblings, people of the same age group, etc.). This process leads individuals to tend to bring 

themselves into greater conformity with the group, which results in increased similarity 

between them and the other group members.8 Similarly, organizations may compare 

themselves with others (Haveman, 1993; Henisz and Delios, 2001). Greve (1998; 2000), for 

example, identified various reference groups – based on variables such as geographic 

proximity, market overlap, ownership, and firm size – and observed mimetic processes in 

terms of the adoption of market positions. Thus, the observation of others, through a process 

of comparison, may create a tendency toward imitation among firms. Or, as Greve (1998) put 

it, “what you see is what you do.” 

 

However, various research traditions in social psychology related to social comparison theory 

have also recognized that, in addition to a propensity toward conformity, people have a 

fundamental desire to be different. This “distinctiveness principle” (Vignoles, Chryssochoou, 

and Breakwell, 2000), present in uniqueness theory (Snyder and Fromkin, 1980), optimal 

distinctiveness theory (Brewer, 1991; 1993), and social identity and self-categorization 

theories (Tajfel, 1981; Tajfel and Turner, 1986; Turner, 1987), suggests that people may 

display a tendency toward conformity but that, concurrently, they also wish to distinguish 

themselves from groups (Lemaine, 1974) by doing things that deviate from group behavior. 

Optimal distinctiveness theory, in particular, argues that people strike a balance between their 

tendencies to conform and their inclinations to be distinct.  

 

Similarly, in addition to displaying mimetic tendencies, organizations may experience a 

propensity to act differently from a group. For example, social identity theory (Albert and 

Whetten, 1985) has argued that organizations display a need to be distinct, as determined by 

their top managers, employees, and other stakeholders (Scott and Lane, 2000). Just like 

research in the industrial organization tradition assumes that firm's act rationally because their 

                                                 
8 For example, research by Festinger himself (Festinger et al., 1952) showed that when people are asked to form an opinion 

in private and then are made aware of the diverging opinion of a reference group, if given the opportunity to revise their 

opinion they are often inclined to align it more closely with that of the group.   
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managers are rational, organizations may engage in processes of social comparison because 

their decision-makers act in such a way. Furthermore, there will be firm-level processes that 

reinforce this. The literature on organizational learning (Argote, 1999), for example, argues 

that firms learn not only because the individuals in them learn but also because it changes 

organizational processes, structures, and values. Similarly, processes of social comparison 

will permeate an organization. Indeed, research on inter-group relations has suggested that the 

process of comparison with other organizations may trigger reflection on alternative courses 

of action. It also showed that comparisons with other organizations, even more than 

comparisons between individuals, are aimed at accentuating differences rather than 

similarities (Hogg, 2000). Thus, just like monitoring and bench-marking against other firms 

may lead to mimetic processes, organizations may display tendencies toward distinctive 

behavior due to social comparison. 

 

Institutional Reference Groups 

I argue that tendencies toward distinctive behavior are more pertinent in what I earlier labeled 

institutional reference groups. These groups consist of firms that have a common external 

institution that exerts pressure on them to conform on various dimensions. Institutions are 

thought of as the human devised “rules of the game in a society” (North, 1990). Like 

DiMaggio and Powell (1983) discuss, this could for instance take the form of an external 

regulatory body or a professional association, which forms an exogenous influence on the 

behavior of the organizations in the group. Due to the common institution, the firms may be 

required or pressured to adopt particular structures, management practices, production 

methods, or governance modes. Hence, the firms in a particular institutional reference group 

will become more alike.  

 

It is especially in such a situation, when a particular reference group is subject to pressure 

toward de-individuation,9 thereby inducing the firm toward uniformity on various dimensions 

(Ziller, 1964; Maslach, 1974), that a firm is likely to be motivated to seek out other variables 

by which to distinguish itself, and to act differently from others. The organization’s decision 

makers have relatively little choice but to conform on the dimensions that are subject to that 

                                                 
9 Research on individuation effects (Ziller, 1964; Maslach, 1974) stipulates that certain groups experience more pressure 
toward uniformity among people in the group than others. It is especially in those high-conformity groups that individuals are 
inclined to seek out other dimensions on which they can distinguish themselves. For example, soldiers in the armed forces 
experiencing de-individuation pressures due to uniformity on various dimensions (e.g., uniform dress, haircut, daily routine, 
etc.) may seek out other characteristics by which to distinguish themselves from the group (e.g., a divergent taste in music).  
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institutional pressure (Pfeffer and Salancik, 1978; DiMaggio and Powell, 1983). Therefore, 

they will feel inclined to seek out other dimensions on which they can distinguish their 

organization, and fulfill their aspiration to be distinct, and “not just do what everybody else is 

doing.” Because the mimetic pressures are strong on all sorts of dimensions, under the 

influence of the common institution, the variables that are not subject to this pressure will be 

utilized by the firm to be different.  

 

For example, in the setting examined in this paper, product diversification is generally not a 

strategic attribute that is subject to legislation or any other form of institutional pressure. 

There is generally no external influence that prescribes or pressures firms to adopt a particular 

product scope. Therefore, when choosing how many products to maintain in its portfolio, 

comparison to the others in the group will lead a firm’s decision makers to be inclined to 

adopt a level of product scope which is distinct from the group. As such, decision-makers in 

the firm use this variable – product scope – to diverge from the reference group. For example, 

if the organization observes that the firms in the institutional reference group usually have a 

lower product scope, it will often be inclined to increase its own product scope even further, 

rather than bring it more in line with that of the group. Hence, I predict: 

 

Hypothesis 1: Over time, a firm will enlarge the difference between its own product 

scope and the average product scope of the firms in an institutional reference group.   

 

Strategic Reference Groups 

As per the prior discussion and prediction, organizations will monitor other firms in their 

institutional reference groups; firms that are subject to a common exogenous influence. In 

addition, organizations will likely monitor firms that in some other way are similar to them, 

for example because they are similar in size or because they (partly) produce the same 

products. Such groups are not institutional reference groups because there is no common 

external institution that influences all of them; for example, firms of the same size are usually 

not governed by a particular overarching common body or set of regulations. Yet, they are 

“strategic reference groups” in the sense that these variables (such as firm size) have strategic 

relevance for the firm. It monitors and compares itself to them because they concern firms 

that in some way are similar and face a comparable situation. Uncertainty about a particular 

strategic decision (for instance what product scope to maintain), which is thought to be the 
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prime motivator of imitative behavior (Lieberman and Asaba, 2006), induces the organization 

to compare itself against these other firms in similar circumstances and act accordingly.  

 

This is akin to the notion of “related-attributes similarity” (Wheeler and Zuckerman, 1977; 

Wood, 1989) in social comparison theory. People compare their actions on one dimension 

(e.g., product scope) with other attributes that are related to that dimension (e.g., firm size), 

and act to bring them into accordance with each other. In the same way, organizations 

compare themselves to other firms that are similar to them, and are then inclined to adopt 

similar strategic decisions. If, for instance, a firm observes that most of its direct competitors 

maintain a broader scope, this comparison will make it more likely that the firm will also 

increase its own product scope.10 The risk of losing out when following a contrarian strategy 

will psychologically weigh heavier than the risk of missing out on something while others 

made the same mistake (Kahneman, Knetsch, and Thaler, 1991; Scharfstein and Stein, 1990). 

Thus, a firm is more likely to alter its product scope to better align it with that of its direct 

competitors than to increase the gap with this group even further.  

 

Hypothesis 2: Over time, a firm will bring its own product scope more in line with the 

average product scope of the firms in a strategic reference group.   

 

METHODS 

Research Setting: the Chinese Pharmaceutical Industry  

I tested the hypotheses on data from the Chinese pharmaceutical industry for the period 1998–

2001. The Chinese pharmaceutical industry during that period provided a good research 

setting to study imitative tendencies in the choice of product scope. Before the economic 

reform of the Chinese market in general (Peng, 2003) and the pharmaceutical industry in 

particular (White and Liu, 1998; 2001), different layers of government institutions had made 

plans for business enterprises in terms of their product variety and the quantities of each 

product to be produced. Managers had been directly appointed by government officials and 

were left with little decision-making autonomy (Guthrie 1997, White 2000). Yet, the country’s 

ongoing program of enterprise restructuring, which involved extensive privatization, 

introduced relatively high levels of autonomy for organizations in the pharmaceutical 

                                                 
10 Thus, when it concerns imitation, a social comparison perspective overlaps with other theories of imitation, such as herding 

theory and institutional theory, which all lead to the prediction of the firm mimicking the decisions of others.    
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industry. One of the important decisions that all industry managers thus faced was how many 

different drugs to produce, that is, their choice of product scope. 

 

Moreover, where the industry had some clearly defined boundaries (e.g., all firms producing 

pharmaceutical products had to be formally registered), it was not dominated by a limited 

number of firms but consisted of a large number of players, of various sizes. In 2001, for 

example, there were 1,404 domestic pharmaceutical manufacturers, and the aggregate sales of 

the top 10 domestic firms accounted for 11% of the industry. Importantly, it was sufficiently 

large and diverse to enable the identification of various reference groups for all the firms in 

the industry. I identified two types of institutional reference groups, namely firms in the same 

province and firms of the same drug type (Western-style drugs and/or Traditional Chinese 

Medicine). Furthermore, I identified two types of strategic reference groups: firms of the 

same size and direct competitors.  

 

Institutional reference groups 

I chose firms in the same province as one type of institutional reference group because, 

particularly in this study’s setting, they were subject to common laws and regulations, which 

could differ significantly from those of other provinces. All firms in the industry had a formal 

basis in one particular administrative region. There are 31 administrative regions in China, 

including 22 provinces, 4 autonomous metropolitan cities (Beijing, Tianjin, Shanghai, and 

Chongqing) and 5 autonomous regions (Inner Mongolia, Xingjiang, Tibet, Ningxia, and 

Guangxi), with considerable institutional and cultural differences between them. Each of 

these had a local government, which had different health-related policies and reporting 

structures.  Managers, in their daily actions, needed to ensure that their organizations 

conformed to various characteristics and regulations pertaining to reporting structures, 

production approval, sometimes even what sort of drug trials to run. For example, regional 

governments differed in their health-care-related policies and issued their own complementary 

regional medical insurance drug lists.11 Provincial agencies conducted part of the new drug 

review process, and new drug applications had to be submitted to and assessed by so-called 

Provincial Institutes for Control of Pharmaceutical Products and the Provincial Drug 

Administration, before being recommended and transferred to the national State Drug 

                                                 
11 The national government issued a list of approved drugs, which were funded through the national health care system, but 

local governments issued additional lists of drugs that were also covered under the insurance scheme. 
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Administration. Moreover, provincial agencies reviewed clinical trials, often repeated 

experiments, investigated facilities, and conducted on-site inspections. Thus, firms in the 

same province formed one type of institutional reference group. 

 

The second institutional reference group I examined comprised firms of the same product 

type. A unique feature of the Chinese pharmaceutical industry is that products concern not 

only Western-style medicine (WSM) but also traditional Chinese medicine (TCMs); two 

types of drugs which largely co-exist. They have very different product bases, namely 

chemical versus herbal and organic ingredients. As a result, production methods also differ 

significantly across the two product categories. Producing Western-style drugs is an 

industrialized process in which the active molecules of a substance are identical across 

manufacturers. In contrast, although the compositions of TCMs are prescribed based on 

standardized quantities of the same ingredients, the quality of the product across 

manufacturers are believed to differ considerably. For example, much like in wine-making, 

crop location and climate, soil quality, harvesting methods, and production procedures can all 

influence the quality of the product, in spite of its standardized ingredients. 

 

Therefore, although both WSM and TCM were subject to extensive regulations, procedures, 

and production requirements, these differed significantly across the two categories. While 

some elements were comparable – for instance, for both types of drugs, a firm had to run 

trials, apply for production approval, and conform to similar manufacturing standards – the 

exact nature of these requirements differed significantly across the categories.12 Moreover, 

both types of drugs had their own distinct history and traditions as well as separate 

distribution channels, physicians, customer expectations, and so forth. Industry experts, 

interviewed before the start of this project, estimated that in terms of value about 40 percent 

of the market consisted of TCM, and 60 percent concerned WSM. Whether a firm is a WSM 

or TCM producer made it subject to different requirements and regulations, in terms of 

reporting, testing, approval, and distribution. Thus, firms of the same manufacturing type 

constitute a group of companies that were subject to similar institutional pressures. A brief 

overview of the industry, including the most important market developments and regulatory 

changes concerning the two types of drugs is provided in the appendix. 

                                                 
12 Most firms manufactured either TCM or WSM products. However, some firms produced drugs of both types. For instance, 
in 2001, out of the 1,404 firms in the industry, there were 978 firms (70%) producing WSM only, 327 firms (23%) producing 
TCM only, and 99 firms (7%) producing drugs of both types. I categorized firms in three different groups: as pure WSM 
producers, as pure TCM producers, or as mixed-type producers.  
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Strategic reference groups 

The first strategic reference group identified in this study concerns firms of similar size. 

Organizations observe some firms in their industry more closely than others (Greve, 1995; 

Haunschild and Miner, 1997), particularly if it concerns a characteristic that is closely related 

to the variable that is being assessed, in this case product scope. Product scope is closely tied 

to firm size (Dixit and Stiglitz, 1977). Larger firms often have more diversified product 

portfolios (Hoskisson and Hitt, 1990; Ramanujam and Varadarajan, 1989), and diversification 

represents one avenue through which firms can increase their size. Through social 

comparison, firms may draw conclusions about what level of product scope is suitable for 

organizations of their size. To determine the group of firms of similar size, I followed the 

categorization standard issued by the Chinese State Statistics Bureau, which groups firms in 

one of six categories indicating firm size, based on information about the number of 

employees and fixed assets. I adopted these six categories as size-reference groups.  

 

Similar to prior research (Baum and Haveman, 1997; Baum and Korn, 1996; Baum and 

Mezias, 1992; Gimeno and Woo, 1996; Greve, 1995; 2000), I labeled a firm as belonging to a 

reference group of direct competitors if there was direct market contact between the two, that 

is, when the firms had at least one product in common in their product portfolios. Most firms 

carefully observe their direct competitors, and they will be inclined to compare the scope of 

their competitors’ product lines to their own portfolio. Hence this reference group was 

identified as companies that are direct competitors of the firm, in the sense that their product 

portfolios overlap (e.g., Greve, 1995, 1996, 1998; Porac et al., 1995). 

 

Data 

The database used for this study concerned the full population of Chinese domestic 

pharmaceutical manufacturers that were active in the market during the period 1998–2001. 

The main data source consisted of the annual statistical yearbooks of the Chinese 

pharmaceutical industry, compiled and issued by the former State Economic and Trade 

Council (SETC). Before 1998 the yearbooks included no information about TCM producers. 

The yearbooks from after 2001 were not available at the time of data collection because recent 

issues were considered highly confidential by the Chinese government. In addition to 

information about each firm (including scale, location, ownership type, financial performance 
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data, etc.), the yearbooks provided detailed information about each drug manufactured by 

these producers.  

 

I measured the product scope of each firm’s reference groups in 1998 to test how this affected 

its changes in terms of product diversification toward 2001. Therefore, with respect to the 

dependent variable, I needed to analyze organizations active in both years. In total, there were 

1,436 firms in the industry in 1998, and 1,404 firms in 2001. Of these firms, 918 were active 

in both years. Unfortunately, of these, 120 had missing values (usually small-scale, single-

product companies), which led to a total of 798 firms in the sample.13 The three-year window 

(1998–2001) should potentially allow firms sufficient time to adapt their portfolios to the 

averages displayed by their various reference groups.  

 

Dependent Variable 

The dependent variable is the change in scope of an organization’s product portfolio between 

1998 and 2001. I computed two different measures of product scope. First, I used a simple 

product count of the number of drugs a firm produced in a given year (Lubatkin, Merchant, 

and Srinivasan, 1993) to indicate the breadth of its portfolio; a larger number of drugs 

indicated a broader scope. Furthermore, I constructed an entropy measure (Hoskisson et al., 

1993) that combines information on the number of product categories with weights indicating 

the importance of the product to the firm. Usually, sales per product are used to construct 

these weights, although prior research has also used other types of indicators (Barkema and 

Vermeulen, 1998). Unfortunately, in the yearbooks used to construct the database, sales per 

drug were not available for all firms for all years. Therefore, instead of sales per product, I 

used information on the quantities produced of each drug (number of pills, kilograms, 

ampoules, etc.). Since the yearbooks contained information on all the firms and products in 

the industry, I subsequently aggregated all quantities to the industry level, which allowed me 

to construct measures of market share for each firm and each drug. I then used market share 

per drug, rather than sales, to construct the entropy measures. The correlation between the 

entropy measure using market share per drug as product weights and the count measure of 

product scope was .78. 

 

                                                 
13 I am aware that this procedure leads to the exclusion of new start-ups after 1998 and creates a bias toward surviving firms. 
Therefore, although new entrants and bankruptcies are not the focus of this study, the results should be interpreted with this 
provision in mind. 
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The dependent variable – the change in product scope for each firm – is computed by 

subtracting the 1998 drug count from the firm’s 2001 count. In the analyses, both measures – 

the count variable and the entropy measure – led to a similar pattern of results. Prior studies 

have also reported similar results using product count and entropy measures (Lubatkin et al., 

1993; Barkema and Vermeulen, 1998). In this study, it is not entirely clear that weighting the 

different drugs in an entropy measure (whether using sales or market share) is theoretically 

appropriate; managers may be able to decide on the number of drugs in their portfolio but the 

resulting sales or market share per drug is not entirely under their control, which is what the 

theory in this paper addresses. Importantly, the size of the estimated coefficients using the 

count measure can be easily interpreted, to assess the magnitude of the various effects, which 

cannot be done using the entropy measure. Therefore, in the remainder of the paper, I report 

the results using the product count measures. 

 

Independent Variables  

Difference in product scope between the firm and its reference groups. For each firm and each 

of its reference groups, the difference in the level of product scope between the focal 

organization and the group was computed by taking the average of all the firms in the 

particular group in 1998 and subtracting the product scope of the firm in 1998. Hence, a 

positive value for this measure indicated that the average company in the reference group had 

more products in its portfolio than the firm, and vice versa. This procedure was repeated for 

each of the firm’s reference groups. Subsequently, the dependent variable (change in the 

firm’s product scope between 1998 and 2001) was regressed on this computation of the 

difference in the level of product scope between the firm and each of its reference groups: 

 

(PSi 2001 – PSi 1998) = �0 + �1 (RG(same region)i – PSi 1998) + �2 (RG(same 

product type)i – PSi 1998) + �3 (RG(similar size)i – PSi 1998) + �4 (RG(direct  

competitor)i – PSi 1998) +  control variables + � 

 

Where PSi is the product scope of firm i in the year indicated; RG i is average product scope 

of the companies in the indicated reference group of firm i in 1998. Thus, for example, if 

(RG(same region)i – PSi 1998) was positive this meant that in 1998 the average company in 

the firm’s region had a larger scope than the firm. If �1 were to be positive this implied that, 

in the subsequent years, the firm would increase its product scope and bring it more in line 

with that of the reference group. In contrast, if �1 were to be negative this would imply that, in 
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the ensuing years, the firm would further decrease its product scope and enlarge the difference 

between itself and the reference group.  

 

Control variables. To examine the impact of social reference groups on a focal firm, I 

controlled for the following variables (all measured in 1998): First, I controlled for firm size, 

through the same categorical variable as that used to create the corresponding reference group 

(0 = smallest firms; 5 = largest firms) and for firm performance, through its return on sales. 

Another control variable was state ownership stake, since this may influence firm behavior 

(Nee, 1992; Peng, Tan, Tong, 2004), which is a categorical variable as defined by the State 

Statistics Bureau: firms that have dominant state ownership ( > 50% owned by the state), 

firms in which the state has a minority stake ( < 50%) but is still the largest shareholder, and 

firms with other shareholders that own a larger share than the state. Moreover, I included a 

dummy to represent a firm’s registered firm type (WSM or TCM), as all companies had to 

register as either a WSM or a TCM manufacturer, even if they produced both types of drugs. I 

also included the firm’s level of product scope, as measured by the logarithm of the drug 

count of the focal firm. Finally, two control variables were added that pertained to the 31 

administrative regions in China, which captured differences in consumer wealth, namely 

disposable income per capita and the savings ratio, defined as disposable income per capita 

minus household expenditure per capita, divided by disposable income per capita.  

 

RESULTS 

Table 1 details descriptive statistics of the variables used in this study, including means, 

standard deviations, and correlation coefficients. The variable product scope indicates that the 

average firm in the pharmaceutical industry in China in 1998 had about 8 different products in 

its portfolio, with a standard deviation of about 9. As can be expected, many of the 

correlations between the explanatory variables indicating the difference between the product 

scope of the firm and that of its various reference groups are quite high. This is 

understandable since, for example, if a particular firm was quite diversified, logically, the 

difference between its scope and that of various groups would usually also be large. Of 

course, high correlations by themselves are not a sufficient condition for multicollinearity – in 

fact, Farrar and Glauber (1967), in their well-known article on the topic, drew attention to the 

possibility of making misleading inferences about the presence of multicollinearity when 

merely examining bivariate correlations – but they might point at a potential problem.  
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Table 1. D
escriptive statistics and correlations 

 
 

M
ean 

s.d. 
1 

2 
3 

4 
5 

6 
7 

8 
9 

10 
11 

12 
13 

1 
Firm

 size  
 1.24 

1.41 
     

 
 

 
 

 
 

 
 

 
 

 
 

2 
Firm

 perform
ance 

-0.04 
0.25 

 0.06 
 

 
 

 
 

 
 

 
 

 
 

 
3 

State ow
nership stake  

 0.89 
0.96 

 0.14 
-0.00 

 
 

 
 

 
 

 
 

 
 

 
4 

R
egistered firm

 type  
 0.15 

0.36 
-0.08 

 0.07 
 0.07 

     
 

 
 

 
 

 
 

 
 

5 
Product scope (log) 

 1.46 
1.06 

 0.31 
 0.00 

 0.12 
-0.18 

 
 

 
 

 
 

 
 

 
6 

D
isposable incom

e per capita 
5580 

1508 
 0.24 

 0.11 
 0.03 

-0.10 
 0.05 

 
 

 
 

 
 

 
 

7 
Savings ratio 

 0.20 
0.03 

 0.03 
 0.01 

 0.06 
 0.02 

 0.01 
 0.07 

 
 

 
 

 
 

 

8 
Product scope difference w

ith 
firm

s of sim
ilar size 

-0.65 
7.41 

-0.04 
-0.00 

-0.10 
 0.12 

-0.81 
 0.03 

-0.02 
 

 
 

 
 

 

9 
Product scope difference w

ith 
direct com

petitors  
 3.59 

8.92 
-0.31 

-0.02 
-0.11 

 0.03 
-0.69 

-0.02 
-0.03 

 0.81 
 

 
 

 
 

10 
Product scope difference w

ith 
firm

s in the sam
e province 

-1.05 
8.02 

-0.34 
-0.03 

-0.11 
 0.12 

-0.80 
 0.03 

 0.01 
 0.87 

 0.88 
 

 
 

 

11 
Product scope difference w

ith 
firm

s of sam
e producer type  

-1.12 
8.31 

-0.37 
-0.03 

-0.14 
 0.09 

-0.84 
-0.04 

-0.06 
 0.90 

 0.91 
 0.96 

 
 

 

12 
Product scope difference direct 
com

petitors of sim
ilar size 

 2.20 
7.29 

 0.08 
-0.00 

-0.06 
 0.02 

-0.52 
 0.02 

-0.03 
 0.84 

 0.79 
 0.69 

 0.73 
 

 

13 
Product scope difference firm

s 
of sam

e type and province  
-0.96 

7.90 
-0.34 

-0.03 
-0.11 

 0.09 
-0.78 

 0.02 
 0.01 

 0.85 
 0.88 

 0.99 
 0.96 

 0.69 
 

14 
C

hange in firm
’s product scope 

during 1998-2001 
-0.60 

5.24 
 0.11 

 0.06 
-0.02 

 0.04 
-0.28 

 0.09 
 0.08 

 0.35 
 0.22 

 0.21 
 0.22 

 0.32 
 0.19 

n = 798; C
orrelations w

ith absolute value greater than 0.07 are significant at p<0.05 level. 
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Although still “blue” (best linear unbiased estimator), due to multicollinearity, ordinary least 

squares (OLS) may produce estimates with relatively high R-squared but with low T-stats 

(Greene, 2008). Moreover, the parameters may be very sensitive to alternative model 

specifications. OLS may lead to very high standard errors, making it difficult to detect 

whether a coefficient is significantly different from zero. However, as displayed, none of 

these problems occurred in the models reported below. This pointed at another advantage of 

studying the Chinese pharmaceutical industry: the number and variety of firms in the industry 

was large enough to produce sufficient variance in the presence of high-bivariate correlations 

to avoid multicollinearity. Nevertheless, to reduce the number of highly correlated 

independent variables I also combined the two groups used to test hypothesis 1 into one more 

fine-grained reference group (firms of the same type in the same province) and did likewise 

for the two groups used to test hypothesis 2 (direct competitors of similar size). This 

alternative specification, reported in the results below, led to identical conclusions. Finally, I 

computed variance inflation factors (VIF) to gain further insight into whether 

multicollinearity might be a potential problem. The highest VIF for the third model displayed 

in table 2 – the most fine-grained test of the predictions – was 4.5 (with a mean of 1.85), well 

under the generally accepted maximum of 10. 

 

I used OLS linear regression with heteroscedasticity-robust standard errors to test the 

hypotheses, presented in table 2. An ordered probit model led to highly identical results. In 

the table, model 1 is the baseline model, while models 2 and 3 estimate the main effects of the 

difference in the product scope of focal firm and that of its reference groups. Recall that the 

difference between the firm and each of the reference groups is defined as the group’s average 

product scope minus the firm’s scope. Hence, a positive estimate indicated that the firm was 

altering its product portfolio to bring it into greater conformity with the group average. A 

negative coefficient indicated the opposite effect; the firm distanced itself from the group by 

increasing the size of the difference between itself and the other firms. 

 

Tests of the Hypotheses 

Hypothesis 1 predicted that a firm will change its product scope to increase the difference in 

the scope between itself and that of its institutional reference groups, and hence become more 

different. The estimate on the two institutional reference groups – firms in the same province 

and firms of the same product type – as shown in model 2, are negative as expected and 

significant. The coefficients indicate that the organizations in this industry altered the breadth  
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Table 2. O
LS regressions of changes in product scope betw

een 1998 - 2001 

 
 

M
odel 1 

 
M

odel 2 
M

odel 3 

Intercept 
 

-2.22        (1.37) 
 

-3.18 *   (1.48) 
-3.36 *     (1.41) 

Firm
 size  

 
.745 *** (.165) 

 
-.223     (.265) 

.253         (.152) 
Firm

 perform
ance 

 
.867        (.551) 

 
.761     (.537) 

.764         (.554) 
State ow

nership stake 
 

-.090        (.198) 
 

-.053     (.195) 
-.063        (.193) 

R
egistered firm

 type 
 

-.015        (.462) 
 

-.122     (.475) 
.120        (.459) 

Firm
 scope 

 
-1.74 *** (.202) 

 
-1.09 ** (.374) 

-1.84 *** (.321) 
D

isposable incom
e per capita 

 
.177        (.138) 

 
.255     (.134) 

.293 *    (.133) 
Savings ratio 

 
12.4 *     (5.81) 

 
11.4 *   (5.74) 

14.6 *     (5.93) 
Product scope difference w

ith firm
s of sim

ilar size 
 

 
 

.538 *** (.110) 
 

Product scope difference w
ith direct com

petitors 
 

 
 

.141 **   (.047) 
 

Product scope difference w
ith firm

s in the sam
e province 

 
 

 
-.144 *    (.077) 

 
Product scope difference w

ith firm
s of the sam

e producer type 
 

 
 

-.410 **  (.143) 
 

Product scope difference w
ith direct com

petitors of sim
ilar size 

 
 

 
 

.236 *** (.041) 
Product scope difference w

ith firm
s of the sam

e type and province 
 

 
 

 
-.194 **  (.069) 

R
2 

 
.130 

 
.190 

.171 
F

 
 

16.77 *** 
 

12.35 *** 
15.82 *** 

* p < 0.05  ** p < 0.01  *** p < 0.001;  n = 798, standard errors in parentheses. 
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of their product portfolios in the direction opposite to that of the other firms in their province 

and firms of the same product type. Hence, rather than imitate these firms, they actively 

distinguished themselves from them when altering the scope of their product portfolio. 

Similarly, the more fine-grained analysis, displayed in model 3, also displays a significantly 

negative coefficient on the variable firms of the same type within the same province. Overall, 

all three tests strongly confirm hypothesis 1; the organizations in this industry changed to 

further distinguish themselves, in terms of product scope, from the other firms within their 

institutional reference groups.  

 

The sizes of the various coefficients show that organizations responded relatively strongly to 

the social reference group firms of the same product type, as compared to their response to 

firms in their own province. Although both estimates are statistically significant, the impact of 

the reference group firms of the same type is stronger than the impact of firms in the same 

province. For example, if the reference group consisting of firms in the same province had on 

average 10 more products in their portfolio than the focal firm, the firm would further 

decrease the breadth of its portfolio by 1.4 drugs, in order to augment the gap between itself 

and the group. In contrast, if the reference group consisting of firms of the same type had on 

average 10 more drugs in their portfolios than the focal firm, the firm would reduce its 

product portfolio in the ensuing years by 4.1 drugs. 

 

Hypothesis 2 predicted that firms will change their product scope to reduce the difference 

between themselves and their strategic reference groups. In support of this prediction, in 

model 2, both estimates on both strategic reference groups – firms of the same size and direct 

competitors – are positive and significant, which indicates that the organizations in this 

industry altered their product scope to make it more similar to that of their strategic reference 

groups. Similarly, the more fine-grained analysis, shown in model 3, also displayed a 

significantly positive coefficient on the variable direct competitors of similar size. To 

conclude, hypothesis 2 is strongly supported in all tests: firms significantly reduced the 

difference in product scope with other firms in strategic reference groups.  

 

The sizes of the coefficients indicate that the influence of the reference group firms of similar 

size is much stronger than the influence of the reference group direct competitors. For 

example, if the reference group consisting of firms of similar size had on average 10 more 

products in their portfolios than the focal firm, the firm would add another 5.4 products to its 
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portfolio in the ensuing years to become more similar to this group. In contrast, if the 

reference group consisting of direct competitors had on average 10 more products in their 

portfolios than the focal firm, the firm would add just 1.4 more products to its portfolio in the 

following years. Hence, firms reduced the difference they had with both groups, but they 

reacted most strongly to firms of their own size. 

 

Post-hoc Analysis: The Moderating Role of Performance 

The social comparison perspective developed in this paper could be extended into other areas 

and variables, such as firm performance. In organization studies, researchers commonly 

assume that organizations will be inclined to imitate other firms that perform better 

(Haveman, 1993; Haunschild and Miner, 1997).14 However, in contrast, social comparison 

logic would suggest that increasing similarity with better-performing others may lead to an 

unfavorable comparison; the heightened similarity makes the negative performance gap more 

salient. The firm would “look bad” relative to others in the group if similarity to the reference 

group were to increase. In this instance, when the reference group greatly outperforms the 

firm, it and its management might be more likely to engage in a “self enhancing strategy” 

(Wood, 1989); when faced with an unfavorable comparison, people are more likely to reduce 

closeness (Tesser, 1986) than to increase it. Decision makers would rationalize not copying 

this group’s actions, in a process labeled “compensatory postcomparison” (Masters and Keil, 

1987).  

 

To explore whether such effects might be present among firms in this study’s sample, I 

computed the difference between the performance of the firms in the database and their 

reference groups (using return on sales) as used in model 3. Subsequently, I interacted this 

measure with the product scope variables, to test whether performance differences moderated 

the relationships defined in hypotheses 1 and 2. In line with a social comparison logic, the 

interaction between performance and the difference in product scope with the institutional 

reference group (firms of the same type within the same province) was positive and 

significant (.344, p < 0.05), while the main term remained negative and significant (-.272, p < 

0.001). This indicates that firms were inclined to distinguish themselves, in terms of product 

                                                 
14 Similarly, following the same view, one would expect that organizations will be less inclined to distance themselves – for 

instance in terms of product scope – from others in a particular reference group if the average performance of that group is 

higher than the firm’s. 
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scope, from others in an institutional reference group but less so if these others performed 

better than them.  

 

Also in line with the social comparison logic was the estimate on the interaction between 

performance and strategic reference groups (direct competitors of similar size); it was 

negative and significant (-.328, p < 0.05), while the main term remained positive and 

significant (.163, p < 0.001). This implies that a firm was inclined to imitate firms in strategic 

reference groups but not so if these competitors performed markedly better than the firm. The 

larger the difference in performance between a firm and this reference group (in favor of the 

reference group), the less inclined the firm was to mimic them. Note that the main effect of 

this reference group remains significantly positive, which shows that a firm is inclined to 

imitate this group, unless the group is outperforming it.  

 

These estimation results are displayed in figure 1. It shows that, normally, firms are inclined 

to imitate strategic reference groups. However, if such a group greatly outperforms the firm 

(e.g. 1.5 standard deviations better) this inclination to mimic their product scope is fully 

annulled. Furthermore, the bottom figure shows that firms are normally inclined to distance 

themselves from institutional reference groups, but that this inclination also disappears when 

the reference group substantially outperforms the firm. Hence, organizations do sometimes 

explicitly not want to imitate better-performing competitors. Performance differences dampen 

an organization’s propensity toward distinction but may also dampen its propensity toward 

imitation; if others perform markedly better, the firm does not move further away but keeps a 

safe distance in order to not open itself up to unfavorable comparisons. Thus, the social 

comparison perspective outlined in this paper may also help to develop a more fine-grained 

understanding of the influence of performance differences on firm imitation. 

 

DISCUSSION 

The main objective of this study was to offer an organizational theory of social comparison. 

Advancing this perspective enabled this paper to contribute to the literature on imitation, 

which has received ample attention in the strategic management literature and has been 

addressed from a variety of theoretical traditions (for an overview, see Lieberman and Asabe, 

2006). The various theoretical perspectives on mimetic behavior are not mutually exclusive, 

in the sense that they can overlap and lead to similar predictions; the same is true for the 

model outlined in this paper. For example, the hypothesis regarding the imitation of strategic 
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Figure 1: Estimated relationships depicting the moderating influence of performance 

differences between the firm and the reference group15 

 

 
 

 

 
 

 

reference groups could possibly also be advanced by invoking an institutional (DiMaggio and 

Powell, 1983) or a herding theory perspective (e.g., Banerjee, 1992). However, uniquely, the 

social comparison theory outlined in this study demonstrated that, in addition to exhibiting 

mimetic tendencies, organizations may also seek to distance themselves from groups. It 

                                                 
15 The computations used to generate these examples are based on reference groups that have on average 10 more products in 

their portfolios than the focal firms. Hence, the vertical axis displays the number of products the firm adds/subtracts from its 

portfolio during the period 1998-2001 to become either more or less similar to the reference group. 
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explained when firms are likely to mimic a group and when they are likely to opt to 

distinguish themselves from it. Thus, using a social comparison framework, this study was 

able to challenge the current stance in the literature that if organizations respond to social 

reference groups, they will do so through imitation (Greve, 1998; Haunschild and Miner, 

1997; Haveman, 1993).  

 

Studying the population of organizations in the Chinese pharmaceutical industry during the 

period 1998–2001 showed that although firms were inclined to imitate the portfolio strategies 

of similar-sized, direct competitors by adapting their product scope to that of the group, firms 

further distinguished themselves from others of the same producer type within the same 

province. I argued that firms distanced themselves from them because they form institutional 

groups, which are subject to pressures toward uniformity on a multitude of dimensions. In this 

instance, product scope offered firms an attribute that they could use to distinguish 

themselves.  

 

In this sense, the social psychological theory put forth in this paper complements the 

institutional perspective on imitation. The concept of institutional isomorphism in general 

(DiMaggio and Powell, 1983) and mimetic change in particular (Mizruchi and Fein, 1999) 

has received much attention in the literature. Over time, organizations in a specific 

environment are thought to become more alike as a result of, among other things, formal and 

informal pressures exerted by other organizations on which they depend and by cultural 

expectations in the particular society – what DiMaggio and Powell (1983) called coercive 

isomorphism. Interestingly, in the Chinese pharmaceutical industry, in those reference groups 

that are more likely to experience common institutional pressures – firms within the same 

province and of a common product type (WSM versus TCM) – organizations appeared to be 

most inclined to distinguish themselves from the others in the group when establishing their 

product scope. It seems that these institutional influences, which exert pressures to conform 

on various dimensions (production, innovation, distribution, etc.), concurrently stimulate 

firms to distinguish themselves on other dimensions that are not subject to isomorphic 

pressure (such as product scope). In strategic reference groups – groups less characterized by 

common institutional influences (e.g., firms of similar size and direct competitors) – the 

organizations displayed ample mimetic change; firms altered their product scope to better 

align with the group. Thus, isomorphic institutional pressures may lead to homogeneity 

among firms on many dimensions but, paradoxically, may also trigger deviance on others.  
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A fundamental debate in organization science addresses the issue of homogeneity versus 

heterogeneity among firms. For example, while Hannan and Freeman (1977) asked, “why are 

there so many kinds of organizations?” DiMaggio and Powell (1983) pondered, “why there is 

such startling homogeneity of organizational forms and practices?” This paper partially 

speaks to both questions. When deciding on the breadth of their product portfolios, the 

Chinese pharmaceutical firms featured in this study showed inclinations to conform and to 

become “more average” while concurrently acting in ways that differentiated them from other 

groups. Since all these organizations were simultaneously subjected to multiple reference 

groups and pressures, which would pull their preferences in different directions, their ultimate 

decisions with respect to product scope required them to balance forces for homogeneity with 

desires for heterogeneity.  

 

Limitations and Future Research 

The tendencies toward distinction addressed in this paper are different from the notion of 

product differentiation, as used in the strategy literature (Porter, 1980). Product differentiation 

is achieved if a firm provides something unique that is valuable to buyers. However, in this 

study’s setting, product diversification does not alter the value created for customers, who 

consume individual products.16 Thus, studying product scope enabled this study to focus on 

the influences of comparison processes. In doing so, it also contributes to our understanding 

of product differentiation. The theory outlined in this paper suggests that firms may 

sometimes differentiate themselves from others for reasons that stem not from economic 

motives but from social comparison. This opens up the possibility that economic and social 

motives sometimes coincide, but sometimes also diverge. Future research that takes this as an 

explicit topic of study would be of much interest to further advance the theory outlined in this 

paper.  

 

This study also has a number of limitations, which concurrently open up some promising 

areas for future research. There are limitations associated with the way I operationalized 

reference groups. For one, I merely identified four different groups (region, type, direct 

competitors, and firm size). It seems plausible that there may be other reference groups, 

unobserved in this study, that also influence a firm’s choice to increase or decrease the 

                                                 
16 In some other industry settings, offering a broader product portfolio may provide such a unique proposition, for instance by 
offering a “one-stop shop” to customers. This is not the case in this industry.  
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breadth of its portfolio. Although I am confident that fellow Chinese firms in the industry 

form an important source of social comparison for these pharmaceutical companies (Baum 

and Haveman, 1997; Baum and Mezias, 1992), it is possible that they also respond to other 

social reference groups, such as Western firms active in China, firms abroad, or Chinese firms 

in other industries. Future research that looks at more socially distant comparisons would be 

of great interest. 

 

Furthermore, managers’ perceptions of reference groups could potentially be different from 

the objective measurements used in this study (Porac and Thomas, 1990; Reger and Palmer, 

1996). Although the results suggest that organizations indeed responded to the reference 

groups as defined in this study, other studies that use some form of primary data may be able 

to provide insight into how social reference groups can be perceived by managers, and how 

they can be perceived and weighted differently by different people under a variety of 

circumstances. 

 

Another limitation of this study is that it examines processes of imitation and distinction in 

terms of one particular dependent variable only, namely a firm’s product scope. Focusing on 

this particular variable offered several important advantages (such as the absence of 

“crowding” effects if many firms choose the same scope [Hannan and Carroll, 1992; Hannan 

and Freeman, 1987; Greve, 1996; Haveman, 1993]), in comparison to studying market entry 

decisions, location choices, market positioning, and so forth. It also provided for an 

appropriate dependent variable specific to this setting. Yet, the theory put forward in this 

paper is not restricted to the choice of product scope alone. Obviously, future studies that seek 

to apply the perspective developed in this paper to other areas would greatly add to this 

research. Moreover, the findings are based on firms from one particular country, active in one 

and the same industry. Future research that examines other countries and industries will have 

to show to what extent this study’s findings hold in other situations and contexts. 

Finally, the process I used to collect the sample leads to some shortcomings. Although the 

sample contained the entire population of Chinese pharmaceutical firms active during the 

period 1998–2001, its structure implied that I did not focus on the actions of entrants into this 

industry. Studies that examine the strategies of firms entering an industry, as influenced by 

social reference groups, may yield valuable insights that complement this study. Similarly, I 

omitted from the analysis incumbents in 1998 that went out of business before 2001. Hence, 

the findings of this study are based on surviving firms only. Examining how the behavior of 
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failing firms differed from that of survivors would be of great value. This points to a final 

suggestion for future studies: I examined when firms imitate and when they distinguish 

themselves from others, but I did not follow up on the consequences of these decisions. 

Future research that studies when imitation and distinction may be good, and when imitation 

or distinction may have adverse consequences for the performance of organizations – for 

instance, through measuring their subsequent growth or financial performance, or through 

survival analysis – would greatly add to the theory advanced in this paper. 
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Appendix: Developments and regulatory changes in the Chinese pharmaceutical 

industry 

 

The term Western-Style Medication (WSM) refers to chemical drugs. Before the start of 

economic reform in China in the 1980s, drug producers had operated solely in accordance 

with the production plans set by the government’s public health agency, whose primary 

concern was with assuring the supply of basic pharmaceuticals rather than with efficiency, 

profit, or innovation (White and Liu 1998). Consequently, the industry became characterized 

by bulk capacity of generic drugs and a focus on output volume. Firms were primarily 

engaged with meeting the output targets that had been centrally set for them. Beginning in 

1985, a series of regulations were introduced to govern the introduction of new WSM drugs, 

including the need to run systematic clinical trials, granting exclusivity rights to newly 

introduced drugs and, later, providing limited recognition of (foreign) patents. Furthermore, in 

1995, the so-called Good Manufacturing Practice (GMP) certification program was launched, 

which all firms had to comply with or cease production. This was followed by the Good 

Clinical Practice, Good Laboratory Practice, and Good Selling Practice certification 

programs, the latter established to control the distribution and prescription of drugs. 

 

The term Traditional Chinese Medicines (TCMs) refers to herbal and organic drugs. They are 

produced according to formulas that specify in detail each drug’s ingredients and production 

process, similar to WSMs. For patients they often form part of a wider, individualized 

treatment program. Product formulas are recorded in the “Pharmacopeia,” which contains 

standards for all TCM (and WSM) drugs and is updated and published every 5 years by a 

special committee of the State Drug Administration (SDA). Prior to 1999, TCM was 

governed by the TCM Administration Bureau, while WSM regulation fell to the Division of 

Drug Administration in the Ministry of Health. Since this date, both have been governed by 

the SDA.  

 

Although many TCM formulas were passed on from pharmacists and doctors over a period of 

many centuries, there are regular developments of new drugs and updated versions of existing 

products. And although TCMs are not subject to intellectual property rights protection, new 

drugs (whether new formulations or new therapeutic uses for existing medicines) must 

undergo the application procedure established by the SDA. Furthermore, if a company wishes 

to add a new TCM product to its portfolio, it must undergo a formal set of application and 
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approval procedures. Moreover, a Good Manufacturing Practice certification system, similar 

to that of WSM drugs, was developed for TCM products.  

 

Unlike the WSM market, the TCM market is not subject to foreign entry and competition, yet 

WSM products seem to be gaining popularity among the Chinese population, especially in the 

wealthy urban areas, at the expense of TCM. In response, some TCM producers have altered 

their marketing and distribution techniques, among other things. For example, traditionally 

the names of TCM products have represented their ingredients, while specialist doctors would 

prescribe them as part of a wider and more elaborate, individualized treatment program. Yet, 

increasingly, TCM manufacturers have started to label their products using brand names that 

indicate the symptom the drug is meant to treat. The intention is to augment similarity with 

WSM products, but it also has implications for the role of physicians since it potentially paves 

the way for TCM drugs to be used as stand-alone products by consumers, rather than as 

elements of a larger, personalized treatment program. Thus, TCM production is subject to 

considerable change and uncertainty, in terms of macro-economic conditions, regulatory 

changes, competition, and customer demand. 

 

During the late 1980s and 1990s, there were also various significant changes in China’s 

national health care system. Among others, the old cooperative medical system was dissolved, 

price regulations were abolished and replaced by a system distinguishing between “ethical” 

and “over-the-counter” drugs; medical consultation and drug-dispensing were separated; and 

a partial national insurance scheme, including an expanding list of approved drugs and 

mandatory price caps, was introduced. These developments presented managers in the 

pharmaceutical industry with various challenges and uncertainties. Managers had to move 

beyond their traditional role of overseeing production and assume responsibility for strategic 

decision making, which previously had been handled by governmental agencies (Guthrie 

1997, White 2000).  
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Chapter 4 

HOW BAD PRACTICE PREVAILS: EXPLAINING THE DIFFUSION AND 

PERSISTENCE OF DETRIMENTAL MANAGEMENT PRACTICE 

 

Abstract 

Received wisdom, in both management theory and practice, suggests that if a practice has 

been present in a particular industry for a long time, it must be beneficial to the organizations 

in some way; otherwise it would have vanished. In this paper, I challenge this view. I present 

a conceptual model that details how a practice that lowers the survival chances of adopting 

organizations may still spread and persist across a population of firms. I propose that a 

combination of three conditions is sufficient to bring about this phenomenon. If the practice is 

somehow associated with success, there exists causal ambiguity in the industry, and the rate 

of its diffusion is high compared to the rate at which it terminates firms, the practice may 

continue to thrive and become a wide-spread and permanent feature in the industry. The 

analysis is used to develop a set of propositions regarding the interplay between a practice’s 

“incubation time” and the element of causal ambiguity. Overall, the paper suggests that it is 

feasible that some of the persistent organizational practices that can be observed in various 

industries may be harmful rather than beneficial for the firms that chose to adopt them. 



 82 

INTRODUCTION 

The traditional view in economics and the social sciences in general has been that “efficient 

firms grow and survive; inefficient firms decline and fail” (Jovanovic, 1982: 649). It is 

thought that through competition, market forces will select out those firms with traits that 

make them less efficient (Alchian, 1950; Friedman, 1953). Since firms with inefficient 

practices have a lower survival chance than firms without them, detrimental management 

practices are expected to gradually disappear with them.  

 

Beyond this basic evolutionary view, organizational theorists have long discussed how other 

practices, although inefficient for organizations’ operations, may persist. It has been argued 

that it is not just efficiency that drives the selection of firms (Hannan and Freeman, 1977; 

Nelson and Winter, 1982; Carroll and Harrison, 1994; Barnett, 1997); various consumer 

preferences, issues of resource dependence, and other notions of power or political influence, 

for example, may also determine the survival chances of organizations. Institutional theory, 

for one, argues that organizations may adopt practices, structures, and also cultural elements 

for reasons of isomorphism. Thus, a practice may persist not because it increases efficiency, 

but because it gives firms legitimacy and prestige, and with it access to valuable resources, 

such as customers, employees, or financial capital (Meyer and Rowan, 1977; DiMaggio and 

Powell, 1983; Zucker, 1987). Hence, while such practices may not directly contribute to a 

firm’s efficiency, they may, indirectly, advance its performance and survival. Without it, 

firms would not be able to operate or would at least be at a disadvantage.  

 

Yet, extant theory continues to assume that practices that advance the survival of firms – 

whether through increased efficiency or through some indirect, institutional benefits – may 

persist, but practices that give firms a disadvantage and lower their life expectancy will die 

out. Practices that decrease the success rate of organizations are expected to follow the demise 

of the firms that adopted them. Yet, in various contexts and industries, practices can be found 

from which some question whether they really aid the survival chances of the firms that 

display them.17 Is it true that all existing management practices somehow aid the survival of 

the organizations that embody them? Or could it be true that some of these practices, despite 

their abundance and longevity, actually have a harmful effect on the firms that use them? This 

                                                 
17 For example, Mizik and Jacobson (2004) examine the practice of detailing in the pharmaceutical industry – i.e., 
pharmaceutical sales representatives visiting physicians to promote their firm’s drugs – and conclude that although expensive 
it has little effect. Therefore, they conclude and ponder “why would the firms persist at engaging in a practice that has 
negative returns?” (p. 1714). 
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paper approaches this issue head-on. It asks the question whether it logically possible that a 

practice that decreases the life expectancy of the firms that adopt it, spreads and continues to 

persist in an industry. 

 

Note that it is not the purpose of this paper to focus on a particular management practice and 

argue whether it is harmful or beneficial. Moreover, it is not my intention that this argument 

defines the exact conceptual boundaries that determine whether or not a practice should be 

considered good. For example, I will not discuss instances when a practice that is beneficial at 

one point in time becomes harmful at a later stage – an assertion made, for example, with 

regard to corporate diversification in the 1960s versus the 1980s (Hubbard and Palia, 1999; 

Wan and Hoskisson, 2003) – or whether a practice that is good for one firm but bad for 

another, should be considered “a bad practice” or not. My line of reasoning comes from a 

different starting point: suppose that in a particular industry and time period, a practice lowers 

the life expectancy of adopting firms, could it still be (even in this extreme case) that this 

practice spreads and continues to persist? 

 

In this paper, I discuss a set of conditions under which it is feasible that a practice which 

lowers the survival chances of adopting organizations can spread across a population and 

become a permanent feature of the industry. In the first part of the paper I argue that there are 

three conditions which, combined, are sufficient for this phenomenon to occur: firstly, the 

practice needs to have an erroneous association with success. Furthermore, there has to exist 

causal ambiguity about the practice’s true long-term effects. Finally, and crucially, the ease of 

the practice’s diffusion across firms in the industry must be relatively high in comparison to 

the rate at which it terminates adopting organizations. Put differently, “the practice spreads 

quicker than it kills”. If these conditions are met, the practice spreads and persists despite 

leading to higher mortality among the firms that adopted it. The analysis points at the pivotal 

role of a practice’s “incubation time”; the time between adoption of the practice and the 

occurrence of its harmful effects. Therefore, in the second part of the article, illustrated by a 

simulation model, I derive a set of propositions focusing on the element of incubation time, 

and how it interacts with causal ambiguity. I conclude with a discussion of possible 

extensions and future lines of research. 

 

BACKGROUND AND DEFINITIONS 
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I define organizational practices as a set of formal or informal rules of behavior, shared across 

people in an organization that can be learned and passed on. Thus, under this definition, 

organizational practices include formalized management techniques, such as quality circles 

(Abrahamson and Fairchild, 1999), but also traits of organizational culture (Chatman and 

Jehn, 1994), such as the practice to work long hours in many Corporate Finance divisions in 

the banking industry. For the purpose of my argument, I define a bad practice as one that has 

a negative influence on the survival potential of an organization, in comparison to a similar 

organization that does not adopt it. Thus, the life expectancy of the adopting organizations 

would be higher without having implemented the practice.  

 

While developing my conceptual argument, I will build on prior literature that has modeled 

the diffusion of organizational practices as a process of imitative contagion. From various 

disciplines, it has been argued and shown that organizations are often inclined to imitate each 

other (for and overview, see Lieberman and Asaba, 2006). Various choices in terms of 

strategy (Fligstein, 1991; Haveman, 1993; Henisz and Delios, 2001), organizational structure 

(Starr, 1982; Fligstein, 1985), management techniques (Burns and Wholey, 1993; 

Abrahamson, 1997; Abrahamson and Fairchild, 1999), and innovations (Rogers, 1995; Greve 

and Taylor, 2000) have been shown to spread in a given population of firms. The prime 

condition under which organizations do this is uncertainty. With important information 

unavailable to the firm, it may decide to copy the behavior of others, assuming that they 

possess the relevant information, which is revealed through their actions (Banerjee, 1992; 

Bikhchandani, Hirschleifer, and Welch, 1992). Moreover, even if the consequences of the 

choices are ambiguous, firms may decide to imitate out of a fear of potentially losing out on 

important benefits, which in their perception may weigh heavier than the risk of suffering 

adverse consequences as a result of the choice (Kahneman and Tversky, 1979).  

 

Hence, when faced with uncertainty, organizations look around them to examine what others 

are doing (Cyert and March, 1963; Haunschild and Miner, 1997; Levinthal, 1997). They don’t 

observe all firms but a limited number of companies that they are in close contact with 

(Greve, 1996, 1998). Consequently, when a certain new practice or innovation is introduced 

in an industry, not all firms are simultaneously exposed to it, instead it diffuses progressively 

from one firm to the next (Abrahamson and Rosenkopf, 1993; Rogers, 1995). Therefore, 

diffusion has often been modeled as a process of social contagion, in which organizations 

adopt practices from other firms that are similar, occupy a comparable social or geographical 
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position, are direct competitors, and firms that they have shared corporate ties or third party 

contacts with, such as board interlocks (Galaskiewicz and Burt, 1991; Haunschild, 1993; 

Hedstrom, 1994; Davis and Greve, 1997; Greve, 2000).  

 

CONDITIONS UNDER WHICH A DETRIMENTAL PRACTICE DIFFUSES 

It is then possible however; as I will argue below, that in the process of adopting characteristics 

from others in their proximity, firms inadvertently imitate a practice that is detrimental for their 

chances of success. I argue that under a specific set of conditions the practice may not only 

spread but also continue to persist, and become a permanent feature of the industry. I disentangle 

this set of conditions into three interrelated components, which I will discuss in turn: the 

practice’s association with success, causal ambiguity, and the rate of diffusion relative to the rate 

of termination.  

 

The Practice is Associated with Success 

The first condition, for a detrimental practice to be adopted by firms, is that organizations 

erroneously believe that the practice brings them benefits,18 because it is somehow associated 

with success (Abrahamson, 1991), which is potentially caused by a variety of mechanisms. I 

will discuss four of those mechanisms: the process of replication and simplification, the 

existence of short-term benefits, the notion that the originating firm was already successful 

beforehand, and the idea that the practice may have been transferred from a different context 

in which it did lead to success. These mechanisms can be complementary, in the sense that the 

presence of only one of them may be sufficient to cause a practice to be associated with 

success, yet they may also occur concurrently.  

 

A harmful practice may be associated with success due to the process through which it 

originated, namely replication and simplification. That is, a bad practice may be formed 

through the transformation of an initially useful practice. If that original, useful practice is 

quite complex, it is likely that many of its subtleties will be lost in the process of imitation. 

                                                 
18 Another explanation for the possible adoption of inefficient organizational practices can be found in agency theory (Jensen 

and Meckling, 1976) arguing that managers adopt practices that benefit their own interests although they may have negative 

consequences for the performance of their firms, such as poison pills (Davis, 1991) or particular compensation schemes (Tosi 

and Gomez-Mejia, 1989). In this paper, I will abstract from such agency problems and concentrate on an additional, 

complementary explanation, in which decisions of adoption are made in a genuine attempt to benefit the interests of the 

organization. 
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More complex practices are usually more difficult to copy because they consist of more 

layered diverse elements and relations, which may often contain tacit knowledge that is 

difficult to codify (Polanyi, 1962). As a result, imitating firms may imperfectly or partially 

copy a practice, for instance by only mimicking those elements that are observable. For 

example, there is evidence that this happened when Western firms adopted practices of Total 

Quality Control (TQM) from their Japanese counterparts (Zbaracki, 1998; Clegg, Ibarra-

Colado, and Bueno-Rodriquez, 1999).  

 

Thus, the process of transfer and imitation may inherently transform a complex practice and 

create a much simpler one. In turn, the transferability of this simple “version” of the practice 

will be much higher than its original complex form, which causes the simple format to be 

copied abundantly. However, the simplification may have reduced the practice’s use 

(Hackman and Wageman, 1995), up to the point that it has become harmful. Other 

organizations may be naively mimicking the practice from their counterparts, although it now 

has detrimental consequences in the long-run. Moreover, managers who championed the 

adoption may be subsequently inclined to exaggerate any amenities in their interpretation and 

communication to others, as for instance demonstrated by research by Zbaracki (1998), thus 

keeping the ”myth” of a good practice afloat. 

 

One way in which the simplification and transformation of a useful practice into a bad one 

may take place, is by trying to replicate a consequence of the practice, rather than the practice 

itself. Research on the biases in cultural transmission (Richerson and Boyd, 1989) suggests 

that people are often focused on obtaining the symbols of success, rather than copying the 

behavior that led to the success in the first place. The focus and effort to obtain the symbol 

may however be in conflict with the chances of success.19 For example, in many Western 

societies, owning a large car is a symbol of success; success has enabled this person to buy a 

large car. However, it is possible that focusing all ones resources and efforts on obtaining a 

large car may actually decrease ones chances of becoming successful. The symbol may 

originally have been the result of success; pursuing the symbol rather than the success itself 

may be harmful. Similarly, TQM often enabled Japanese firms in the 1970s to cease end-

                                                 
19 For instance, on the Micronesian island of Ponapae what contributed to a man’s prestige was owning a very large yam 

(Bascom, 1948). This cultural trait had come into existence because it represented an indication of a person’s skill as a 

farmer. However, gradually people’s efforts to obtain or grow one big yam started to be detrimental for their welfare, in the 

sense that it distracted effort and attention from activities that enhanced their survival, causing malnourishment and hunger. 
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product controls. However, abolishing end-controls by imitators, without copying the 

preceding quality processes, may very well have had a detrimental influence on adopting 

firms. 

 

A second reason why firms may erroneously believe that a particular practice increases their 

chances of success and survival is because of short-term benefits, that is, the practice does 

create real benefits in the short run. Its cumulative effect may be negative in the long-run – in 

the sense that the long-term disadvantages outweigh the short-term benefits in terms of their 

total effect on a firm’s life expectancy – but its adoption leads to an immediate (temporary) 

upsurge in fitness and performance. Usually, short-term benefits, in comparison to long-term 

detrimental effects, are easy to observe, which makes people believe the practice is a good 

one.  

 

One possible example is the practice of cost-cutting, restructuring, and lean staffing that has 

come ”en vogue” over last decade and a half. In the long-run, this practice may crowd out 

exploration, since cutting out all slack in an organization has been argued to reduce a firm’s 

ability to innovate (Hedberg, 1981; Nohria and Gulati, 1996), but it may initially cause a 

boost in a firm’s performance due to reduced costs. Indeed, empirical findings by Guthrie and 

Datta (2008) indicated that downsizing was usually associated with a decrease in subsequent 

firm profitability and that these negative effects were especially pronounced in industries 

characterized by R&D intensity. Yet, these long-term consequences may only manifest 

themselves many years after the cost cutting program was initiated. Thus, a positive effect in 

the short-run, combined with a long-term negative effect that is difficult to observe, may 

promote the use and spread of a bad practice, even though the long-term negative effect may 

offset the initial increase in survival. 

 

Furthermore, a harmful practice may be associated with success because it originated in a 

firm that was already successful before initiating it, or even because the organization was 

among the practice’s early adopters. Prior research has shown that organizations are inclined 

to imitate the actions of other companies that stand out as successful (Haveman, 1993; 

Haunschild and Miner, 1997), even though it is clear that the newly developed practice is not 

the cause of the company’s success. For instance, in recent years, many firms have been 

inclined to imitate the practices of GE, for example when they were one of the early adopters 

of Six Sigma programs. Yet, this does not mean that any new practice developed by such an 
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organization is actually positive. The long-term consequences of Six Sigma (Benner and 

Tushman, 2003) and other GE programs and routines (O'Boyle, 1998) are equivocal, yet firms 

are inclined to imitate them because they regard this initiator/early adopter as a “role model” 

(Haveman, 1993). 

 

Finally, a detrimental practice may be associated with success due to transfer from a different 

context – namely a different population (i.e., industry, national or institutional setting) or time 

period – where it may have had a beneficial effect. Research by Benner and Tushman, (2002) 

on ISO9000 standards, for example, showed that it can be beneficial when adopted in a stable 

industry but may be harmful in a more dynamic one, where adoption may lower exploration 

to inappropriate levels, harming a firm’s chances of long-term survival. Firms in industries for 

whom the practice does more harm than good may nevertheless associate the practice with 

success because it migrated from a context in which earlier had led to beneficial results. 

Similarly, a practice may have been useful at one point in time but become harmful at a later 

stage. Once industry conditions have changed, it seems possible that the practice has become 

sub-optimal, yet continues to persist and be adopted by new-comers in the industry due to its 

former association with success.20 

 

Causal Ambiguity  

As argued above, a detrimental practice must somehow be associated with success, for 

organizations in an industry to develop the perception that it is beneficial. This, however, also 

implies the necessary presence of another condition, namely causal ambiguity; the practice 

can only be perceived as beneficial if organizations are unaware of its true long-term harmful 

consequences. Lippman and Rumelt (1982) discussed causal ambiguity as “ambiguity as to 

what factors are responsible for superior (or inferior) performance” (p.420). It concerns the 

lack of understanding and insight into the causal connections between actions and results. 

Actors may be able to observe firm performance, as well as the actions firms undertake, but 

not understand which actions lead to superior and which ones lead to inferior performance.  

                                                 
20 For example, various executives in the book publishing industry, interviewed in preparation for this project, indicated that 

the practice of buy-back guarantees in their industry, which allows retailers to return unsold books for full credit, which was 

initiated by Simon & Schuster during the Great Depression, may originally have helped publishers to survive in their industry 

by stimulating book-sellers to continue stocking their titles. However, now that industry conditions have fundamentally 

changed, and inventory management and information systems have been introduced, it is doubtful the practice is still helpful, 

as it implies that the publisher incurs many risks and costs in terms of unnecessary production, distribution, warehousing, 

reverse logistics, pulping and disposal, as well as opportunity costs, which may very well outweigh the practice’s advantages. 
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Reed and DeFillippi (1990) emphasized the role of tacitness and complexity in the creation of 

causal ambiguity. Tacitness refers to the implicit, intangible components of a firm’s 

competency that are based on skill and experience, and which are difficult to codify and 

transfer (Polanyi, 1967). Complexity concerns the interconnectedness between the different 

components of a particular practice. Both characteristics make it difficult to grasp how aspects 

of a firm’s actions are related to performance, which for instance makes imperfect application 

more likely. This echoes the view of Winter and Szulanski (2001), who argued that imperfect 

replication of a complex practice with tacit components can inadvertently create negative 

performance consequences. It explains one way in which a harmful practice may come into 

existence, since seemingly minor alterations to a previously beneficial practice may 

unknowingly create something harmful.Yet, it also helps understand why the negative 

performance consequences of a harmful practice may go unnoticed. Performance management 

systems, such as ISO9000, may increase efficiency but inadvertently also reduce innovation, 

because it reduces the in-company variation necessary to create renewal (Benner & Tushman, 

2003). However, although companies may observe the shortage of innovative output, since 

the process leading up to innovation is complex and tacit (King & Zeithaml, 2001), they may 

not grasp that it is the performance management system causing the shortage of innovative 

options. Hence, it is not that the harmful practice itself is complex with tacit components; the 

process that it affects is tacit and complex, making it difficult for the organization to grasp the 

root of its problems. 

 

This leads me to distinguish two types of causal ambiguity in the context of harmful 

management practices. The first is what I will refer to as exogenous causal ambiguity; the 

sheer number and the uncertainty of the factors that determine a firm’s performance in a 

particular environment (Mosakowski, 1997), which make it hard for firms to understand the 

exact causal nature of each of them. Firms may observe their poor performance but due to the 

exogenous causal ambiguity find it hard to discern that it is the harmful practice that is 

causing it. In addition, characteristics of the harmful practice itself may also contribute to the 

ambiguity. I will refer to this as endogenous causal ambiguity. The fact that some harmful 

practices lead to an initial increase in firm performance, such as repeated cost cutting (Van 

Witteloostuijn, 1999), makes it more difficult for decision-makers to construct what 

Mosakowski (1997) refers to as accurate causal maps. The seemingly positive consequences 

of the practice leads managers to make incorrect inferences about the usefulness of the 
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practice. Hence, it are characteristics of the practice itself that obscure its true, negative long-

term consequences. 

 

Similarly, a long time lag between the adoption of the practice and the occurrence of its 

detrimental influence makes it more difficult to create accurate causal maps. Where the 

benefits of performance management systems such as ISO9000, for example, are often 

immediate, in terms of a reduced error rate and enhanced reputation with various 

stakeholders, the detrimental consequences may only manifest themselves after many years, 

in the form of a shortage of adaptive capacity (March, 1991; Benner and Tushman, 2002). 

The substantive period during which a firm with the practice does not experience detrimental 

effects may lead it to make incorrect inferences about the practice’s use. Similarly, other 

organizational practices that have an adverse effect on a firm’s innovative capability, such as 

excessive cost-cutting may be difficult to assess for the organizations involved, because 

innovation and its influence on firm performance have a long development time. I will refer to 

this as the practices “incubation time” – the time between adoption of the practice and the 

occurrence of its harmful effects. A long incubation time is one feature that causes 

endogenous causal ambiguity. 

 

During the incubation time, while the firm itself has not yet experienced the detrimental 

influences of the practice, organizations can update their causal maps using their observations 

of other firms in the industry. The more firms they observe demise with the practice, relative 

to firms without the practice, the more they will be able to understand the practice’s 

consequences. However, if a practice has a long incubation time, the information they receive 

from observing others will likely be perceived to be quite ambiguous. They will observe that 

there are quite a few firms that have adopted the practice which are doing fine, or may even 

have a higher success rate than firms without the practice (due to short-term benefits). 

Especially when there is also exogenous causal ambiguity present in the industry, and hence 

there are also ample firms without the practice that demise, this may lead them to continue to 

believe, erroneously, that the practice is beneficial.  

 

The second piece of information that may lead managers to update their causal maps is firms 

abandoning the practice. Once a practice is widely adopted and has become well-established 

as “the way to do things” in a particular industry, initially, it may be difficult to abandon it for 

individual organizations, for similar reasons of causal ambiguity. The consequences of 
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abandoning a practice that most firms in the industry employ may be difficult to assess for an 

single company. Organizations may opt to stay with the status quo because they cannot fully 

assess the possible consequences of abandonment (Staw, Sandelands, and Dutton, 1981; 

Kahneman, 2003).21 Yet, abandonments among other firms in the industry may quickly reduce 

the ambiguity as perceived by the firm. According to herding theory (e.g. Banerjee, 1992), 

firms will interpret these firms’ actions as revealing the information that they have concluded 

that the practice is harmful, and opt to abandon too (Greve, 1995). Hence, observed 

abandonments are not ambiguous to the firm, in terms of the information they reveal. Later in 

the paper, I will use these various elements – exogenous and endogenous causal ambiguity, 

incubation time, relative number of firms demising with the practice, and abandonments – to 

derive concrete propositions about the nature of harmful practices. 

 

The Ease of Transfer is High Relative to the Rate of Termination   

The practice’s association with success and causal ambiguity are two conditions for firms to 

unknowingly adopt a detrimental practice. This is not sufficient, however, for the practice to 

continue to spread and also persist in an industry. This requires the presence of a third 

condition: for the practice to survive, the ease of its diffusion must be higher than the rate at 

which adopting firms demise. Namely, if a practice is copied by another organization before 

the initial firm succumbs, the practice continues to exist. If the firm “dies” before the next 

organization has adopted it, the practice will die with it. In contrast, when the rate of adoption 

outweighs the firms’ probability of dying, the practice will increase in frequency within the 

population. Thus, a bad practice may continue to thrive and spread if it is passed on to other 

organizations at a higher rate than at which it terminates them.  

 

Researchers in cultural anthropology, examining the diffusion and persistence of detrimental 

cultural practices (such as footbinging in China, or female circumcision in the Sudan) based 

their models on insights from epidemiology (Cavelli-Sforza and Feldman, 1981; Boyd and 

Richerson, 1985). Hence, the harmful practice are thought to spread like a virus. Just like 

                                                 
21 For example, although various interviewees from pharmaceutical companies expressed doubt regarding the effectiveness of 
the practice of detailing, they expressed fear that, if the adverse consequences of abandonment were to outweigh the benefits, 
they would subsequently be unable to reverse this course of action without incurring significant costs. Therefore, they quite 
deliberately opted to remain using the widespread but possibly disadvantageous industry practice, rather than risk being the 
only firm to suffer from abandonment. Similarly, many publishers realize that abolishing buy-back guarantees for retailers 
might bring them benefits, in terms of increased efficiency, but they do not know whether these benefits will outweigh the 
potential costs incurred from the practice’s abandonment, because there is ambiguity surrounding the extent of the adverse 
reactions of customers and whether these will persist. Although in reality the benefits of abandoning the practice may 
outweigh its costs, the practice persists. 
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extremely lethal viruses, which quickly kill their host, cannot survive, practices that quickly 

cause an adopting tribe to demise cannot spread. Practices that are slow to be copied can also 

not diffuse. In sum, “the practice has to spread quicker than it kills”. Similar conditions apply 

to harmful management practices.  

 

Whether a practice is able to spread quicker than the rate at which adopters are terminated, 

depends on characteristics of both the practice and the environment. Some environments are 

more conducive to the transfer of practices in general. The presence of dense social networks 

(e.g., through board interlocks, alliances, etc.), high levels of personnel movement between 

firms, the existence of professional associations, etc. have all been argued or shown to foster 

diffusion (Galaskiewicz and Burt, 1991; Abrahamson and Rosenkopf, 1997; Davis and Greve, 

1997; Rosenkopf and Almeida, 2003; Song, Almeida, and Wu, 2003), since practices and 

other forms of knowledge spread through inter-organizational contacts. Furthermore, various 

studies have shown that geographic proximity is a prime determinant of transfer between 

organizations (Kogut and Zander, 1992; Zander and Kogut, 1995; Almeida, 1996; Almeida 

and Kogut, 1999; Guler, Guillen, and Macpherson, 2002). Because a harmful practice benefits 

particularly from rapid diffusion – because the rate of diffusion needs to be higher than the 

rate of termination – dense environments with abundant inter-firm contacts are the most likely 

breeding grounds for bad practice.  

 

The (potential) rate of diffusion is also influenced by characteristics of the practice itself. For 

the rate of diffusion to be high – high enough to outweigh the rate at which adopters demise – 

the practice must be simple enough to be copied easily. Therefore, it must be relatively 

straightforward to imitate. As previously discussed, with respect to the condition that a 

harmful practice has to be associated with success, it may be an imperfect copy of a much 

more complex and useful predecessor, (unknowingly) created by initial imitators through a 

process of replication and simplification. As a result, a detrimental practice will likely consist 

of relatively few, easily observed elements.22 ISO9000, for example, is standardized and 

explicitly codified in handbooks, aided by the existence of a professional association to foster 

rapid adoption and diffusion (Guler, Guillen, and Macpherson, 2002). Of course useful 

practices may have (some of) these characteristics as well, but harmful ones cannot exist 

                                                 
22 The system of buy-back guarantees in book retailing, for example, is easy to observe and relatively uncomplicated, as is 

the practice of detailing by pharmaceutical companies. Hence they are relatively easy to replicate. 
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without them. Simplicity, to aid speed of adoption, is a necessary characteristic in order to 

outweigh the depressing effect of increased mortality among adopters; a harmful practice 

which spreads and persists cannot be very complex and difficult to copy, because if it were it 

would die out. 

 

The spread of a practice that does diffuse may eventually reach some ”steady state”, since the 

number of firms that do not have the practice and thus can still potentially be “infected” 

decreases while the number of firms that are dying as a consequence of the practice increases. 

When the rate of termination approaches the rate of diffusion, the practice cannot become 

more wide-spread (Cavelli-Sforza and Feldman, 1981). At this point, the practice has become 

a stable, permanent feature of the industry. 

 

PROPOSITIONS AND ILLUSTRATIONS 

The next part of the paper advances a set of propositions which focus on the variable 

incubation time – the time between adoption of the practice and the occurrence of its harmful 

effects – and its interplay with causal ambiguity. Incubation time – for example, the time that 

elapsed since a firm adopted an ISO9000 norm and the occurrence of a crippling lack of 

innovation – may lead to causal ambiguity because it may make it difficult for decision-

makers to connect cause and effect. Moreover, importantly, it gives a practice time to spread 

before its adopter begins to suffer from the practice’s long-term adverse consequences.  

 

To illustrate the central role of these variables in the spread and persistence of a detrimental 

practice, I developed a simulation model (details of which can be found in the appendix). It 

models an industry in which a practice, randomly assigned to one firm in the first period, over 

time spreads through contagion (Haunschild, 1993; Hedstrom, 1994). A firm is set to be more 

likely to adopt the practice the more firms in its vicinity have previously adopted it. Hence, 

contagion, via the probability of adopting, is dependent on the Euclidean distance between 

firms, because organizations monitor and are most likely to imitate their nearest competitors 

(Baum and Singh, 1994; Garcia-Pont and Nohria, 2002). Once a firm has adopted the practice, 

however, after a particular incubation time (which can be varied), its probability of dying 

increases. Hence, as per this paper’s definition of a bad practice, the life expectancy of 

organizations with the practice is lower than without. Once adopted, firms in the simulation 
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can also discard the practice: the more firms in its vicinity with the practice are going 

bankrupt, in comparison to firms without the practice that do continue to survive, the more 

likely the firm is to grasp that the practice is detrimental and opt to abandon it. 

  

As a baseline, let’s first consider the situation in which a particular detrimental practice only 

has a short incubation time, while there is little exogenous causal ambiguity in the industry. 

The practice may still have an association with success, which causes some firms to adopt it. 

Nevertheless, in this situation, the harmful practice can be expected to not diffuse much 

further, because even if due to its association with success initially some firms adopt it, they 

will get into trouble quite quickly, which halts the practice’s spread. Due to their speedy 

demise others don’t imitate them, also because it is evident to the remaining firms in the 

industry, given the lack of causal ambiguity, that the practice is harmful. In accordance with 

this logic, simulation experiments modeling a practice with only a short incubation time (.5 

years) and little causal ambiguity in the industry (firms without the practice never die, i.e. the 

practice is the only cause of possible demise) consistently showed that, at most, a handful of 

firms would adopt the practice in the first period or two, but after that it would disappear and 

not resurface. 

 

Proposition 1: When there is little exogenous causal ambiguity, a detrimental practice 

with a short incubation time is unlikely to spread. 

 

Let’s now consider a situation in which the practice has quite a long incubation time, but there 

still exists little exogenous causal ambiguity in the industry. This could for example be the 

case if a new practice is introduced in quite a stable industry. The practice’s association with 

success will likely cause it to spread quickly, because adoption snowballs (cf. Abrahamson, 

1991; Abrahamson & Rosenkopf, 1993); the more firms have adopted the practice, the more 

others in their vicinity start using it too. Due to the lengthy incubation time, it takes a long 

time until some of the users start getting into trouble and dissolving. By then, the practice may 

have already spread far afield. Moreover, initially, the feedback information that firms receive 

will seems equivocal; there are firms with the practice dying but, concurrently, there are also 

still ample firms around that use the practice without a problem. This is because for the 

relatively late adopters, the detrimental consequences have not materialized yet. Hence, 

although there is no ambiguity caused by exogenous factors, the practice itself, due its long 
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incubation time, still leads to causal ambiguity. As a consequence it  may spread 

considerably. 

 

However, after a more extended period has passed, the picture will become much clearer for 

the remaining firms. In this stable industry, before the practice’s introduction, few firms 

would ever get into such severe trouble that they were forced to cease operations. Yet, in this 

later stage of the practice’s diffusion, it is evident that all the firms in the industry that now 

are experiencing severe problems are the ones that had previously adopted the practice. In 

constrast, the – perhaps few – firms that resisted adoption are showing no signs of such 

trouble. Consequently, managers grasp that the practice is harmful, and firms begin discarding 

it en masse, after which the industry may recover and stabilize again.  

 

Proposition 2: When there are few exogenous sources of causal ambiguity, a 

detrimental management practice with a long incubation time can spread but is unlikely 

to persist. 

 

To illustrate the situation described above, I ran the simulation, as before, but now the 

practice was assigned a relatively long incubation time (2.5 instead .5 years). The level of 

causal ambiguity caused by factors other than the incubation time was kept at zero. This 

means that firms without the practice never get into trouble, so that eventually feedback from 

the market should become quite unambiguous. The simulation output is displayed in Figure 1. 

In accordance with the proposition, the top half graph shows that at first the practice spreads 

quite rapidly. After about 5 years there are already more firms in business with the practice 

than without it. After year 7, when the practice has reached its peak and there are only a few 

companies left without it, firms start experiencing severe problems and are dissolving. As 

indicated in the bottom half of the figure, many firms at this point begin to discard the 

practice, so that it is abandoned widely and rapidly, and it eventually dies out after about 15 

years. 
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Figure 1: Long Incubation Time; No Exogenous Causal Ambiguity 
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Hence, as the previous proposition specifies, if an industry is stable and characterized by little 

exogenous factors that lead to causal ambiguity, a harmful practice with a long incubation 

time can still spread. This is because others imitate it during its incubation time, but also 

because of the ambiguity created by the practice itself. However, the practice will not persist, 

since the ambiguity caused by its incubation time will be resolved over time, which leads to a 

surge of discardings. Hence, in this situation, the practice disappears because firms abandon 

it. 

 

Proposition 3: When there are few exogenous sources of causal ambiguity, a 

detrimental management practice with a long incubation time is likely to eventually 

disappear due to firms abandoning it. 

 

Let’s now consider a third scenario of a harmful practice with a relatively long incubation 

time, in a context where there exists exogenous causal ambiguity, for instance because it is a 

complex and dynamic environment. This could for example concern the introduction of a 

particular process management technique, such as  ISO9000, in a dynamic industry. ISO9000 

is likely to lead to a reduction in life expectancy for the firms in this line of business, due to 

the drop in innovativeness and adaptability that is caused by it (Benner and Tushman, 2003). 

However, unaware of these harmful consequences, firms may begin to adopt the practice 

because it is has led to success for firms in other industries (although these industries may be 

much more stable and less dependent on innovation). Moreover, the practice may lead to 

short-term benefits, which further stimulates adoption – in the case of ISO9000 it could lead 

to a lower error rate and enhanced customer reputation. As before, usage may snowball and 

become widespread because more adopters spur further imitation.  

  

In this case, once the practice has become widespread and firms start dissolving, causal 

ambiguity remains. As in the previous scenario, relatively many firms that use the practice 

begin to get into trouble. However, in this case, due to the dynamic nature of the business, 

there are also ample firms that experience difficulties while they do not employ the practice. 

Hence, there are various sources of causal ambiguity: a long incubation time, good 

performance by various firms with the practice during that period, and firms that get into 

trouble without employing the practice. The combination of these factors may be sufficient to 

prevent an organization from drawing the (rightful) conclusion that they would be better off 
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without the harmful practice – for example ISO9000. Consequently, the practice may not only 

spread, but also persist in the industry. 

 

Figure 2 contains the graphical output of the run of the model that simulates this situation. 

The top half shows that, as before, the practice starts to diffuse quite rapidly. Within 7 years 

virtually all firms in the industry have adopted it. The size of the industry, in terms of the 

number of organizations in it, starts to diminish. Simultaneously, some of the remaining firms 

choose to discard the practice, as indicated in the bottom half of the graph. Yet, unlike in the 

previous situation, discardings do not increase exponentially, as most of the remaining firms 

in the industry continue to exercise it. After about 10 years (40 periods) the industry enters a 

steady-state in which there are much fewer firms in business than before, but in which the 

practice does continue to persist. Running this model over even longer periods (e.g. 80 years), 

shows that this state continues. Crucially, these findings offer a logical proof that a 

detrimental practice can indeed spread and continue to exist despite having a negative effect 

on the life expectancy of the organizations that adopt it.  

 

Proposition 4: In the presence of exogenous causal ambiguity, a detrimental practice 

with a long incubation time can spread and persist. 

 

The number of firms that an industry is able to sustain, in which a detrimental practice has 

become a widespread and permanent feature, is lower than before the introduction of the 

practice. Hence, the industry as a whole suffers.23 For example, a dynamic industry in which 

ISO9000 has become the norm but which now suffers from a lack of innovation will find that 

the industry as a whole is not as munificent as before. Nevertheless, individual firms may not 

realize that the shortage of innovation they are experiencing finds its roots in the widespread 

adoption of the ISO9000 practice years earlier. Therefore, in spite of the widespread trouble,  

                                                 
23 How big the proportion of remaining firms is depends on the nature of competition in the industry. In some lines of 

business, competition is determined by relative strength – when customers pick the best firm in the industry, but they always 

pick one regardless of the absolute level of its performance. In contrast, competition in some other lines of business is largely 

determined by absolute levels of performance – when customers have the choice not to select any of the firms if they are all 

performing badly. I ran a variant of the simulation model parametrizing this variable. As expected, results show that in the 

latter case (probability of survival determined by absolute strength) the size of the remaining population was relatively small 

– as displayed in Figure 2. In the former scenario (when survival was determined by relative strength), the size of the 

remaining population was large. This is because, in this latter scenario, all firms are equally bad, so that their collective 

inefficiency has no consequences for them. 
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Figure 2. Long Incubation Time; Exogenous Causal Ambiguity 
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incumbents may persist with the practice, while also newcomers adhere to the prevailing 

norms and apply ISO9000. As the simulation findings also indicate, the population is smaller 

than before but it persists, with a majority of firms using the practice.24 

 

Proposition 5: When a detrimental practice has become a permanent feature of an 

industry, the size of the population of firms will be smaller than before the introduction 

of the practice.  

 

Finally, there is the scenario in which there is ample exogenous causal ambiguity in the 

industry, but the harmful practice only has a relatively short incubation time. The ambiguity 

can for instance stem from the fact that firms may flourish or demise due to a complex of 

factors. Therefore, in spite of the practice’s short incubation time, it may initially diffuse, 

since the other factors creating causal ambiguity hamper the insight from developing among 

firms in the industry that it is the practice which is causing the firms’ demise. Afer all, there 

are also firms without the practice getting into trouble, which delays the unequivocal 

conclusion that it must be harmful. In the meantime, firms may continue to imitate the 

practice. 

 

Yet, eventually, the process of contagion will stall. Due to many firms’ demise, the industry 

will have become quite sparsely populated, which impedes further spread of the practice. 

Firms are likely to imitate others that are similar to them (e.g. Burns & Wholey, 1993; Greve, 

1998), but at this stage of the industry there are few firms left that have similar counterparts. 

In absolute numbers, although it may concern a majority in the industry, there are not that 

many firms with the practice in play. Therefore, since firms that adopted the practice 

disappear relatively quickly, there are not enough firms left with the practice to further sustain 

its diffusion. Because “efficient firms grow and survive; inefficient firms decline and fail” 

(Jovanovic, 1982: 649), in this context, the inefficient practice will die too.  

 

Proposition 6: In the presence of exogenous causal ambiguity, a detrimental practice 

with a short incubation time can spread but not persist. 

                                                 
24 The relatively few firms that may continue to operate without the ISO9000 norms in place occupy particular niches in the 

industry. In the simulation, this is represented by specific corners of the two-dimensional space – recall that the firms in this 

model are not identical competitors but all have a unique position. Hence, others may conclude that in those particular niches 

ISO9000 is not needed, while they themselves continue to rely on it. 
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Figure 3 illustrates the diffusion of a harmful practice with a relatively short incubation time 

(half a year). In line with the prior proposition, the top half of the figure shows that the 

practice starts diffusing, while more and more firms are ceasing to operate. After about 6 

years, the majority of firms use the practice, but the size of the industry, in terms of the 

number of firms it sustains, has diminshed substantially. After this initial period of diffusion, 

around year 8, the practice starts disappearing again, while the industry begins to recover. 

Around year 10, there are again more firms in the industry without the practice than with it, 

while gradually the number of firms with the practice diminishes until it disappears.  

 

The simulation example also helps further understand why the practice dies out. Because 

adopters demise so quickly, the industry as a whole, in terms of the number of firms it 

sustains, diminishes rapidly too. This hampers further diffusion. Moreover, the short 

incubation time eventually leads to the insight and conclusion that the practice must be 

harmful, because others observe that very shortly after adoption firms are starting to be in 

trouble. Therefore, the remaining firms in the industry without the practice forego on adopting 

it, while also newcomers opt to operate without it. In constrast to the situation of long 

incubation time with little ambiguity, when eventually the practice disappeared mainly due to 

discardings, in this scenario the practice disappears because firms with the practice go under, 

while others and newcomers refrain from adopting. Consequently, the practice no longer 

spreads quicker than it kills; to the contrary, it kills quicker than it spreads. 

 

Proposition 7: A detrimental practice with a short incubation time disappears because 

its adopters demise relatively rapidly, preventing others from imitating the practice. 

 

DISCUSSION 

“Everybody in our line of business does it this way, and everybody has always been doing it 

like this. If this wasn’t the best way of doing things, I am sure it would have disappeared by 

now”, an anonymous senior executive, interviewed before the start of this project, proclaimed. 

In contrast, the central point of this paper is that, conceptually, it is possible and feasible that a 

practice that has a negative influence on an organization’s long-term success may still survive 

as a practice, and be adopted by and spread across other organizations, as long as it ”spreads  
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Figure 3. Short Incubation Time; Exogenous Causal Ambiguity 
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quicker than it kills”. From that, the paper offered insights as to the circumstances and 

characteristics of bad  

 

practices that make this phenomenon possible. The analysis showed that it is especially the 

interplay between causal ambiguity and a practice’s incubation time – the time that it takes 

until the practice’s harmful influence will manifest itself – that enables a bad practice to 

become a permanent feature of an industry, rather than a temporary phenomenon 

(Abrahamson, 1996, 1997). Shorter incubation periods cause a practice to disappear but a 

longer incubation time, in combination with exogenous sources of causal ambiguity, causes it 

to persist.  

 

Relations with Prior Literature 

Traditionally, studies in evolutionary theory (Nelson and Winter, 1982; Hannan and Freeman, 

1989) have sought to explain the fitness and survival of organizations based on different 

organizational traits and characteristics such as technologies and business models. From this, 

inferences are made about these traits, and their (alleged) impact on organizational fitness 

(e.g. Carroll & Harrison, 1994). More recently, studies have acknowledged that population 

level-selection effects may lead to inefficient outcomes at the level of the firm (Levinthal and 

Posen, 2007). This paper adds to this literature by making two central, related contributions. 

One, the model encompasses differences in rates: the rate of adoption versus the rate of 

organizational dissolution (rather than only the latter). If the rate of adoption is high in 

comparison to the rate of dissolution, the harmful practice can spread and prevail. Therefore, 

to understand diffusion, the two rates need to be examined as separate variables, albeit in 

conjunction. 

 

Secondly, the theory outlined in this paper offers three separate levels of analysis: industries 

(i.e., the population), organizations (within industries), but also practices (within 

organizations). Traditionally, studies in evolutionary theory only explicitly consider the latter 

two; organizations and populations. In this paper, I argue that the survival potential of an 

organizational practice can best be understood as a separate dependent variable, rather than as 

a mere corollary of organizational survival (e.g. Carroll and Harrison, 1994).  

 

Thus, while organizations may be understood as having a certain fitness level (Nelson and 

Winter, 1982; Hannan and Freeman, 1989), the practices they embody have so too. Unlike 
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biological characteristics (i.e., genes), which spread through sexual reproduction, 

organizational characteristics spread through imitation (Hedstrom, 1994; Greve, 1996; Davis 

and Greve, 1997). Hence, factors that influence a practice’s likelihood of being copied (e.g., 

incubation time, causal ambiguity) also determine a practice’s chances of survival. 

Consequently, practices may persist in industries just like viruses persist in human 

populations (Boyd and Richerson, 1985; Durham, 1991; Dunbar, 1993); they spread and 

persist despite their harmful consequences. This paper extends evolutionary theory in the 

study of organizations by focusing separate attention on the survival of management 

characteristics, in addition to survival chances of the organizations that embody them.  

 

Hence, the spread and persistence of certain structural forms, strategies, and practices (Meyer 

and Rowan, 1977; Fligstein, 1985; Zucker, 1987; Fligstein, 1991) could be modeled as 

distinct dependent variables, on which the survival of the embodying organizations is just one 

influence. Since management practices are subject to Darwinian selection mechanisms too, 

existing detrimental practices can be expected to conform to the characteristics outlined in 

this paper. This is not because harmful practices without these characteristics may never come 

into existence but because such practices are unlikely to survive. Harmful practices without 

the characteristics described in this paper are unlikely to thrive, and will eventually die out.  

 

This paper also adds to the work that explicitly examines economically inefficient 

organizational practices and traits. Various authors have argued that organizational practices 

and characteristics spread (Abrahamson, 1997) and persist (Carroll and Harrison, 1994) 

because large numbers of adopters provide them with legitimacy. Specifically, the work on 

management fads (Abrahamson and Fairchild, 1999; Strang and Macy, 2001) shows that a 

practice spreads as it gains legitimacy and declines as it loses it. This paper puts forward what 

could be regarded as an even stronger case: it explains how practices that do not give firms 

any evolutionary advantage – not even one of legitimacy – can still spread. Moreover, it is not 

a fad that dies out, but a practice that continues to abide. Thus, this paper complements the 

work on management fads by focusing on enduring, inefficient practices. 

 

This study discussed the possible role of short-term benefits offered by a detrimental practice, 

which are outweighed by negative long-term consequences. Some authors have suggested that 

such benefits lock firms into suboptimal courses of action (Carroll & Harrison, 1994; 

Sorenson & Audia, 2000). For example, they may lead to a certain choice of location, which 
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is advantageous in the short run but suboptimal in the long run, because it is all but impossible 

to reverse. Therefore, these short-term advantages are thought to play a crucial role locking 

firms into inefficient strategic positions.25 The analysis in this paper, however, suggests that 

short-term advantages are not a necessary condition for harmful practice to sustain. Short-

term advantages – such as a reduced error rate after the adoption of ISO9000 – can give a 

practice an erroneous association with success. However, such an association can also come 

into existence for other reasons (as discussed earlier). Similarly, although short-term 

advantages may lead to causal ambiguity – because for a short period some firms with the 

practice perform even better than firms without the practice in place, making it more difficult 

for them to grasp that the practice is harmful – as discussed, causal ambiguity may also be 

caused by other sources, such as a long incubation time and turbulence in the environment. 

Hence, the phenomenon of a persistent harmful practice can occur even without such short-

term advantages in place. 

 

In line with these arguments, variants of the simulation model were run without short-term 

advantages for firms with the practice. This produced highly similar results as displayed in 

figure 2, which supports the conclusion that short-term advantages are not a necessity; they 

may provide an association with success and they may create causal ambiguity but these 

conditions could potentially also be created by other sources. Therefore, short-term benefits 

aide the survival chances of an otherwise harmful practice but it is not a necessary condition; 

there are variants of harmful practices possible that survive without these benefits. 

 

Potential Extensions 

The ideas put forward in this paper could be extended in various ways. I will discuss potential 

extensions in three areas, represented by three different levels of analysis: extensions at the 

level of the context and industry, extensions at the level of the firm, and at the level of the 

practice itself. At the same time, each of the suggestions for future research also point at some 

conceptual limitations and simplifications made in the current paper. For example, I have not 

made any assumptions about the relationships between firms. In the simulation example, I 

adopted a random distribution of organizations across the industry space. However, 

organizations may be tied to each other in various ways, for instance through alliances, 

                                                 
25 Note that, in contrast to the studies cited, in the simulation examples described in this paper, firms did have the possibility 

of reversing their course of action by discarding the practice. Nevertheless, the practice persisted. 
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boards, or third-parties such as banks and consultants, which may influence the diffusion and 

adoption of practices (e.g., Haunschild, 1993, 1994; Gulati, 1995; Young, Charns, and 

Shortell, 2001). Examining how various types of environments could be specifically 

conducive to the diffusion of a harmful practice could be a fascinating future line of research. 

 

For example, modeling the industry as a “small world” (Milgram, 1967; Uzzi and Spiro, 

2005) could potentially provide valuable additional insight into the spread of management 

practice, which could also be applied in simulation experiments (see also, Abrahamson and 

Rosenkopf, 1997). Bad practices are particularly favored by environments that enable speed 

of transfer (Cavelli-Sforza and Feldman, 1981). Relationships may help organizations to 

closely observe each other (Greve, 1998; Greve and Taylor, 2000), so that they quickly 

become aware of each other’s practices. Moreover, research has shown that exchange of 

people facilitates the spread of practices (Rosenkopf and Almeida, 2003; Song, Almeida, and 

Wu, 2003). Similarly, exchange of knowledge and practices has been shown to be very local 

of nature, in the sense that the organizations have to be physically proximate, enabling face-

to-face contact between people (Kogut and Zander, 1992; Zander and Kogut, 1995; Almeida, 

1996; Almeida and Kogut, 1999). Research that disentangles and models these various forms 

of exchange under different constellations of social structure would be a potentially fruitful 

area of research. 

 

One could also think of possible extensions at the level of the adopter, i.e. the firm. For 

instance, the question what type of firms are more prone to copy or even create harmful 

practices seems pertinent. Furthermore, another limitation and possible extension of this study 

at the level of the firm is that it has not taken into account how an organization may react to 

the negative impact of a management practice, other than by dying or discarding. For 

example, organizations may develop alternative explanations of what is causing their 

problems (perhaps a lack of innovation), which may be unrelated to the actual reason. It may 

be possible that such an alternative theory could reinforce the practice because it blocks effort 

to find out the real cause, or diverts time, energy, and attention away from effective solutions, 

or by directly aggravating the original circumstances. For example, further cost cutting in 

response to financial problems caused by a lack of innovative output, which may originate 

from excessive cost-cutting efforts years earlier, could lead to even less innovative output 
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(compare Staw, Sandelands, and Dutton, 1981; d'Aveni, 1989; d'Aveni and MacMillan, 

1990), and aggravate the original problem. Research into the role of such alternative 

explanations may be a rich and fruitful extension of the current study. 

 

There also exist many unexplored issues at the level of the practice itself. One question is how 

detrimental practices come into existence in the first place. This paper did touch upon the 

issue of the genesis of harmful practices while analyzing how a detrimental practice, despite 

is adverse consequences, can be associated with success. For example, the discussion of the 

act of replication and simplification of a beneficial practice, which due to this process turns 

detrimental, explored some possible origins of a harmful practice. The same applies to the 

idea that the harmful practice may have been transferred from a different context where it is 

useful. Yet, these considerations may not be exhaustive. Further and more detailed studies 

that examine how harmful practices ever come to see the light of day would be intriguing and 

valuable. 

 

An important area of potential further exploration at the level of the practice concerns the 

issue of transferability. In certain environments practices may be easier to transfer than others 

(Abrahamson and Rosenkopf, 1997; Davis and Greve, 1997), however, transferability may 

also be influenced by characteristics of the practice itself. This may go beyond direct 

characteristics of the practice as discussed earlier, such as simplicity and how well it can be 

observed. Examining cultural traits, Alexander (1979) noted, “some traits of culture in some 

fashion, by their effects, reinforce their own persistence and spread; others do not and 

eventually disappear for that reason”. Speaking to this topic, Dawkins (1976), provided the 

analogy of the rabies virus. The well-known hydrophobic symptom, causing an infected dog’s 

mouth to ”foam”, encourages it to shake the wet from its mouth and with it the virus. This 

promotes the virus’ spread. Moreover, it turns a dog into a restless wonderer, propagating the 

virus even further afield. Similarly, a harmful practice may be stimulated to increase in 

frequency if it has a build-in mechanism that causes it to spread. 

 

For example, when an organization adopts a certain (harmful) practice because it associates it 

with performance and prestige, it may start to stimulate its suppliers and alliance partners to 

conform to the same practice. For instance, in spite of ISO9000’s potentially harmful 

consequences in dynamic industries, firms often expect their suppliers and partners to have 

similar qualifications once they have conformed to the norm themselves (Guler, Guillen, and 
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Macpherson, 2002). Thus, a harmful practice may promote its own spread by provoking a 

sender to transfer it to other organizations, and by provoking receivers to adopt the practice. 

Logically, selection pressures on harmful practices cause those practices characterized by 

such self-diffusing mechanisms to prevail. Further examination of such characteristics may be 

another potentially important extension of this research. 

 

Conclusions 

The practitioner quoted at the beginning of this section assumed that if something “wasn’t the 

best way of doing things” it would, over time, automatically disappear. Extant theory in 

management research would largely support his view. In contrast, the implication – for 

practitioners and theorists alike – of the analysis presented in this paper is that just because 

“everybody does it this way, and everybody has always been doing it like this” does not 

necessarily mean it is the best way of doing things. For practitioners, this also suggests that it 

may contain a business opportunity; firms that challenge industry assumptions and are able to 

grasp that a certain practice in their line of business is harmful rather than beneficial may be 

able to discard it. This will increase their competitive strength and performance.26  

 

To this end, the theory outlined in this paper also suggests an important task for management 

research. The analysis indicated that harmful practice is reinforced and sustained due to the 

causal ambiguity that clouds its true, long-term influences. The way for academics to rid 

business society of a bad practice is through removing this ambiguity surrounding its true 

long-term effects. If, through thorough academic research, a bad practice is exposed as such, 

its diffusion may halt, causing the practice to automatically decrease in frequency and 

eventually die out. My analysis and models demonstrate that without such intervention, bad 

practice may very well continue to prevail. 

                                                 
26 For example, newspaper publishers for many decades assumed that tabloid-size newspapers (in spite of often being cheaper 

to produce) would not be accepted by customers, who they thought would not associate them with quality. The introduction 

and success in recent years of small-sized quality newspapers suggests that for many this assumption was wrong. 
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Appendix: Simulation Model 

 

To illustrate the argument that a detrimental practice may be able to diffuse and persist in an 

industry despite lowering adopters’ life expectancy, I designed a simulation model. It 

represents an industry with 1000 firms (although all findings could easily be replicated in 

settings with much fewer or more firms), which will be updated over multiple time periods. 

The firms were randomly distributed in a two-dimensional space.  

 

Probability of adopting. The practice is randomly assigned to one firm. Immediately after 

adoption, organizations in its vicinity are at risk of copying the practice from the firm. In the 

results reported, I set the two-dimensional space to 75*75 and the radius within which a firm 

affects and observes others to 5. Given both surfaces, this implies that each firm, on average, 

directly observes 5.6 others, which corresponds to the idea that organizations engage in local 

search (March and Simon, 1965; Nelson and Winter, 1982; Levinthal, 1997) and therefore 

closely monitor only their nearest competitors (Baum and Singh, 1994; Garcia-Pont and 

Nohria, 2002). Yet, the findings reported were not dependent on this specific setting, and 

could easily be replicated using other settings. If the organization is in the exact same location 

as another firm with the practice, the probability of it adopting the practice is set to 1. If the 

firm is exactly at a distance 5, this probability is reduced to 0, with a linear relation between 

the two (because there is no reason to assume any other shape).  

 

Probability of discarding. Within the radius, all firms observe the proportion of firms that 

have and do not have the practice, and the proportions of firms that die and survive. Based on 

this information, firms then decide whether or not to discard the practice, since firms may 

vicariously learn from the successes and failures of their peers (Haunschild and Miner, 1997). 

In the simulation, if all firms that died within the organization’s radius were firms with the 

practice and all firms that survived were firms without it (i.e., “unambiguous” information 

that the practice is harmful), the probability that the organization will discard the practice in 

the next period is set to 1. In contrast, if all firms that died were firms without the practice, 

and all firms that survived happened to be firms with the practice (i.e., perfectly “misleading” 

information), then the firm will retain the practice, and the probability of discarding is set to 

0. Again, I simply define a linear relationship between these two extremes. 

 



 110 

Probability of dying. Firms in the industry were then assigned a probability of going 

bankrupt, i.e., their “probability of dying”. In the simulation experiments, I varied three 

different components that make up this probability of dying. First, I varied the chance that 

firms without the practice may die too (be it at a lower rate than firms with the practice) in the 

form of a base probability of dying, which is constant across periods. Firms that have adopted 

the harmful practice receive an additional, higher chance of going under. For example, firms 

without the practice may face a chance of dying of .02, which indicates that this is a fairly 

stable industry with relatively few bankruptcies. Firms with the practice could then receive a 

dying probability which is 30% higher, that is, .32, which indicates that adoption of the 

practice increases the probability of bankruptcy in this industry significantly. I chose these 

settings to show that the study’s findings are not restricted to volatile environments with very 

high levels of turnover, nor to cases of practices with only minor negative effects. If the base 

rate is set to 0, so that the only firms that are going bankrupt are firms with the practice, this 

should represent a situation of clear information to the remaining organizations that the 

practice is harmful. The notion that there are also firms dying without the practice presents 

firms with causal ambiguity, in the form of structural noise.  

 

The second component that I varied, in a separate experiment, is the practice’s incubation 

time, that is, the time in between adoption of the practice and the time at which the harmful 

effect kicks in. For example, if this incubation time is set to 10, it takes 2.5 years (10 periods) 

for the probability of dying to go up after adoption of the practice. Hence, during the 

incubation time, the practice’s harmful influence has not yet come into effect. However, 

during this period, other firms within its vicinity (i.e., radius) may already start to imitate it. 

The 2.5 years is chosen fairly arbitrarily. Yet, it seems plausible that, for example, the 

adoption of ISO9000 or excessive cost-cutting programs by firms does not lead to a lack of 

innovative output until several years after, hence the choice for 2.5 years.  

 

Finally, the third component of the dying probability which will be varied to isolate its effect, 

represents the notion that the practice may give the firm a short-term advantage, in the form 

of a reduced probability of dying during the incubation period. This corresponds to the idea 

that the harmful practice may be associated with success because of its immediate positive 

effect, namely that it does bring the adopting organizations real benefits (for instance in the 

form of reduced costs, while crowding out innovation in the long-run). This short-term 

advantage could for instance equal .01, thereby making an adopting firm’s overall probability 
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of dying 1% during each period of the practice’s incubation time. That is, firms without the 

practice would have a probability of going bankrupt of .02 (the base rate), while firms with 

the practice face a probability of .01, increasing to .32 after the incubation period. Hence, 

during this incubation time, while its harmful influence is still yet to come into effect, the 

practice may actually provide the firm with a slight survival advantage. Yet, note that under 

these settings the life expectancy of a firm without the practice is 49, while the life expectancy 

of a firm with the practice is still only 20.12.27 Also note that the practice’s influence is not 

that the firm dies for sure in a certain period, but just that its dying probability is significantly 

heightened (e.g., from .02 to .32).  

 

Entry. In the model, I wanted to control for entry into the industry, to make sure the results 

are not confounded by a naturally increasing or shrinking population. Moreover, it seems 

realistic that more bankruptcies in an industry leave more room for new entrants, due to 

competition for resources (Dierickx and Cool, 1989; Hannan and Freeman, 1989), but not that 

every terminated firm would be replaced by a new one, in which case the size of the 

population would remain constant no matter what. Therefore, I designed the model in such a 

way that the size of the industry would only remain constant in the absence of the harmful 

practice. Concretely, in the models reported below, entry into the industry occurs at a rate of 

1.5% of the original population size (i.e., 15 firms), plus a variable rate of .25 for every firm 

that dies. Thus, entry only partly depends on competitive space: for every four firms that drop 

out one new one will return. Yet, under these parameter settings, without introduction of the 

management practice, the population size would be expected to remain constant overtime, so 

any reduction in population size is purely due to the harmful influence of the practice. 

Different variations of this model, for instance a variable entry rate of .5 and a fixed entry of 

10 firms, led to virtually identical results, in the sense that it had some effect on the size of the 

remaining population but not on whether or not the phenomenon occurred.  

 

Relative competitive strength. In some industries, chances of success are determined by 

relative competitive strength, rather than some absolute level of “fitness”. That is, in the 

extreme, if all firms have adopted a particular harmful practice, the influence on the firms’ 

probability of going bankrupt would be negligible, since everybody “is equally bad”. The 

                                                 
27 Namely, .98 + .982 + .983 + ... = .98/(1-.98)=49, while .99 + .992 + .993 + ... + .9910 + .9910*.68/(1-.68) = 20.12. 
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other extreme is an industry in which the survival chances of firms are independent of 

whether or not others have adopted the practice. I captured this characteristic through a 

continuous parameter 0-1, where 1 indicates that the probability of dissolution goes up in full 

(to .30 as per the previous example) if the organization is the only firm that has the trait, but 

this increase in the probability is proportionally lower given the number of other firms in the 

industry that have adopted. Hence, the ultimate probability of dissolving is endogenously 

determined by the model. In case the parameter is set to 0, this relationship is absent, to 

indicate that for firms in this industry the probability of dissolving always increases regardless 

of the number of firms with the trait. Hence, in this case, the increase in the “dying” 

probability is fully exogenous, i.e. the same fixed number for every firm at all points in time.  

 

In the models displayed, I chose the exact midpoint of these two extremes, so that an adopting 

firm’s chance of dying is partially dependent on how much the practice has diffused. 

Different values of this parameter led to different results in terms of the size of the population 

in the model’s steady state but even at both ends of the extreme the finding of a persistent 

harmful practice could be replicated. 

 

Structure of the model. The model is updated in various rounds, representing time periods, 

to produce quarterly results. In each quarter, the model is updated in four steps: 1) creating 

new firms, 2) firms adopting the practice, 3) firms dying or surviving, 4) firms discarding or 

continuing with the practice. The results, as displayed and discussed in the paper, are 

computed after step 3, so that the probability of a firm discarding the practice is based on its 

observations of surviving and dying firms in the prior period. Note that because the results are 

computed after step 3, firms may enter this industry with or without the practice in place. In 

step 1 all new firms are created without the practice, but in step 2 these new firms are 

immediately subject to a probability of adopting, along the lines of the equation discussed 

above. Hence, new firms have the a probability of entering the industry with/without the 

practice equal to the adoption chance of an existing firm at the exact same location.
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Chapter 5 
 

EPILOGUE TO IMITATION 
 
 
Introduction 
Ever wondered why newspapers always had this ridiculously large, uncontrollable size? I 

simply assumed that it was cheaper to print on such large pages. So I was surprised to find out 

that that is not the case at all; if anything it is actually more expensive to print these large-size 

pages.28 So why did newspaper companies all across the world do it? 

 

Like so many things, it all started in England. In 1712 British newspapers came to be taxed on 

the number of pages published. Editors then decided to print the news on enormous pages, 

and fewer of them, creating the broadsheet format. The original tax disappeared in 1855 but 

the format persisted. Quality newspaper had become associated with broadsheet pages. 

 

And it is not like the newspaper companies – such as the Guardian, The Times or the 

Independent – had never considered printing on smaller pages. As people at the Guardian told 

me: “Everybody at some point had been talking about it”. But no-one ever took the jump and 

actually started printing on smaller pages. They assumed the customers would not like it. 

Because cheap, “sensational” (some would say trashy) newspapers – such as The Sun or the 

Daily Mirror – printed on “tabloid” paper (i.e. half the size of broadsheet) and they thought 

that customers wanted to see quality news on broadsheet.  

 

It was not until, in 1999, the free newspaper The Metro entered the market, which printed on 

tabloid paper and became a big success, that the traditional newspaper set up straight. The 

Metro might not have been a traditional newspaper but it wasn’t exactly “a tabloid” in terms 

of quality; it presented real news in real articles. Perhaps customers weren’t so weary of it 

after all…? 

 

In 2003, the Independent, which was in severe financial trouble, took the jump and offered a 

tabloid-sized version of its newspaper. It became an instant hit, increasing its circulation 

dramatically, and saving it from bankruptcy. Less than a year later it seized producing its 

                                                 
28 Interviewees for this case example, among others, included the executive director of the Wall Street Journal Europe, the 
managing director of the Financial Times, the Saturday editor of The Times and the director of strategy & business 
development of the Guardian Newspapers.  
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broadsheet version of the paper, offering only the tabloid-size. Soon The Times followed, also 

with much success, and not for long various newspapers in other countries started to change 

format too.  

 

Collective Inertia 

Why did it take so long for newspapers to switch format? What eventually changed things 

around? Was it a coincidence that it was the Independent that was the first traditional paper to 

switch?  

 

Barriers to change 

The various theoretical perspectives outlined in this dissertation can help shed light on these 

questions. Let’s first consider why firms did not switch for many many years, and particularly 

also why various entrants launching a quality newspaper, over the years, also adopted the 

broadsheet format. Conform institutional theory, broadsheet paper had become the norm in 

the industry. And everybody who was anything in newspapers shared the belief that 

customers would not accept a quality paper on tabloid. Such prevailing, informal norms are 

discussed in institutional theory (DiMaggio and Powell, 1983).   

 

Yet, there was no law prescribing that newspapers should be large. Yet, facing the important 

choice on what sort of paper to print, entering firms would compare themselves to existing 

players. In that sense, they formed a strategic reference group, as discussed in chapter 3’s 

social comparison perspective. Over the years, the various entrants freely conformed to the 

prevailing norm and also chose the tabloid format. It is also reminiscent of the “bad practice” 

perspective – based on evolutionary and epidemiological theory – outlined in chapter 4. The 

practice of printing on broadsheet sized paper is easy to observe and copy, while there was 

ample causal ambiguity for everyone in the industry in terms of what would happen to a 

quality newspaper that would try tabloid. Therefore, it very quickly spread to other 

newcomers. 

 

Hence, new entrants adopted the broadsheet too and no-one switched, despite often thinking 

about it, because of the uncertainty associated with the possible effects of the strategic chance. 

They felt there was safety in numbers – as described in both herding and institutional theories 

– because not switching kept your performance level with others, preventing you from 

looking bad. But if a newspaper were to switch to tabloid but fail, it would be proclaimed 
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ignorant and incompetent by everybody in the business; “we always said customers would not 

like it”. I dub this effect “collective inertia”. These conforming forces not only prevent 

individual firms from switching; it keeps a whole industry inert.  

 

Triggers of change 

So what eventually changed things? As so often happens, it was an outsider to the industry 

that eventually triggered the change. Insiders were subject to the collective inertia but 

outsiders are not hindered by the uncertainty of “what happens if I switch…?” because they 

are not switching away from anything. Importantly, The Metro newspaper was also very 

much was an outsider because it aimed at a very particular niche of the industry, namely 

travelers on Tube and train, and because it did not have a newsroom with editors and 

journalists (insiders to the industry), who would have an inclination to prevailing norms. Yet, 

just like in the simulation of chapter 4, a lone survivor in a particular niche corner of the 

market but operating without the practice (of broadsheet newspapers), does reveal 

information, and suggests to others “perhaps there is something to it after all; maybe we don’t 

need that practice [of broadsheet paper]”. 

 

The entry and survival of the tabloid-sized Metro resolved some of the uncertainty associated 

with the practice. But why was The Independent the first of the existing quality dailies that 

made the switch? That is because The Independent was in dire straits; it really had nothing to 

lose. As outlined in the various theories and perspectives described in this dissertation, firms 

often do not want to be the first to switch because of the risk of being “the lone fool” 

(Scharfstein and Stein, 1990). However, for the Independent, not doing anything seemed a certain 

death.  

 

After the Independent survived discarding the (broadsheet) practice, and flourished, 

uncertainty was further reduced and others quickly followed suit. These are often the two 

things that can ultimately deliver change in an industry: crisis and outsiders.  

 

Case Examples 

At this stage, I would like to offer one speculative “proposition”, and that is that I am quite 

convinced that in most industries there exist some “bad practices”; something everybody 

does, everybody copies, and everybody has been doing like that for many years. But, as per 

my fourth chapter, that does not mean it is a good way of doing things.  
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Consider low-cost airlines: for many decades, traditional airlines offered all sorts of flight 

connections, complex networks, and insisted on pampering their customers with free 

newspapers, wine, hot towels after every snack, insisting on serving them three-course meals 

on one-hour flights; “customers would not accept it any other way”. Until Southwest Airlines 

– not coincidentally an entrant into the business, during a company crisis – came up with the 

low-cost model. It became a huge hit after which the low-cost model started spreading, and is 

still spreading, across the globe. The traditional business model of airlines had many 

characteristics of the “bad practices” described in chapter 4. 

 

Buy-back guarantees in book publishing 

Let me offer a few potential examples; suspects if you wish. Take buy-back guarantees in 

book publishing.29 Book publishers (in the US and Europe) typically allow book retailers to 

return unsold books (usually within 90 days) for full credit. This buy-back guarantee – often 

referred to in the industry as “sale-or-return basis” – implies that the publisher incurs the total 

risk and the costs of unnecessary production, unnecessary distribution, warehousing, reverse 

logistics, pulping and disposal, and opportunity costs. Moreover, the retailers have relatively 

few incentives to make accurate sales forecasts and corresponding orders.  

 

The buy-back practice was reportedly introduced by Simon & Schuster during the Great 

Depression, as a way of encouraging cash-strapped booksellers to continue stocking titles. 

Since this helped Simon & Schuster to keep sales figures up, other publishers introduced it 

too. Hence, the practice is associated with success (per chapter 4) since it originated in a time 

and context when it did lead to increased performance. Since then, however, the industry has 

changed dramatically. Book retailing has consolidated and is now dominated by large firms 

such as Barnes & Noble and Borders, which are not comparable to the small independent 

book retailers of the previous century, and could afford to take on the risk of non-sales. 

Furthermore, information technology and logistics have changed substantially, potentially 

enabling retailers to forecast, order, and stock titles more efficiently than the publishers. 

 

The practice itself was and is very easy to imitate, which enables the rate of transfer to be 

high. An entrant into the industry, for example, can easily observe the practice and apply it 

                                                 
29 Interviewees for this case example included a Group sales development director of Harper Collins, a Sales director of 
Faber & Faber, a VP sales & subsidiary rights from Simon & Schuster and the Sales & marketing director of Beacon Press. 
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too. Yet, it is not so “lethal” that it will dissolve a firm within a short period – in part because 

all publishers employ the practice – allowing it to be copied. 

 

The above also ads to the causal ambiguity surrounding the practice. Furthermore, for 

individual publishers it is difficult to judge what the general reaction would be of book 

retailers, and whether abandoning the practice would not set them back substantially, while 

they observe that it is possible to be a successful publisher with the practice in place. Hence 

the practice persists, but would it be impossible that a publisher which would abort this 

practice (and, instead, for instance offers better prices in return; much like the low-cost 

airlines) would be successful and flourish? Yet nobody changes.  

 

As one executive (from Simon & Schuster) remarked, “everyone in the industry has been 

questioning this over time”. It seems that publishers should be able to offer books to retailers 

without buy-back guarantee but at such a competitive rate that it does become attractive for 

the retailer to assume the above-mentioned risk and costs, since they are in the position to 

make more accurate forecasts, rapid adaptations in response to sales figures, and more precise 

order quantities. The publisher would benefit because the cost savings could outweigh the 

decrease in their revenue. Yet, the practice remains as wide-spread as ever or, as an executive 

of Beacon Press put it, “ [the practice] seems to be a permanent feature of the American 

publishing and bookselling scene”. It seems one potential example of collective inertia.  

 

Detailing in the pharmaceutical industry 

Another potential example seems the practice of detailing in the pharmaceutical industry.30 In 

the detailing process, which is employed similarly worldwide, sales representatives visit 

physicians and provide them with details about one or more drugs (composition, therapeutic 

value, proper dosage, etc). Sales representatives usually leave free samples and encourage the 

physician to prescribe the drug to patients.  

 

The costs of detailing are huge; pharmaceutical companies spend more than $25 billion per 

year promoting their drugs, which represents an estimated average of 11% of their revenues – 

more than they spend on R&D. Yet, the benefits may be limited. Research by Mizik and 

Jacobson (2004), examining various drugs, for instance indicated that an average of 3 visits 

                                                 
30 Interviewees for this case example included a Sales force manager of Merck, a Sales force manager of Amgen, the Head of 
business planning & analysis at Novartis and a country managing director of Takeda. 
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and 26 free samples were needed to induce just one new prescription. Yet, the practice is 

applied widely and “it has been going on for a time longer than anyone could ever remember” 

(manager at Merck).  

 

Although it is unclear how the practice originated – one manager at Amgen noted, “detailing 

has been there since the beginning of time” – it is clear that it started in a time when fewer 

drugs existed while information systems regarding drugs were more difficult to access for 

physicians (e.g., on-line databases). Thus, it seems feasible that the practice of detailing 

originally did lead to increased performance. Moreover, nowadays, as all respondents noted, 

detailing has been pushed up to a level – in terms of the number of drugs being promoted, 

number of visits, sales representatives, etc. – that is many times higher than in the past. For 

example, since 1996, estimates are that drug companies have increased their sales forces by 

42% while productivity declined with 26% (e.g., Berenson, 2005), something respondents 

were aware of; “in many cases, the market has reached saturation” (Novartis executive); 

“companies are ramping up their sales force, sometimes to irrational levels” (Amgen 

manager). Thus, organizations may assume it is a beneficial practice because in former times 

and at lower levels it was effective. 

 

Yet, the practice of detailing is transparent, highly visible, and thus easy to imitate for 

competitors; conditions necessary for the persistence of a harmful practice, as discussed in 

chapter 4. Yet, conform the theory outlined in that chapter, there is ample causal ambiguity 

regarding what exactly is the influence of detailing on drug sales. For example, one manager 

at Novartis remarked, “several [in-house] studies show a strong correlation between sales 

force activity and actual firm sales”. Yet, it seems possible that there is at least some reverse 

causality underlying this relationship, namely that wide-selling drugs get to accumulate more 

sales force resources. Moreover, people from various companies reported that the effects of 

potentially abandoning the practice were unpredictable, expressing fear that once their drugs 

lost ground with physicians, it would be difficult to recapture it. Thus, these studies and 

beliefs lead pharmaceutical companies to continue and even increase the use of the practice. 

 

Long working hours in investment banking.  

Personally, I am also convinced that investment banking is rife with detrimental practices. 

The practices that triggered the 2008 financial crisis seem to conform to many of the 

characteristics outlined in the various theories in general and chapter 4 in particular. But let 
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me concentrate on a “softer” practice: the habit in various divisions of investment banks, 

especially in areas such as M&A, particularly in financial hubs such as New York and 

London, that employees are expected to work 90-100 hours per week (including weekends). 

This is typically most prevalent for relatively junior positions, such as analysts, associates, 

and senior associates.31  

 

In addition to high rates of turnover, burn-out, and failing to attract high-quality employees 

who prefer not to be part of the above-mentioned culture, investment banks increasingly 

worry about a lack of innovation in their organizations through bottom-up processes (e.g., 

Burgelman, 1994). The culture of long-working hours may be contributing to the deficit of 

innovation. Lack of sleep, for example, leads to loss of creativity (Hetta, 1999; Jones and 

Harrison, 2001) and innovative solutions (Harrison and Horne, 2000). Furthermore, in the 

long run, a lack of slack resources – including “spare time” for employees; periods of 

relatively low work pressure – may lead to a lack of exploration and innovation output for 

organizations (Hedberg, 1981; Nohria and Gulati, 1996). 

 

It is unclear how the practice originated or, as one director put it, “no one is old enough to 

remember how it all started”. It seems possible that originally employees of investment banks 

that won many deals had to work long hours, as a result of their success in attracting clients. 

When long hours became the norm, other firms copied that culture, thus imitating the 

outcome of success rather than its cause. Hence, as discussed in chapter 4, the practice is 

associated with success, but companies imitate the outcomes of success (making long hours) 

rather than its causes. 

 

Since a lack of exploration and innovation will only manifest itself in the long run, there is 

ample time for the practice to spread, before firms start to get into trouble. Although elements 

of organizational culture are often difficult to copy (Barney, 1986), the practice of long 

working hours is visible and imitable, facilitated by the multiple syndications and high levels 

of personnel exchange between investment banks, especially in the financial centers of 

London and New York. 

 

                                                 
31 People interviewed for this case example – conducted before the 2008 banking crisis – included a department head at 
Lehman Brothers, a senior associate at Royal Bank of Canada, an associate at Lehman Brothers and an associate at Citigroup. 
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This makes that “the practices spread quicker than it killed” (per chapter 4). Moreover, the 

time lag adds to the already considerable causal ambiguity that is associated with innovation. 

The short-term benefits of long working hours may be relatively clear; the detrimental 

influence on innovation will be much less evident. Hence, as per the theory outlined in the 

dissertation, the necessary condition of causal ambiguity is fulfilled too. 

 

A Normative Conclusion  

Perhaps at the end of this dissertation, I may indulge myself in some prescription. The 

proposition I put forward in the prior section – which through the examples I attempted to 

convince the reader of as “not impossible” – is that in many industries, due to imitation, there 

are bad practices; something everybody does, and has been doing for a long time, but we 

would all be better off without. This, however, also contains a business opportunity; if you are 

the first one to break with the habit, it could amount to a substantial competitive advantage. 

 

The practitioner quoted in the introduction to this dissertation – the one to proclaim “look 

Freek, everybody in our line of business does it like this; if it wasn’t the best way of doing 

things, I am sure it would have disappeared by now” – was wrong; that everybody does it this 

way, does not mean it is a good practice. It is also a great litmus test – to detect a bad practice 

in an industry: “If you can’t even explain to yourself why your firm does it like this, it might 

be a pretty good indication that there’s something wrong, and it might not be such a good 

practice after all”. 

 

Identifying, shunning or discarding a bad practice might lead to a considerable competitive 

advantage. For example, an investment bank to offer normal working hours to its employees 

in the City of London might just be able to work this into a momentous competitive 

advantage, for instance by attracting top talent at a relative bargain.  

 

In this dissertation, I argued and showed that organizations might have an inclination to 

imitate their competitors but also that, just like individuals, they sometimes also harbor a 

desire to do something different. Resisting the contextual forces that drive firms to imitate, 

might create a better organization, and a better business. Hence, “if you don’t join them; you can 

beat them.” 
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APPENDIX I: LITERATURE REVIEW 

 

INTRODUCTION 

In the introductory chapter of this dissertation I briefly described the four base theories of 

imitation as can be derived from the business literature in general: strategic motives, herding 

theory  (Banerjee 1992; Bikhchandani, Hirshleifer, and Welch, 1992; 1998; Scharfstein and 

Stein, 1990), various forms of institutional pressure (Meyer and Rowan, 1977; DiMaggio and 

Powell, 1983; Tolbert and Zucker, 1983), and social comparison processes (Festinger, 1954; 

Goodman and Haisley, 2007), most specifically conformity pressures (e.g. Ash, 1956). These 

theories also form the basis of the more specific and targeted literature reviews in the various 

research chapters (chapters 2-4), where they are applied to specific settings and research 

questions, to form focused conceptual contributions. In this review in the appendix I will take 

a different stance. I will review the literature in management and organization studies in 

specific, group the various contributions along two separate dimensions: competitive motives 

and information motives, roughly mirroring the distinction as made earlier by Lieberman and 

Asabe (2006).  

 

These two motives cut across the base theories mentioned and discussed earlier. In the base 

theories, usually elements of both a competitive nature and of information considerations can 

be found. Hence, this review distinguishes itself by being general and comprehensive (rather 

than focused and specific as in the individual research chapters), by being restricted to 

management and organization studies only (hence excluding disciplines and fields such as 

straight economics, anthropology, finance, etcetera), while representing a different dimension 

and angle (as axes in a matrix structure) than the base theories as brought to the fore in the 

dissertation’s introduction. At various places though, I will explicitly relate the discussion 

back to either the general theories or the specific theoretical concepts as used and discussed in 

the various research chapters.  

 

STRATEGIC, COMPETITION-BASED MOTIVES FOR IMITATION 

A substantial number of studies in the management and organization theory literatures 

examined competitive motives for imitation; motives to reduce and mitigate rivalry. These 

motives are entirely rational – although sometimes they can result in suboptimal long-term 

solutions – and are generally grounded in economics or economic sociology. For example, 

Baum and Haveman (1997), Deephouse (1999), and Gimeno and Chen (1998) examine issues 
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of market positioning, where firms may often choose the same position as their competitors 

for reasons of rivalry. Strategies of market differentiation (Porter, 1980) are usually associated 

with higher margins but, due to uncertainty, these strategies are also more risky. Imitating a 

competitor implies that there is more information about the size and attractiveness of the 

niche. Furthermore, unless a firm’s attempted differentiation strategy is based on resources 

that are inimitable and difficult to substitute (Barney, 1991), an attempted differentiation 

strategy by one firm may eventually end up as a homogeneous strategy because rivals mimic 

the position.  

 

Homogeneous market positioning inevitably results in intense competition. However, 

repeated mimicry – for example repeated imitative market entry – can also mitigate 

competition, due to maintaining competitive parity. For example, one of the earliest studies on 

this phenomenon by Knickerbocker (1973), who examined repeated foreign market entry 

decisions, posited that the displayed follow-the-leader behavior was to match each other 

leading the firms to be roughly in balance. Other organization studies grounded in economics 

(Motta, 1994; Yu & Ito, 1988; Caves, Porter, & Spence, 1980) have made similar or related 

arguments. These actions – attempts to maintain competitive parity – have also been 

discussed as explanations for the resulting formation of the often-observed and documented 

“strategic groups” (e.g. Garcia-Pont & Nohria, 2002; Fiegenbaum & Thomas, 1995); firms of 

similar nature and composition that act in comparable ways to form a relatively homogeneous 

cluster. Following Knickerbocker’s seminal study (1973) various other documentations of 

foreign direct investment have ensued (e.g. Yu & Ito, 1988).  

 

It is important to note that the concept of multi-market competition or multi-point 

competition, as discussed in chapter 2, is highly related to and results from the 

aforementioned motives and processes. When firms follow each other into different markets 

in attempts to maintain competitive parity – whether it concerns geographic or product 

markets – it results in encounters along multiple lines which, as discussed in that chapter, 

often lead to mutual forbearance (Baum and Korn 1999, Edwards 1955, Karnani and 

Wernerfelt 1985, Gimeno, 1999). Imitation may be the motive to achieve mutual forbearance, 

or to maintain mutual forbearance. A extant debate in the multi-market literature, as of yet 

unresolved, argues whether further market entry by a multi-market rival leads to an 

inclination to imitate and enter too (to maintain competitive parity) or to an inclination to 

abstain from entry to not challenge the multi-market rival, who can retaliate in other market.  
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Thus, the performance consequences of these forms of and motives for imitation are not 

entirely resolved an unequivocal either. For firms, imitation may initially lead to increased 

competition and price pressure (Porter, 1980), yet in a later stage also to mutual forbearance 

and hence enhanced prices and margins (Haveman and Nonnemaker 2000). Similarly, on a 

societal level – for example examining influences for customers – the results are therefore 

equally mixed. Reduced rivalry due to in mutual forbearance resulting multi-market 

competition, with price appreciations as a consequence, come at the expense of customer 

welfare. However, initially, the homogeneity of market positioning leads to intense 

competition which may also enhance quality, and spur a further drive towards differentiation 

and innovation. The drive for “red queen” type of competition – as discussed and documented 

at length by Barnett and colleagues (Barnett & Hansen, 1996; Barnett & Sorenson, 2002) – in 

which even substantial progress (for instance in terms of innovation) does not change firms’ 

relative positioning due to equal rates of progress among competitors, may lead to continuing 

low margins for firms but ample innovative progress for customers and society as a whole.  

 

To conclude, roughly two types of strategic motives for imitation can be observed: the first 

concerns the pursuit of multimarket competition to retain parity and seek mutual forbearance, 

with the aim of preserving margins. The second motive concerns some form of risk reduction 

by mimicry of the actions of others and operating in coherence, as in the aforementioned 

strategic groups. Key studies on imitation pertaining to these effects are displayed in table 1, 

as adapted from Lieberman and Asabe (2006), including empirical evidence suggestive of the 

motives achieved. 

 

INFORMATIONAL AND LEGITIMACY MOTIVES 

Conceptual Foundations Pertaining to Conformity 

The economics literature on the occurrence of imitation in markets and economic sociology 

literature on imitation (or mimetic isomorphism) have almost exclusively developed over time 

without any form of interaction or – its symptom – cross-reference and citation. Yet, there are 

clear parallels and overlaps between the two. For example, the earlier works in economics on 

information cascades (e.g. Banerjee, 1992 Bikhchandani, Hirshleifer, and Welch, 1992) 

would be associated with mimetic isomorphism in institutional theory. More explicitly, works 

on legitimacy effects and coercive isomorphism in economic sociology closely mirror the 

element of reputation effects as displayed in later works in economics on herding and 
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TABLE 1 

Empirical Studies of Imitative Behavior * 

Study 

 

Phenomena or Industry 

 

Key Finding 

 

Imitation to achieve multimarket contact 

 

Heggestad & Rhodes (1978)  Banks  Multimarket contact stabilizes dominant firms' market share.  

Rhodes & Heggestad (1985)  Banks  "Mutual forbearance" is not confirmed.  

Scott (1982, 1991)  Diversification  

Multimarket contact is associated with higher profits in highly 

concentrated industries.  

Barnett (1993)  Telephone equipment  

Weak competitors can survive longer than strong competitors, 

due to forbearance.  

Evans & Kessides (1994)  Airlines  

Major airlines set higher fares on routes where average levels 

of multimarket contact are higher.  

Baum & Korn (1996)  California commuter airlines (1979-1984)  

Lower likelihood of exit for firms having greater multimarket 

contact with market incumbents.  

Gimeno & Woo (1996)  Airlines  Multimarket contact decreases the intensity of competition.  

Boeker et al. (1997)  California hospitals 1980-1986  Multimarket competition lowers the rate of exit.  

Baum & Korn (1999)  California commuter airlines (1979-1984)  

Effects of multimarket competition vary across competitor 

dyads.  
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Imitation for reasons of risk-reduction  

Knickerbocker (1973)  FDI by US firms  

Bunching behavior is more likely to occur in moderately 

concentrated industries.  

Flowers (1976)  

FDI in the US by Canadian and European 

firms  

Bunching of entry is positively related with home market 

concentration.  

Caves, Porter, & Spence (1980)  FDI in Canada by US firms  

Bunching of entry is positively related with home market 

concentration.  

Yu & Ito (1988)  FDI by US tire and textile firms  

Bunching of entry is positively related with home market 

concentration.  

Kogut & Chang (1991)  FDI in the US by Japanese firms  

Bunching of entry is positively related with home market 

concentration.  

Hennart & Park (1994)  FDI in the US by Japanese firms  

Positive relation between bunching behavior and market 

concentration is not confirmed.  

Yamawaki (1998)  FDI in the US by Japanese firms  

Bunching of entry is positively related with home market 

concentration.  

Makino & Delios (2000)  

FDI by Japanese auto and electronic 

companies  Strong bunching effect in timing of FDI is observed.  

Chen & MacMillan (1992)  Action-Response by airlines  

A firm is more likely to match a move with its dependence on 

the market.  

Cockburn & Henderson (1994)  R&D by pharmaceutical firms  

R&D expenditures among firms are weakly and positively 

correlated.  
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Mimetic isomorphism  

Davis (1991)  

Adoption of the poison pill by Fortune 

500 firms  

Spread through director interlock contact, rather than imitation 

of structurally equivalent others.  

Haunschild (1993)  Acquisitions during the 1981-1990 period.  

Managers imitate the acquisition activities of those other firms 

to which they are tied via directorships.  

Haveman (1993)  Entry in savings and loan industry  

Rate of entry has inverted U-shaped relationship with density 

(competition- vs legitimation+).  

Greve (1995; 1996)  Adoption of new formats by radio stations  Radio stations imitate stations of the same corporation.  

Haunshild & Miner (1997)  Investment banker chosen for acquisitions  

Imitation influenced by frequency of observed behavior, traits 

of imitated firms and quality of outcome.  

Westphal et al. (1997)  

Implementation of TQM (total quality 

mgmt)  

Earlier adopters seek efficiency gains, while later adopters 

seek legitimacy.  

Baum & Haveman (1997)  Hotel location decisions in Manhattan  

New hotels locate close to established hotels that are similar in 

price, but different in size.  

Deephouse (1999)  

Performance and strategic similarity 

among banks  

Intermediate levels of strategic similarity lead to the highest 

performance.  

Baum et al. (2000)  

Acquisition of chain organizations 

(nursing homes) 

Chain organizations imitate comparable others (similar sized 

chains).  

Henisz & Delios (2001)  International plant location  

Prior decisions by others provide legitimization and 

information.  
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Lu (2002)  Entry mode choice of Japanese firms  Later entrants tend to follow the entry mode of earlier entrants.  

Garcia-pont & Nohira (2002)  

Alliance formation in the automobile 

industry  

Firms imitate the strategic behavior of others occupying the 

same strategic niche.  

 

Herding behavior & informational cascades  

 

Chang et al. (1997)  Clustering of bank branches  Branch openings follow other, existing branches.  

Kennedy (2002)  Prime television programming  

Television networks introduce new programs in herd-like 

fashion.  

Rao et al. (2001)  Choice of securities analysts  

Analysts change coverage of a firm when peers have recently 

changed coverage  

 

Studies including motives from multiple perspectives 

 

Gilbert & Lieberman (1987)  Capacity investment by chemical firms  

Smaller firms tend to follow investment behavior of larger 

rivals.  

Gimeno & Chen (1998)  Market similarity in the airline industry  

Firms increase market similarity with rivals having similar 

resources and higher performance.  

Asaba & Lieberman (1999)  Product introduction by soft drink firms  

Large firms followed for major innovations; rivals followed 

for minor innovations.  

Gimeno et al. (2001)  International expansion of telecom firms  

Oligopolistic firms imitate each other's local entry moves, 

while local monopolists do not.  

* source: Adapted from Lieberman and Asabe (2006) 
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management fashion (Bikhchandani, Hirshleifer, and Welch, 1998; Scharfstein and Stein, 

1990), although in the latter case, given the grounding in economics, the mimetic behavior is 

considered entirely rational, at least at the level of the individual manager, be it that it might 

result in seemingly irrational mimeticism at the level of the firm and the industry.  

 

The logic displayed is as follows: Even if a particular decision maker were to be convinced 

that strategy X – for instance entry into a particular market – was unattractive and therefore 

undesirable, if most of its competitors did decide to enter into X, it might become rational and 

advantageous to enter after all. Because a contrarian strategy of not entering would lead to 

questioning of the manager’s ability as a decision maker, it would have detrimental effects on 

his or her reputation. Because this depressing reputational effect could result into lower 

chances of promotion, lower employability and remuneration, it would be rational for the 

manager to enter X after all, in spite of the negative analysis reached earlier. Hence, 

rationality at an individual level may still lead to suboptimal decisions at the level of the firm. 

This conceptual element of herding theory closely ties into the legitimacy effects as discussed 

in economic sociology, for instance institutional theory (Meyer and Rowan, 1977; DiMaggio 

and Powell, 1983; Tolbert and Zucker, 1983). 

 

Not coincidentally, both lines of research in organizational sociology and business economics 

base their conceptual models of imitation more or less explicitly on similar key, seminal 

findings in social psychology, for instance the famous Ash studies (Ash, 1956). These studies 

show that individuals have an inclination to conform to the opinions of others. Individuals 

were given a set of simple problems to solve, and the majority of people would easily reach 

the correct conclusion. However, individuals placed in a group with other respondents, who 

were actors (unknown to the respondent) and deliberately chose to give a particular answer, 

would often conform to the alleged solution of the group and also chose the wrong alternative. 

In social psychology this has often been discussed as a fundamental human and psychological 

propensity to conform to a group. Works in economic sociology and institutional theory have 

also often followed this basis to suggest that decision makers in organizations, and hence 

organizations, have an inclination to conform and imitate others.  

 

Friedman (Shiller, Fischer, & Friedman, 1984), commenting on Shiller’s work on fashions 

and imitative behavior investing in the stock market, countered that there is a rational angle to 

human conformity as observed in the Ash studies. Namely, individuals confronted with the 
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divergent opinions of others in the room could interpret this as information that their own 

conclusion might be flawed, and it would be rational to sometimes adapt one’s own 

conclusion to that of the group, despite of having reached a different conclusion initially. 

Hence, the opinions of others act as a source of information, rather than just a psychological 

pressure. The idea that that actions of others represent a display of information (be it not 

revealing the information itself), can be found in many studies in management and 

organization studies.  

 

Conceptual Foundations Pertaining to Valuation 

Another seminal and common basis in the array of literature on imitation can be found in 

prospect theory (Kahneman & Tversky, 1991). Prospect theory – and, with it, behavioral 

economics – analyses the decision making biases that people display which do not coincide 

with rational behavior in the economic sense. One element is that we might value loss higher 

than a gain, in the sense, for instance, that we value an object higher ones we have it in our 

possession than when we do not have it yet. One famous experiment by Kahnemann and 

Tversky, for example, asks people to determine how much they would be willing to pay to 

purchase a particular object (e.g. a pen or a mug). The contrasting group of respondents is 

given the pen but then asked for which amount they are willing to sell it, which turns out to be 

substantially higher than the amount people are willing to pay for it if they do not have it yet. 

Rationally, valuation issues should not depend on whether people already have something in 

possession but apparently this element does influence the value we place on something, hence 

or preferences, and with it our behavior in markets (e.g. whether or not to sell). 

 

This theoretical element also finds its way into the theory on imitation developed in this 

dissertation, particularly chapter 2. It forms the basis for the premise that firms prefer to keep 

intact the status quo. As such, it also relates to the earlier discussed observed inclination to 

preserve competitive parity. For example, if competitors enter a particular market, the firm 

might choose to enter too (even in the absence of positive information). It is their actions 

which maintain the status quo; a set of competitors operating in the same set of markets. 

Firms value the existence of competitive parity and status quo higher than a potential new 

situation which would result from not following their rivals’ moves. Similar patterns could be 

observed regarding different phenomena, for instance acquisitions (Schenk, 1996). Because 

competing firms engage in M&A, organizations may be inclined to follow suit, in order to not 

step out of line and remain on par.  
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This also brings into the picture a smaller substream literature known as “regret theory” 

(Blais, Young, Fleury, Lapp, 1995; Loomes and Sugden, 1982), specifically the concept of 

minimax regret. Minimax regret basically is an optimisation technique. People make choices 

– for instance in terms of what strategic course to pursue for their firms – under uncertainty. 

Standard economic optimisation techniques would assume known probabilities of the 

different possible scenarios, and hence enable the computation of an optimal choice, taking 

into account the probabilities of the different relevant events happening and pay-off structure. 

However, probabilities are often unknown, even by approximation. Minimax regret then 

assumes that people choose the alternative that would leave them with the minimum amount 

of regret – when, in hindsight, uncertainty has been resolved – about how they would have 

been better off with a different alternative.  

 

A very simple example concerns whether to bring an umbrella, when it is uncertain whether it 

will rain. This gives four possible scenarios, namely that it will rain and you have your 

umbrella with you; it doesn’t rain and you don’t have an umbrella, but also the two scenarios 

where you will experience regret: it does not rain but you carried along an umbrella; it does 

rain and you did not bring one. In this simplified example, regret would likely be higher in the 

scenario where you decided against bringing an umbrella but it does rain. Hence, following 

minimax regret logic, people would decide to bring an umbrella. 

 

This, however, also immediately shows the flaws and pitfalls of generalizing minimax regret 

algorithms to situations other than investment portfolio choices. Minimax regret assumes no 

knowledge of the likelihood of events happening (e.g. the chance of rain) while in most 

situations pertaining to firm strategy there will be a sense of probabilities, be it an imperfect 

one. This is because mimimax regret is developed as an investment portfolio technique 

(Manski, 2007; Stoye, 2009). The standard portfolio problem would be whether to invest in 

stock, bonds, and/or a savings account when it is unknown what interest rates will do. Since it 

is a real unknown what will happen to interest rates – it is “50-50” whether it will go up or 

down – minimizing potential regret without assigning probabilities is a reasonable endeavor. 

When there is a sense of probabilities (i.e. what is the approximate chance that it will rain; 

what is the approximate chance that market X will turn out to be attractive), minimax regret is 

less appropriate. Moreover, regardless of probabilities, minimax regret still requires the 
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assumption of a known pay-off structure under different uncertain scenarios, which will also 

be less feasible in strategic situations. 

 

However, the theoretical insight and base of regret theory – including the minimax notion that 

we make decisions primarily in order to minimize ex-post regret – is insightful and 

applicable. Be it implicitly, it is also built into the logic as discussed and employed in herding 

theory (Scharfstein and Stein, 1990) and especially in its application in chapter 2 of this 

dissertation. There it is assumed that firms follow competitors into a new market, without 

knowing whether it will turn out to be attractive and profitable, because if the market turns 

out to be attractive and they will not have followed suit, their regret will be more substantial 

than when they do follow suit and enter while the market turns out to be unattractive, while 

others have made the same mistake. Hence, firms act to minimize ex-post regret and their 

experience of regret is bigger when they are the only one to get it wrong; smaller when others 

made the same mistake. This notion leads to collective behavior (such as herds), bandwagons, 

and hence imitation. Such regret minimizing behavior could then result in bandwagons, 

adopting management techniques (Abrahamson, 1996), mergers and acquisitions (Schenk, 

1996), and possibly investment in the stock market in general (Shiller, 1995), or even various 

forms of bad practices (chapter 4).   

 

Imitation and Information 

The general notion that the overt display of preferences in strategic behavior, i.e. the observed 

choices by competitors, can lead to imitation because the overt behavior is interpreted as a 

display of information, has founds its way in various economics based theories. Decision 

makers may even forego on initial private information and “follow the crowd” (Scharfstein 

and Stein, 1990). This may lead to bandwagons and even collective failure if the earliest 

movers, who were followed by the herd, had reached erroneous conclusions.  

 

Institutional theorists have argued that due to these types of processes, organizations become 

increasingly similar, in terms of outlook, structure, and the strategic moves they make (e.g. 

DiMaggio and Powell, 1983). It has been observed to lead to bandwagons of the adoption of 

particular organizational structures (Fligstein, 1985), market entry moves (Haveman, 1993), 

and strategic positioning (Greve, 1996), and the abandonment of strategic positions (Greve, 

1995).  
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Imitation of the actions of others then also becomes a form of learning. Studies on vicarious 

learning – improving one’s own behavior and outcomes by copying the actions of others – 

take exactly this effect into account. Studies by Baum and colleagues (Baum & Ingram, 1998; 

Baum, Lu, & Usher, 2000; Ingram & Baum, 1997; Korn & Baum, 1999) and others (e.g. 

Shaver, Mitchell, & Yeung, 1997) displayed imitative behavior and performance increases as 

a result of the experience of others operating in the same industry. Cohen and Levinthal 

(1989l; 1990; 1994), discussing the construct of absorptive capacity, even suggested that 

firms’ investments (for instance in R&D) could serve to build up a capability to spot, 

interpret, and incorporate the experiences and insights from others. Hence, can have and build 

up and have a capability to learn vicariously.  

 

Key to all these perspectives is uncertainty. In the absence of uncertainty, organizations could 

find, grasp and interpret all relevant information and reach their own conclusions and strategic 

decisions. However, in the inevitable presence of uncertainty, the behavior and choices of 

others represent a source of information, especially when considered collectively. Firms’ 

inclination towards imitation may therefore be entirely rational, and often facilitate the spread 

of useful innovations, in terms of technology, organizational processes and structures, and 

management techniques. However, sometimes – especially when the first movers get it wrong 

– the bandwagon may concern the spread of a useless or even harmful practice.  

 

Legitimacy and the Potential Costs of not Adopting 

Although the concept of legitimacy is especially the area of economic sociology and 

especially the fields of institutional theory and (to a lesser extent) organizational ecology, 

traces certainly can be found in theories related to economics as well, as discussed above. As 

such, theories and research on “management fashions”, bandwagons, and fads have emerged 

in both fields. Management fads have been the subject of a series of studies by Abrahamson 

(1991; 1996; Abrahamson & Rosenkopf, 1997) and Strang and Macy (2001). Both analyze 

new management techniques and how they spread, often displaying the well-known bell-

curve: a stage of slow diffusion, followed by rapid spread and saturation, after which the 

practice gets abandoned, first slowly but increasingly rapidly, until it has vanished, although it 

may reappear after a number of years, in more or less similar form. The caveat is that – as 

indicated by Strang and Macy’s analysis (2001) – these patterns appear with most vigour if 

the management technique is neutral in terms of performance consequences or mildly 

positive, both promoting spread and abandonment.  
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Fads – regarding various phenomena – have also been studied by researchers from an 

economics angle and background (e.g. Shiller, 1995, 2003; Schenk, 1996), examining stock 

markets and the market for corporate control. Shiller, for example, attacking the efficient 

market hypothesis dominant in economics, argues that the over the long run stock market 

volatility can not be explained through a rational actor lens. He argues and provides evidence 

in favor of fashion based explanation; individual investors imitate the extent to which the 

prevailing norm is that it is good to invest in the stock market, and vice versa, which explains 

the “overshooting” of the curves displayed in long term stock market performance. Schenk 

also applies such views of “fashions” in the behavior of organizations to explain patterns in 

terms of mergers & acquisitions waves.  

 

The ideas of fashions and bandwagons, extrapolated from individual to organizational 

behavior appear to capture some fundamental behavior among organizations and hence 

fundamental aspects of economic life. In chapter four of this dissertation, I therefore explicitly 

relax and examine the assumption that management fads might be neutral or even slightly 

positive, in order to create the Bell curve (e.g. Strang and Macy, 2001) and argue that a Bell 

curve does not need appear at all; the spread of the practice might occur (the first half of the 

curve) but it is not necessarily followed by a decline (the second part of the curve). This 

“strong form” of a management fad (i.e. one with harmful consequences) opens up the 

possibility that detrimental fads may diffuse and persist. I elaborate on this possibility and 

theory in the following appendix, to examine the extent to which the harmful consequences of 

the fad affect the adopting firms or the general public, as such examining social welfare 

consequences and opening up the possibility for conclusions in terms of policy implications.  

 

Patterns of Imitation and Social Networks 

The imitation of practices and strategies has also been analyzed in terms of the patterns of 

diffusion they tend to follow. Organizations often imitate others that are larger in size or more 

profitable (Haunschild and Miner, 1997; Haveman, 1993). Yet, the analysis displayed in 

chapter 4 suggests that sometimes organizations may also be inclined to not  imitate better 

performing others specifically because such mimicry would make them more similar, which 

would make the performance differential more salient to others, opening up for criticism. 

Hence, firms are sometimes also inclined to specifically not imitate others because the 

heightened comparison would be unfavorable.  
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These patterns through which management structures or techniques spread are shown to often 

coincide with social networks (e.g. Abrahamson & Rosenkopf, 1997). Such social networks at 

the level of the firm can exist due to alliances (Gulati, Nohria, and Zaheer, 2000), interlocking 

board memberships (Haunschild, 1993), corporate ties (Greve, 1996, or other types of 

connections. Social networks have been the most predominant and often-used concept to map 

and explain patterns of imitation. However, in terms of strategy, connections between firms 

based on “who competes with whom” are at least as prevalent. A major contribution of this 

dissertation is introducing this notion as “the structure of competition”. The second chapter in 

this dissertation clearly shows, explains, and provides evidence that the patterns through 

which firms connect to each other as rivals can explain the pattern through which particular 

moves (e.g. market entry) spread and are imitated. These patterns and structures of 

competition could be analyzed much further and potentially spur a whole new stream of 

literature, not only in the study of imitative strategic behavior but also in other fields, 

potentially explaining a variety of phenomena.  

 

The shape of a competitive network (i.e. competitive interactions between rivals in an 

industry) can be similar to those of social networks (e.g. alliance structures, board interlocks). 

They can have similar properties, such as direct and indirect ties, redundancies, and structural 

holes. Likely, the different properties of the patterns can have divergent consequences 

dependent on the type of network structure being analyzed (competitive or social). 

Furthermore, there could potentially be overlaps in the two types of networks, for example 

because board members may have directorships in various similar companies, or due to 

alliances between competitors. Moreover, it is quite possible that these two types of network 

interact and moderate each other. Future empirical research will need to shed light on these 

intriguing questions and set of analyses. 
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APPENDIX II 

 

WHO IS PAYING THE PRICE OF BAD MANAGEMENT PRACTICE? 

Introduction 

This appendix is a variation and extension of chapter 4 in this dissertation. In this appendix I 

explicitly deal with an industry comparison. In chapter 4 I treat industry conditions as a given. 

However, there exist different types of industries, in which harmful management practice 

have a different probability of prevailing and surviving. Particularly, in some industries the 

adopting firms suffer the adverse consequences of having adopted a harmful practice. In other 

industries, however, such adverse consequences can be transferred to other stakeholders, such 

as customers. As a result, it is not the firms that suffer as a result of bad management practice 

but their customers (and, ultimately, society as a whole). I will explain that this depends on 

whether competitive fitness is determined by relative or by absolute levels of competitive 

strength. 

 

I will adapt its simulation model to incorporate the extensions in the form of a specific 

parameter, and examine their consequences in a set of additional propositions. Using the 

parameter variations, I create two different types of industries along that dimension – not 

coincidentally called “banks” and, as a contrast, “restaurants”. I will show why the industry 

conditions in which banks operate are particularly conducive to the spread and persistence of 

harmful management traits. Thus, in this appendix chapter, I argue that in certain industries 

organizational characteristics that lower the survival chances of the adopting firms may still 

spread and persist, because they may change the selection environment itself. Once diffused, 

selection pressure on firms with the trait may not be heightened, because selection may 

depend on relative rather than absolute competitive strength. 

 

Background 

Organizations are inclined to imitate each other. Various choices in terms of strategy 

(Fligstein 1991; Haveman 1993; Henisz and Delios 2001), organizational structure (Starr 

1982; Fligstein 1985), management practices incorporated by the organization (Burns and 

Wholey 1993; Abrahamson 1997; Abrahamson and Fairchild 1999), and innovations (Rogers 

1995; Greve and Taylor 2000) have been shown to spread in a given population of firms. One 

reason why organizations do this is uncertainty. When faced with uncertainty, firms looks 

around them to observe what others are doing (Cyert and March 1963; Haunschild and Miner 
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1997; Greve 1998). With important information unavailable to the firm, it may decide to copy 

the behavior of others, assuming that they possess the relevant information, which is revealed 

through their actions (Banerjee 1992; Bikhchandani, Hirschleifer et al. 1992). Moreover, even 

if the consequences of the choices are ambiguous, firms may decide to imitate out of a fear of 

potentially losing out on important benefits, which in their perception may weigh heavier than 

the risk of suffering adverse consequences as a result of the choice (Kahneman and Tversky, 

1979). Furthermore, organizations model themselves after others due to institutional 

isomorphism; being similar to others may provide power and legitimacy (March 1981; 

DiMaggio and Powell 1983; Fligstein 1985; Fligstein 1991), even if those organizational 

traits do not directly increase the economic efficiency of the firm (Hannan and Freeman, 

1977, 1989; Carroll and Harrison, 1994).  

 

It is then possible, however, that firms have inadvertently adopted a trait that is detrimental, 

simply because at the time it was unknown that it has harmful consequences. This seems 

feasible since the consequences of many strategic decisions, management practices, or 

structures do not directly reveal themselves but only become apparent after a substantial 

amount of time. However, in the long run such a trait can be expected to disappear from an 

industry. Customers (and other stakeholders) may start shunning firms that have become 

ineffective due to the trait, favoring firms without it. Companies with the trait may be seen 

going out of business, while others flourish. From this, organizations in the industry may 

develop an understanding that the trait has adverse consequences (Ingram and Baum 1997; 

Bikhchandani, Hirschleifer et al. 1998), leading them to reverse their earlier decision (Cyert 

and March, 1963) and abandon it. Consequently, the trait is discarded by firms in the industry 

and disappears (Abrahamson and Fairchild, 1999; Greve, 1995). 

 

However, even once firms in an industry have started to incur performance losses due to the 

adoption of a negative trait it may sometimes still be difficult for them to establish that the 

trait is the cause of this, owing to causal ambiguity (Lipmann and Rumelt 1982). By the time 

that the harmful consequences come into effect, substantial time may have elapsed, during 

which performance may have been unaffected. As a result, firms are unable to grasp the true 

effects of the trait and remain unaware that they would be better off discarding it. Moreover, 

even if they are able to discern that the trait is counterproductive, they may find it difficult to 

reverse their original decision to implement it, due to structural inertia (Hannan and Freeman 

1984).  
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Yet, also if the firms in an industry were unable to discard a harmful organizational trait, due 

to ignorance or inertia, evolutionary theory would suggest that it will disappear over time. 

Firms that have adopted a harmful characteristic will have lower life expectancy, and as a 

result will be selected out by the business environment (Hannan and Freeman, 1977), 

gradually eliminating the trait. Such a selection environment is made up by market forces, 

causing less efficient firms to die and the more efficient ones to survive (Alchian, 1950; 

Friedman, 1953; Jovanovic, 1982), but also by social and institutional forces in society 

(DiMaggio and Powell, 1983; Hannan and Freeman, 1989; Meyer and Rowan 1977; Zucker 

1987), which may favor the survival of powerful and institutionally legitimate firms (Singh 

and Lumsden 1990; Barnett 1997). For example, even if a certain management practice is 

technically inefficient, thus lowering the life expectancy of the adopting firm, if the 

institutional benefits outweigh these adverse effects, firms with the practice will have better 

survival chances than firms without, and the practice will continue to persist (Carroll and 

Harrison 1994). Conversely, if the negative effects outweigh the positive institutional 

influences, evolutionary and institutional theory would expect the practice to die out gradually 

and disappear (Nelson and Winter, 1982; Aldrich, 1999). In any case, extant theory predicts 

the eventual extinction of a harmful trait. 

 

In chapter 4, however, I argued that management traits that are detrimental to adopting firms 

– in the sense that their life expectancy would be higher without the trait – can also survive 

and persist. New organizational characteristics may spread rapidly (Abrahamson, 1997; 

Rogers, 1995). If the rate of diffusion is higher than the rate at which the trait eliminates 

firms, it may spread to a majority in a population (cf. chapter 4). An additional element that 

has been neglected both in the management literature and in chapter 4, however, is a focus on 

how “successful” traits may alter their own selection environment. In some industries, adverse 

consequences that firms experience as a result of having adopted the harmful trait can be 

passed on to customers. In such an industry, firms may not perish as a result of bad practices 

because customers (and, potentially other stakeholders) cannot do without firms from the 

industry; they have to choose between them but do not have the choice to not use any of the 

firms. As I will explain below, I will label such firms and industries, for presentational 

purposes, “banks”. I will contrast them to industries in which customers (and potentially other 

stakeholders) do have a choice, whether to use firms from the industry or not. I will call such 

firms and industries “restaurants”.   
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The crucial difference, in the model, between these two types of industries – although, in 

reality, it will be more of a continuum than a dichotomy – is whether firm success in the 

industry is largely determined by relative competitive strength (i.e. based on a firm’s ability to 

outperform competitors), rather than the firm’s absolute level of effectiveness. If success is 

determined by relative competitive strength, the performance and survival chances of the 

firms in the industry once the majority has implemented the trait may not be that different 

from before, when they had not yet adopted it. Each firm would do better without the trait, but 

because so many have adopted it they do not receive negative feedback that would prompt 

them to abandon the practice, nor do Darwinian forces select out firms with the trait. Thus, it 

continues to persist. That is, for “banks” the selection environment is determined 

endogenously; dependent on how many firms have adopted the harmful practice. For 

“restaurants”, selection pressure is largely determined exogenously; it is at a given level, 

regardless of how many firms operate using the harmful practice. 

 

In the next sections, I will first revisit the theoretical base of the model and reintroduce its 

original parameter settings. I will then add the parameters for endogenous versus exogenous 

selection and present an experiment to show its consequences, including an inferred set of 

conceptual propositions.  

 

INDUSTRY COMPARISON 

Adoption 

Firms engage in local search (Cyert and March 1963; Nelson and Winter 1982; Levinthal 

1997), for instance due to bounded rationality. Similarly, the imitation of management traits 

follows a local pattern (e.g. Greve, 1996; 1998; Hedstrom, 1994), where various factors may 

constitute “proximity”. That is, organizations imitate other firms that they observe and 

consider relevant, which may be because they are similar, in terms of operating in the same 

market space, being part of the same conglomerate, being located in the same geographical 

region, or because they occupy a comparable social position (Galaskiewicz and Burt, 1991; 

Davis and Greve, 1997; Rogers, 1995). Hence, whether a firm is proximate to another firm 

may have numerous dimensions, both continuous and categorical (Greve, 1996; (Haunschild 

and Miner 1997). Organizations do not observe and act upon all other firms in an industry, but 

only those that they are close to. 
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Therefore, when an organizational trait is first introduced in an industry, not all firms will 

consider or even observe it. It will be the firms in proximity to the original adopter that may 

be “at risk” of imitating. There is a probability that a neighboring organization will adopt 

because, whether correct or not, it perceives some advantage associated with the trait. 

Organizations for example are inclined to follow the actions of already successful firms 

(Haveman 1993) that operate in the same business as they do, because they assume that new 

traits initiated by such firms will be useful. Another reason why organizations may deem a 

trait to be beneficial is because they perceive that a prior company that adopted the trait 

experienced a subsequent increase in performance (Rogers, 1995; Strang and Macy, 2001). 

This perception may be correct or not: research has indicated that managers are inclined to 

exaggerate the benefits of a trait they adopted in their interpretation and communication to 

others (Zbaracki, 1998), which may erroneously lead them to believe that the trait is 

beneficial. Once more firms have adopted the trait, for whatever reason, other firms in their 

vicinity will become more likely to imitate as well (Abrahamson, 1997; Greve, 2000). 

Logically, the practice then spreads progressively, since new adopters expose yet other firms 

to the trait. Consequently, the process of imitation and diffusion depends on the density of the 

firms in a given industry, i.e., how close and numerous, and how similar they are to each 

other.  

 

Base Model  

The basic model is the same as in chapter 4. To simulate the diffusion of a management trait, 

it represents an industry that consists of N firms randomly assigned to a two-dimensional 

space, which is updated in various rounds to represent time periods. This can be thought of as 

a geographical space, but it could also represent some other dimension of similarity. Thus, 

there is Euclidean distance between all firms, but I also included a parameter that represents 

discrete firm differences. Concretely, all firms were randomly assigned in equal proportions 

to three different types. Firms may dissolve from the space, i.e. go bankrupt, and there is entry 

into the industry. In the simulations presented below I modeled entry to be partly a fixed 

number for every period, i.e. 1.5% of the original population size, plus a variable rate of .25 

for every firm that dissolved. Thus, entry is partly endogenous (firms only enter if there is 

“space”) but not complete (i.e. not every firm will necessarily be replaced). I chose these 

specific settings to keep population size constant in the base setting of the model, i.e. 1000 

firms with a fixed dissolution rate of .02 every period, but varying these settings produced 
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highly similar results to the ones reported below, be it that the population size in the steady-

state varied with the number of entrants. 

 

Every firm is assigned a (equal) radius, which is smaller than the two-dimensional space, in 

which it observes other firms. Subsequently, the organizational trait is randomly assigned to 

one firm, and the organizations within its radius are at risk of mimicking it. If two 

organizations are at exactly the same coordinates, the probability of imitation is set to 1; if 

they are at exactly the radius’ edge, the probability is set to 0, with a linear relation between 

the two extremes. Logically, if there are multiple firms with the trait within an organization’s 

radius, the probability that the organization will mimic is higher, similar to epidemiological 

diffusion. If two firms are of a different type, the probability of mimicking is reduced by a 

factor/parameter smaller than 1, to simulate that firms are less likely to imitate the trait from a 

firm not of their own type (Lane and Lubatkin 1998). Formally: 

p(adopt)it = 1 - (1 – τ(distancej/σ)*τ(distancej+1/σ)… τ(distancej+P/σ)), where σ is the 

radius ≥ 0, distancej is the distance between firm i and firm j with the practice within σ, 

if Ti = Tj then τ=1, τ=θ otherwise, where T = firm type, 0 ≤ θ ≤ 1 

 

As before, the adverse influence of an adopted trait may not come into effect immediately. 

That is, a harmful organizational trait may have an incubation time. The consequences of 

many strategic decisions may only be felt in the long run. For instance, many investments or 

organizational configurations intended to stimulate innovation and creativity (Gibson and 

Vermeulen, 2003; Nonaka and Takeuchi, 1995) may require a substantial upfront cost, but 

pay off in the long run, recouping the initial investment. Conversely, efforts and 

organizational traits aimed at increasing exploitation may diminish long-term exploration 

(March, 1991).32 Similarly, some traits create institutional benefits that come into effect 

immediately (Fligstein 1991; Abrahamson and Fairchild 1999), while it remains unclear if 

these measures do not produce some long-term disadvantages that could offset the initial 

benefits. For example, although the adoption of ISO9000 quality certificates may create 

positive institutional advantages (Guler, Guillen et al. 2002), it could make organizations 

overly rigid and inert in the long-run, potentially offsetting these benefits (Seddon 1997). In 

                                                 
32 For example, Van Witteloostuyn (1999) describes the practice of cost cutting, which has spread over the last decade. This 

practice may lead to immediate benefits (i.e. lower costs), but could crowd out innovation in the long run (Hedberg, 1981; 

Nohria and Gulati, 1996), causing the overall effect to be harmful.  
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sum, some organizational traits, in spite of their possible immediate positive effect, could 

cause long term adverse consequences that counter the initial benefits, to such an extent that 

the firm would have been better off without them in terms of its long term survival chances.  

 

Such an incubation time also leads to causal ambiguity (Lipmann and Rumelt 1982); when the 

adverse influences come into effect the organization is unable to connect them to the decision 

to adopt the trait. Moreover, in a similar vein, even if observing the demise of other 

organizations, perhaps without yet suffering the consequences itself, the organization may be 

unable to interpret the cause of the problems, due to the long period that has elapsed, during 

which the trait did not cause any trouble. Further contributing to causal ambiguity is the 

notion that adoption of the trait, even after the incubation time, does not lead to a “certain 

death”. Firms with the trait (after the incubation time) simply have a higher probability of 

going bankrupt, so that they would be better off without it (in terms of their life expectancy), 

but every year there may be plenty of firms surviving with the trait. This also makes it 

difficult for an observing organization to grasp that the characteristic is a harmful one. 

 

Exogenous versus Endogenous Selection Pressure  

As a result of adopting a harmful trait, organizations will differ in terms of their survival 

chances: organizations with the trait will have lower life expectancy than organizations 

without it. Thus, on average, organizations with the trait will be selected out more often 

(Hannan and Freeman, 1977). In the field of organizations, selection is based on competition 

(Jovanovic 1982; Nelson and Winter 1982), where competitive strength may be determined 

by efficiency but also by other, institutional factors that give a firm an advantage (DiMaggio 

and Powell 1983; Hannan and Freeman 1989; Carroll and Harrison 1994; Barnett 1997). In 

some industries, competition – and hence selection pressure – will largely be determined by 

absolute competitive strength. Therefore, if a firm in such an industry adopts a harmful trait, 

its chances of survival will go down. However, in some other industries, selection will depend 

more on relative competitive strength, i.e. how good you are in comparison to others. 

Consequently, if many other firms have also adopted the harmful organizational trait, the 

organization’s relative strength may not have diminished, leaving its chances of survival 

intact.  

 

Consider, for example, retail banking: Consumers will select the best bank that they can find. 

If there are banks with and banks without the trait, their choice will likely fall on a bank 
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without it. However, when all banks have adopted the trait – and consequently all are “equally 

bad” – the consumer will still select a bank to deal with, simply because she needs one. 

Therefore, in this industry, the survival chances of a firm without the trait when no one else 

has it either, are quite similar to the survival chances of a firm with the trait in a situation 

where all other firms have adopted it too. This situation occurs because in this business 

“survival” is determined by relative, rather than an absolute level of competitive strength. 

 

Consider, in contrast, the restaurant business (see also Hannan and Freeman, 1989, pp 314-

322). If restaurants are relatively good (because they have not adopted the harmful 

organizational trait), people will go there often and they will flourish. If one restaurant in the 

population is of lower quality (as a consequence of the harmful trait), it will suffer because it 

will be unable to attract customers. However, when all restaurants are bad (because all have 

adopted the harmful trait), they will suffer too, because consumers will cease frequenting 

restaurants altogether (and, for instance, chose to eat at home more often). Thus, every firm in 

this industry that adopts the trait is harmed by it, regardless of how many others have the 

characteristic. This is because in this business, success is not only determined by relative 

competitive strength, but also by the firm’s absolute level of strength. Industries may vary in 

terms of this characteristic, which I will call an endogenous (versus exogenous) selection 

environment, dependent on to what extent survival is based on relative versus absolute 

competitive strength. Exogenous selection implies that the change in a firm’s life expectancy 

is solely determined by whether or not it has adopted the organizational trait, regardless of the 

decision of others. Endogenous selection implies that a firm’s life expectancy is affected by 

its adoption of the trait, but that the decrease in survival is smaller (or, in the extreme, absent) 

if the number of other adopters in the industry is high. 

 

Model Extension 

Following the considerations above, I added another probability equation to the model. Every 

firm has a probability of going bankrupt and dissolving, regardless of whether it has the 

practice or not, which I label the base probability of dissolution. This parameter can, for 

instance, be set to .02, so that every firm in every period has a small probability of being 

terminated. Immediately after the adoption of the organizational trait, this probability can be 

modeled to go down, for example to .01. This instantaneous benefit could represent some 

institutional perk that the firm starts to experience directly after the adoption of the trait. After 

the incubation time (e.g. 10 periods), the probability of “dying” goes up markedly, to 
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represent that the trait is a harmful one, for example to .30 per period.33 Note that the 

probability of dissolution with the trait is not 1, but “merely” substantially higher than without 

the characteristic. That is, organizations with the trait do not die for sure, but are just more 

likely to die than organizations without it. 

 

I captured the endogeneity (versus exogeneity) of selection pressure through a continuous 

parameter 0-1, where 1 indicates that the probability of dissolution goes up in full (.30 

increase in the previous example) if you’re the only firm (“bank”) that has the trait, but this 

increase in the probability is proportionally lower given the number of other firms in the 

industry that have adopted. Hence, the ultimate probability of dissolving is endogenously 

determined by the model. In case the parameter is set to 0 (“restaurant”) this relationship is 

absent, as depicted in Figure 1, to indicate that for firms in this industry the probability of 

dissolving always increases, regardless of the number of firms with the trait. Hence, here the 

increase in the “dying” probability is fully exogenous, i.e. the same fixed number for every 

firm at all points in time. Formally, this leads to the following equation: 

p(dissolution)it = if t>γ and I=1 then ζ + Ε, if t<γ and I=1 then ζ - ξ, ζ otherwise, where 

γ = incubation time ≥ 0, I a dichotomous indicator with/without the practice, base 

probability of dissolution is 0 ≤ ζ ≤ 1, immediate institutional decrease in the 

probability of dissolution is 0 ≤ ξ ≤ ζ, increase in the probability of dissolution is 0 ≤ Ε 

≤ 1-ζ, Ε = η - (η/(ΣIit/Pt))*S, where 0 ≤ η ≤ 1, (ΣIit/Pt) = proportion of firms with the 

practice in the industry, 0 ≤ S ≤ 1 indicates the selection parameter. 

 

Simulation Results 

I ran the model as described above, comparing the results for exogenous selection (S=.1) with 

the results for an endogenous selection environment (S=.9). The first run of the model shows 

a population of 1000 fully homogeneous firms (apart from their location) in a 75x75 space. 

See Figures 2a and 2b for a comparison between an exogenous and an endogenous selection 

environment. The top half depicts the population. The bottom half indicates the selection 

pressure firms with the trait face, after its incubation time.  

                                                 
33 Thus, in this example, the life expectancy of a firm without the trait is 49 (i.e., .98 + .982 + .983 + ... = .98/(1-.98)), while 

the life expectancy of an organization with the trait is 11.58 (i.e., .99 + .992 + .993 + ... + .9910 + .9910*.70/(1-.70)), to indicate 

that the organization would be better off without the trait.   
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FIGURE 1 

Measurement: Endogenous versus exogenous selection for a firm with the trait 

 

 

A first finding is that in both industry settings the trait spreads. This is understandable if one 

realizes that this parameter really only becomes relevant at high levels of penetration by the 

trait. It is only then that “infected banks” start to be subjected to less pressure than “infected 

restaurants”, because selection for banks depends on relative competitive strength, rather than 

absolute strength.34 As seen in the bottom half of the graphs, in case of endogenous selection 

the pressure firms face decrease with the extent of its diffusion. Yet, the initial spread of the 

harmful trait does not depend on whether the industry’s selection pressure is endogenously or 

exogenously determined. In conformity, additional runs of the model showed that if a trait 

does not diffuse in a situation where selection pressure is largely exogenous, it will also fail to 

flourish in a situation with a high level of endogenous selection. This for instance happened in 

industries that were very sparsely populated (either through assigning fewer firms in the 

model or by placing them in a larger space). In these environments, the trait could not spread 

very fast, and the comparatively high rate of dissolution for firms with the trait ensured that 

they dissolved before others could imitate them. As a consequence, the trait did not spread, 

regardless of the nature of the industry’s selection environment. 

 

                                                 
34 Note that a short incubation time (e.g. 2 periods) may produce a bell-shaped faddish adoption pattern (Abrahamson, 1997) 
in an exogenous selection environment. However, when the industry characterized by a high level of endogeneity (e.g. 
selection parameter = .9) this practice may become a permanent feature of the industry. What happens here is that, after 
having become widespread, the frequency of the practice does not collapse, since more of the carrying firms survive. Or, put 
differently, a practice that would be a fad among “restaurants” becomes a widespread and permanent feature among “banks”. 

ζζζζ

S=0: Fully exogenous 
selection (“restaurants”)

S=1: Fully endogenous 
selection (“banks”)

0    Percentage of other firms with the trait 100

ΕΕΕΕ
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Proposition 1: A harmful organizational trait may initially spread among the majority of 

firms in an industry, regardless of whether competition is determined by absolute competitive 

strength (exogenous selection) or relative competitive strength (endogenous selection). 

 

When the model settles on a steady state, in case of endogenous selection, very few firms 

without the trait remain. Pretty much all firms have adopted it (perhaps with the exception of 

a few firms in the periphery of the industry) and newcomers quickly get assimilated. In case 

of exogenous selection, a larger proportion of firms without the trait remain, because the 

environment has become much less dense, and “contagion” does not happen easily anymore. 

Perhaps the most striking difference between the two environments is found in the size of the 

remaining populations. The model settings simulated with selection parameter = .9 produce a 

population size which stabilizes around 600 firms, in comparison to about 300 firms in case 

this parameter is set to .1, which implies that in the case of endogenous selection a much 

larger population remains. These findings are representative of situations in which people say 

“there are many banks around here, but they’re all bad” and “there are few restaurants around 

here, and most of them are bad”. 

  

Proposition 2: The spread of a harmful organizational trait leads to a permanent decline in 

the size of the population in case competition in the industry is determined by absolute 

competitive strength (exogenous selection), but a comparatively small decline in population 

size in case competition is determined by relative competitive strength (endogenous 

selection). 

 

Subsequently, I reran the same models but varying some characteristics of the environment, to 

explore which other environmental characteristics aide diffusion in environments 

characterized by endogenous versus exogenous selection. One thing I varied was the density 

of the population, by increasing the size of the space in which the firms operate, which should 

influence the rate at which the trait spreads. I also created heterogeneity among firms, by 

assigning each of them to one of three possible types, where firms of one type are less likely 

to pass on the trait to a firm of another type. This too should influence the speed of the trait’s 

diffusion.  
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Figure 2a. Exogenous selection (S=.1) in a 

homogeneous population 

Figure 2b. Endogenous selection (S=.9) in a 

homogeneous population 
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As expected, a trait fails to spread in situations of very low density and extreme 

heterogeneity. However, at intermediate levels, the process differs dependent on the nature of 

the industry’s selection environment. See, for instance, the model output as displayed in 

Figures 3a and b. The space is slightly larger here (95x95) and the heterogeneity is such that a 

firm of one type is only 10% as likely to pass on the trait to another organization of another 

type as it is to pass it on to a firm of its own type (i.e. θ = .1). Figure 3b shows that the trait 

does become a dominant and permanent feature of the industry if selection is largely due to 

relative competitive strength (“banks”, i.e. selection = .9). However, although it initially also 

spreads in the industry where selection is largely exogenous (“restaurants”, i.e. selection = .1),  

 

Figure 3a indicates that after an initial peak the popularity of the trait declines and it gets 

marginalized.35 The explanation for this finding is that under the conditions of endogenous 

selection, at the time that for many organizations the trait’s incubation time comes to an end 

so that it starts to negatively affect the firms’ chances of survival, the trait has spread 

sufficiently, so that it has a less adverse effect on its adopters than when selection is largely 

exogenous. In the latter scenario, firms start dying and the frequency of the trait diminishes 

with it. In the case of endogenous selection the detrimental effect of the trait is less severe, 

causing it to just “pull through” and diffuse further. Once widely diffused the trait does not 

lower the firms’ survival chances, as compared to the situation when this organizational 

characteristic did not yet exist. Thus, a harmful trait can spread in a heterogeneous and 

relatively sparsely populated industry as long as selection there is driven by relative (rather 

than absolute) competitive strength.36  

 

The series of simulations presented in this section of the paper indicate various conditions that 

are conducive to the diffusion and persistence of a harmful trait. It firstly showed that such a 

trait spreads easiest in a population that is relatively dense and homogeneous. This may not be 

                                                 
35 Continuing the model (e.g. until period 300) shows that the trait does not die out entirely but remains as a minor feature in 

the population, which stablizes around 600. 
36 To test the robustness of results, I also created a randomly assigned continuous variable to indicate differences between 

companies (one could for instance think of this variable as firm size), captured by a 0-100 scale. Organizations with the same 

value (i.e. of the same “size”) would have a probability of adopting the trait from another firm as before, i.e. received the 

weight 1, while firms with the largest difference between them (i.e. 100) received a weight <1, in the examples below set to 

0, with a linear relationship between these two. Hence, the larger the differences between the firms, the less likely they are to 

imitate each other. These models produced virtually identical results as the one using discrete differences between firms as 

reported in the paper. 
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surprising given that these are circumstances that stimulate contagion in general (whether a 

trait is good or bad). In addition, whether a trait persists among the majority of firms in the 

industry is most likely when selection pressure is endogenously determined. Therefore, 

although harmful traits can exist in a variety of circumstances, the most likely environment 

for the persistence of a harmful trait as a wide-spread characteristic of an industry is one 

where the population of firms is dense, homogeneous, and competition is based on relative 

competitive strength.  

Proposition 3: The persistence of a harmful organizational trait as a dominant feature of an 

industry is most likely when the population is dense, homogeneous, and competition in the 

industry is determined by relative competitive strength (endogenous selection) instead of 

absolute competitive strength (exogenous selection). 

 

CONCLUSION 

In chapter 4 I argued and showed that if a certain organizational trait lowers the life 

expectancy of every organization in an industry that adopts it, this trait can still spread and 

continue to be a dominant feature of an industry. In this appendix, I added and examined one 

crucial characteristic that makes a particular industry and business environment more 

conducive to the continued existence of such bad management practice, and that is whether 

the firms themselves suffer the adverse consequences of the trait or whether the harmful 

effects are successfully passed on to others in society (e.g. customers). A key insight from this 

analysis is that in some industries, once a trait has diffused widely, the selective pressure that 

firms experienced may not have changed, because competition is based on relative strength 

rather than the firm’s absolute level of effectiveness, and everybody has become equally 

“bad”. If this is the case, nobody dies, and it takes a long time for firms in the industry to 

learn that the trait is harmful.  

 

In that sense, the model in this paper resembles a reverse “Red Queen effect” (Barnett and 

Hansen 1996; Barnett and Sorenson 2002). It has been argued that in today’s ultra- 
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Figure 3a. Exogenous selection (S=.1) in a sparse 

and heterogeneous population 

Figure 3b. Endogenous selection (S=.9) in a sparse 

and heterogeneous population 
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competitive business environment (d'Aveni and Gunther 1994; Pascale 2000), one must 

improve fast and continuously, just to keep up with competition.37 I argue that in some 

industries the reverse may happen too: firms can afford to become worse, due to some 

ineffective trait, because everybody has gone backwards. In evolutionary terms (Nelson and 

Winter 1982; Hannan and Freeman 1989), this means that the selection environment has 

changed, so that weaker organizations may also persist. 

 

But what makes selection pressure in one industry endogenous and determined by relative 

competitive strength while in other environments selection is exogenous and determined by 

absolute competitive strength? Competition is about the relative strength of firms if customers 

can decide which one of the firms in the industry they are going to use but they do not have 

the option of not using any one of them at all. Competition is about absolute firm strength if 

customers have the choice to not use any company in the industry. Thus, this points at the role 

of the availability of substitutes. Consider the previously used example of banks (endogenous 

selection) versus restaurants (exogenous selection). For banks – retail or investment – there 

exist few substitutes. Therefore, for example, consumers will still select and use a retail bank, 

despite poor service (by all of them). For restaurants, close substitutes are more widely 

available (e.g., cooking at home), so that consumers can switch and not visit any restaurant. 

As a result, competition is not restricted to within the industry (as in retail banking) but 

extends across industries (e.g. with grocery stores). If there are no substitutes available 

consumers do not have a choice but to use one of the firms in the industry, so that they 

compete based on relative strength. If substitutes are easily available, firms’ survival chances 

are determined by their performance in comparison to these alternative options. Thus, whether 

selection pressure is determined by relative rather than absolute competitive strength depends 

on the availability of substitutes. 

Proposition 4: The availability of substitutes causes competition in the industry to be 

determined by absolute competitive strength (exogenous selection) rather than relative 

competitive strength (endogenous selection). 

 

The logic extends from consumers to other stakeholders. The success of companies is not 

only determined by their efficiency to appeal to consumers but also by their ability to attract 

                                                 
37 In Lewis Carroll’s ‘Through the Looking Glass’, the Red Queen explains to Alice that, in a fast world, one must run just to 

stand still. 
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other resources, whether financial, human, or political (DiMaggio and Powell 1983; Zucker 

1987). Consider, for example, (potential) employees. Employees in some industries may have 

very specialized skills, that do not easily transfer to other businesses. Competition in this 

industry for these human resources will then largely be determined by firms’ relative 

attractiveness; people will aim to select the best employer in the industry. If employees’ skills 

are more easily transferred to other industries, and all firms are bad employers, people will 

opt to switch and choose to not work for any company in this industry. Note that the 

competitions for these various resources are interrelated. For instance, a firm that fails to 

attract good employees can be expected to perform worse for consumers than a firm with 

superior human resources.38 Thus, the ultimate selection pressure on a firm is determined by 

the constellation of these competitive relations. 

 

To conclude, although harmful management practices may diffuse and even persist in a 

variety of environments, industries characterized by competition based on relative strength are 

most conducive to this phenomenon. This concerns industries that do not face competition 

from other industries, i.e. for which there are no real substitutes available. This, for instance, 

applies to banks. In contrast, in industries that can be substituted – for instance restaurants – 

harmful practice makes the industry as a whole decline. Banks, when all operating using the 

detrimental practice, can more easily survive – also as an industry – because they cannot be 

substituted and therefore the cost of their poor management is transferred to other 

stakeholders (such as customers, employees, etc.). Hence, their mismanagement does not cost 

them dear, but it will cost society as a whole.  

                                                 
38 It is possible that competition concerning one stakeholder is absolute (e.g. employees can switch to other industries) while 

competition for another one is relative (i.e. consumers do not have substitutes available). It depends how these resources are 

interrelated what the ultimate influence on selection pressure is. For example, in case competition for consumers is purely 

determined by relative strength, it would not matter if no firm in the industry was able to attract decent employees because 

consumers are forced to select a firm anyway. 
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SAMENVATTING  

(summary in Dutch) 

 

Dit proefschrift gaat over ondernemingen die elkaar nadoen: imitatie. Bedrijven kunnen 

elkaar nadoen om strategische redenen; ze bieden bijvoorbeeld dezelfde diensten of product-

features aan als hun concurrent. Dat is echter niet zozeer het type imitatie wat ik bedoel en 

onder de loep neem. Ik kijk naar organisaties die elkaars strategische beslissingen nadoen – 

het binnentreden van een nieuwe markt, de locatie van de nieuwe fabriek, het al dan niet 

implementeren van dat nieuwe management systeem, etcetera – uit pure onzekerheid; omdat 

het niet helemaal zeker is of het een goede beslissing is. We weten uit voorgaand onderzoek 

dat ondernemingen in dergelijke situatie’s (onzekerheid) elkaars beslissingen veelal imiteren. 

 

Bestaande theorie 

Er is grofweg een drietal theorieen in omloop die dat gedrag proberen te verklaren. De eerste 

is “herding theory” (kuddegedrag). Deze theorie komt uit de economie en benadrukt dan ook 

dat het helemaal niet zo irrationeel is om te imiteren; als je je concurrenten bijvoorbeeld een 

nieuwe markt ziet intrekken kun je concluderen dat hun analyse heeft uitgewezen dat dat een 

aantrekkelijke markt is, en dus dat jij er ook beter heen kunt gaan. Herding theory laat wel 

zien dat dat dus soms fout kan gaan; als de eerste organisaties het bij het verkeerde eind 

hebben rent iedereen de klif af.  

 

De tweede theory die imitatie verklaart is “institutional theory” en met name het deel wat 

wordt aangeduid als “mimetic isomorphism”. Deze is afkomstig uit de sociologie. Deze 

beargumenteert bijvoorbeeld: Ook al denk jij, als bedrijf, dat het binnentrekken van die 

nieuwe markt helemaal niet zo aantrekkelijk is, als al je concurrenten het wel doen, gaan 

allerhande belanghebbenden (aandeelhouders, beursanalisten, werknemers, klanten, etcetera) 

lastige vragen stellen: “Ze kunnen het toch niet allemaal bij het verkeerde eind hebben”, 

“moet jij dat ook niet eens doen”, “zo dadelijk mis je de boot”, enzovoorts. En dat kan heel 

reele consequenties hebben: Analisten stellen jouw rating naar beneden bij, aandeelhouders 

lopen weg zodat je koers omlaag gaat, door je verminderde reputatie wordt het lastiger de 

beste werknemers aan je te binden en ga zo maar door. Hoewel jij weet dat die nieuwe markt 

helemaal niet zo aantrekkelijk is als anderen beweren, word je toch gedwongen er ook heen te 

gaan; louter om je al de bovengenoemde ellende te besparen. 
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De derde theorie – zij het dat deze het minst wordt aangedragen – komt voort uit de 

psychologie: social comparison theory. Deze is bijvoorbeeld aangewend om de salarissen van 

top managers te verklaren of de positionering van producten in de markt. Als mensen hebben 

we allemaal een fundamentele neiging ons met anderen te vergelijken (en ons gedrag daaraan 

aan te passen, bijvoorbeeld in termen van de kleding die we dragen, die muziek waar we naar 

luisteren en het taalgebruik dat we bezigen). Top managers zijn niet anders. Zij kijken om 

zich heen wat andere bedrijven doen, en doen dan gewoon hetzelfde (om er “hetzelfde uit te 

zien”). Ook dit uit pure onzekerheid. 

 

Deze dissertatie 

In dit proefschrift probeer ik een aantal zaken aangaande imitatie wat nader te verklaren. Ten 

eerste, wie doet wie nou precies na? Ten tweede, is het altijd imitatie of zijn er ook 

omstandigheden waarin bedrijven precies het omgekeerde willen doen van anderen (omdat 

die anderen het al doen)? Ten derde, zou het ook zo kunnen zijn dat ondernemingen binnen 

een en dezelfde bedrijfstak allemaal iets van elkaar nadoen wat, ongemerkt, slecht is voor hun 

prestaties maar dat ze allemaal toch maar blijven doen...?  

 

Er zijn drie hoofdstukken met “real meat”. Hoofdstuk 1 is een inleidend stuk en hoofdstuk 5 

is een concluderend schrijven. Hoofdstuk 2-4 presenteren echt origineel onderzoek. 

Hoofdstuk 2 beschrijft de invloed van “competitive networks”, en specifiek voor bedrijven in 

de Chinese pharmaceutische industrie en de Taiwanese computerindustrie. Voorgaand 

onderzoek heeft al laten zien dat de sociale netwerken van bedrijven (b.v. andere bedrijven 

waar ze allianties mee hebben, of commisarissen mee delen) invloed hebben op 

imitatiegedrag. In dit hoofdstuk laat ik zien dat hun competitive network (patronen van wie 

nou precies met wie concurreert) ook grote invloed heeft op imitatie. Echter, sommige 

groepen concurrenten volg je graag een nieuwe markt in, maar andere groepen rivalen, die 

elkaar hevig beconcurreerden in het verleden, volg je liever niet. Zelfs al is de markt 

aantrekkelijk, als die er heen gaan blijf jij liever thuis. Dat wil zeggen, bedrijven imiteren 

elkaar niet altijd; soms doen ze juist iets niet omdat anderen het al doen. 

 

Hoofdstuk 3 leent wat inzichten uit de social comparison theory. Ook dit hoofdstuk laat zien – 

voor bedrijven in de Chinese pharmaceutische industrie – dat er bepaalde groepen 

organisaties zijn die bedrijven geneigd zijn na te doen (ondernemingen die grofweg even 

groot zijn, ondernemingen die deels dezelfde producten maken) maar er zijn ook groepen 
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waar je je helemaal niet aan wilt conformeren; in tegendeel. Ik analyseer hoeveel producten 

bedrijven in hun portfolio opnemen en laat zien dat zij geneigd zijn precies het 

tegenovergestelde te doen van andere bedrijven in dezelfde provincie en die dezelfde soort 

medicijnen produceren (traditionele Chinese of Westerse medicijnen). Als die bijvoorbeeld 

gemiddeld meer producten in hun portfolio hebben dan jij, dan ga je er juist nog minder 

opnemen. De verklaring is dat deze laatste groepen door allerhande institutionele regelgeving 

al heel veel hetzelfde moeten doen. Als een onderneming in zo’n groep dan een keer de kans 

krijgt zich te onderscheiden – bijvoorbeeld door meer of juist minder producten op te nemen – 

dan doet ze dat ook. Voorgaande theorie is er altijd vanuit gegaan dat, in onzekere situaties, 

bedrijven om zich heen kijken en dan anderen imiteren. Deze studies laten zien dat dat maar 

de halve waarheid is. Bedrijven kijken om zich heen maar concluderen dan soms evenzeer 

“nou, dan doe ik precies het omgekeerde”. Bedrijven imiteren, maar onderscheiden zich ook 

graag. 

 

Het vierde hoofdstuk presenteert een theorie en computermodel dat bewijst dat het – in 

theorie – mogelijk is dat bedrijven van elkaar slechte strategische beslissingen imiteren (b.v. 

een bepaald management systeem implementeren) waardoor ze minder sterk en efficient 

worden, maar dat toch, ondanks dit verval, iedereen in de bedrijfstak het zo blijft doen. 

Bestaande theorie – en “common wisdom” – ging er altijd van uit dat bedrijven wellicht 

slechte inzichten van elkaar kopieren maar dat deze uiteindelijk wel uit zullen sterven; zelfs al 

leren bedrijven zelfs niks dan worden die wel uit de markt geconcurreerd. Het rotsvast 

vertrouwen in marktwerking gaat hier ook van uit; “de besten komen heus wel vanzelf boven 

drijven”. Dit hoofstuk laat zien – en bewijst – dat dit (helaas) helemaal niet het geval hoeft te 

zijn. Net zoals het aids virus niet vanzelf uitsterft, sterven domme managementsystemen ook 

niet noodzakelijkerwijs vanzelf uit. Het computermodel laat zien dat het helemaal niet zo 

onaannemelijk is dat er tal van managementpraktijken maar voort blijven bestaan die louter 

een negatieve invloed hebben op het presteren van bedrijven. 

 

Ik sluit dit proefschrift af met een wat reflecterend en concluderend hoofdstuk waarin ik ook 

een aantal voorbeelden aandraag en uitleg hoe de in de voorgaande hoofdstukken beschreven 

mechanismen in zijn werk gaan. In twee appendices verschaf ik nog een gedetaileerder 

literatuuronderzoek en en variatie op het computermodel van hoofstuk 4. Deze variatie laat 

zien dat in sommige bedrijfstakken slechte managementpraktijken niet eens nadelige 
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invloeden hoeven hebben op de bedrijven zelf omdat ze deze kosten kunnen afwentelen op de 

hun klanten en daarmee de maatschappij. 
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