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Abstract 

Institutions, in the sense of durable systems of behavioural rules, norms and beliefs, are 

generally limited in their scope. Collective rules and norms are developed for specific 

behaviours and enforced within delimited social domains. This dissertation examines 

how, in shaping the behaviour of firms, the effects of institutions diffuse from their 

original contexts to outside domains. It explores how firms’ market relations may serve 

as a conduit for this diffusion. 

Chapter One provides a context to, and overview of, the entire dissertation. A 

conceptual framework is introduced that distinguishes between four kinds of 

institutional effects on firm behaviour. Collective rules and norms can have direct 

effects, in promoting the adoption of behaviours in relation to which those rules and 

norms have developed. Institutions can also have diffuse effects, as when actors observe 

and react to how rules and norms are enforced on others. These direct and diffuse 

effects of institutions can unfold inside the domains in which they are established and 

enforced. Alternatively, the effects of an institution may be extra-jurisdictional, 

impinging on actors who are far from the institution’s original domain. A theoretical 

account of those effects that are at once diffuse and extra-jurisdictional is identified as a 

central contribution of this dissertation. 
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Chapter Two presents the first of two empirical studies, entitled ‘Rules That 

Bound: How External Regulation and Partner Dependence Combine to Drive Practice 

Adoption.’ The study features a quantitative analysis of how regulation—explicit rules, 

administrative guidelines and laws (Scott, 1995)—affects the adoption of practices by 

the suppliers to a regulated industry. A novel dataset is utilised which tracks the 

adoption of green building design practices by a panel of 226 architecture studios in 

Australia from 2008-2015. In line with my theoretical predictions, I find that firms are 

influenced by regulations from jurisdictions where they do not operate but where their 

prospective clients do. In their responses to extra-jurisdictional regulation, firms are 

shown to vary to an extent that depends on a firm’s power relative to that of its clients. 

Chapter Three, entitled ‘Rules That Bind: The Observance of Norms in Early 

Stage Interorganisational Relations,’ explores how social norms—implicit behavioural 

rules which specify what is valued and what ought to be done (Scott, 1995)—function 

to draw firms into productive relations. This study involves a qualitative analysis of 22 

early stage relationships between Australian design service firms and their clients. 

Using inductive multiple-case analysis, I identify a system of norms that influence the 

tendency of client firms to act cooperatively in new relations. Clients providing 

unilateral and weakly contingent benefits to their suppliers is found to have a positive 

effect on relationship development. I propose that this effect is mediated by a firm’s 

judgment of its client’s ‘character’ (i.e. the client’s underlying behavioural tendencies 

and values). In addition, this study suggests a previously unidentified contingency in the 

social judgment process by which corporate reputation forms: as a firm’s power 

increases relative to that of its client, the firm is more likely to impute positive character 

to the client for conduct that conforms to prevailing norms. 
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Taken together, the findings from this research suggest that firms are receptive 

to how their prospective clients are operated upon by institutional forces, including by 

forces emanating from outside domains. The behavioural effects of institutions are 

found to diffuse, within and across contexts, through the market relations between 

firms. Consistent across the two studies presented, firms’ responses to institutional 

effects on their clients are found to vary to an extent that depends on a firm’s power 

relative to that of its clients. Following resource dependence theory, power is defined in 

terms of a firm’s control over vital resources and as a property of exchange relations 

(Emerson, 1962). This leads to the conclusion that as institutional effects diffuse 

through the relations between firms they are moderated by properties of those relations. 
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1 

Introduction 

Institutions, in the sense of durable systems of collective rules, norms and beliefs which 

provide stability and meaning to social life (Scott, 1995), are generally limited in their 

scope. Collective rules and norms are developed for specific behaviours; often for those 

that have an external cost or benefit to a social group (Coleman, 1990). The behavioural 

effects of institutions are also generally confined to delimited social domains. 

Regulations are enforced within contexts over which authorities hold jurisdiction 

(Berrone, Fosfuri, Gelabert & Gomez-Mejia, 2013). Social norms are developed only 

for behaviours viewed as important by most members of a group and are enforced 

among that group’s members (Hackman, 1976). Yet it is also evident that institutional 

effects can diffuse from their original contexts to outside domains. Beliefs travel and 

interchange across cultures. Norms spread. Rules are accepted and reformed under 

outside influence. Rules bound; they diffuse across contexts. Rules bind, also; they 

draw actors together into productive social and economic relations. 

Within organisational studies, significant progress has been made toward 

understanding how the effects of institutions diffuse across contexts in shaping the 

behaviour of firms (Fremeth & Shaver, 2014; Haveman, Rao & Paruchuri, 2007), yet 
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important challenges remain. For a firm, the constituents of its organisational field1 

include market actors (e.g. buyers, suppliers) and nonmarket actors (e.g. regulators, the 

media) (Delmas & Toffel, 2008; Hoffman, 2001). These constituents are themselves 

operated upon by institutional forces, sometimes in external domains, that is, in 

institutional settings that are not faced in common with the firm. Though a developed 

body of literature shows that institutional effects can diffuse across contexts, there is a 

need to assess whether and how the market relations between firms may serve as a 

conduit for this diffusion. 

This dissertation examines how, in shaping the behaviour of firms, institutional 

effects diffuse across geographic contexts and along stages of an industry’s value chain. 

My analysis spans two different organisational outcomes: 1) the adoption by firms of 

practices to assist their clients to achieve an emergent standard, and 2) the development 

of interorganisational relations between firms. These organisational outcomes are 

related because firms have been found to improve their chances of success during tie-

formation by acquiring new capabilities (Ahuja, 2000). I study separately the effects of 

two types of institutions known to play a central role in market life. Regulative 

institutions are composed of explicit rules, administrative guidelines and laws (Scott, 

1995). These provide the basic rules governing market transactions (Sine, Haveman & 

Tolbert, 2005). Normative institutions are composed of implicit behavioural rules which 

specify valued ends and the procedures deemed appropriate for pursuing those ends 

(Philippe & Durand, 2011; Reno, Cialdini & Kallgren, 1993). These can serve to 

constrain opportunistic behaviour in exchange relations (Granovetter, 1985). 

                                                
1 An organisational field is comprised of ‘those organisations that... constitute a recognized area of 

institutional life: key suppliers, resource and product consumers, regulatory agencies, and other 

organisations that produce similar services or products’ (DiMaggio & Powell, 1983: 148). 
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The body of this dissertation is comprised of two empirical studies which are 

briefly summarised below. Following that, I introduce a theoretical framework that is 

useful for situating my empirical analyses in relation to one another and to prior 

literature. I conclude this chapter by detailing the conceptual model that is subject to 

empirical investigation in this dissertation, its key empirical findings and their central 

implications for theory. 

1.1 Empirical Studies 

1.1.1 Rules That Bound: How External Regulation and Partner Dependence 

Combine to Drive Practice Adoption 

In the next chapter (Chapter Two) I present a quantitative analysis of how the interplay 

between regulation and partner dependence drives practice adoption. This study focuses 

on how firms are impacted upon by extra-jurisdictional regulation, which I define as 

regulation in jurisdictions where a firm does not operate but where its prospective 

clients do. The study is developed in relation to prior literature on the role of institutions 

in driving the adoption of private voluntary standards (Delmas, 2002; Delmas & Toffel, 

2004, 2008; York & Lenox, 2014; York, Vedula & Lenox, 2017). Voluntary standards 

are codified sets of practices that allow for verification of a firm’s performance or a 

product’s quality (King, Lenox & Terlaak, 2005). 

The empirical setting is the Australian green building input market. Historically, 

to encourage real estate developers to reduce negative environmental impacts in 

building construction, regulators have endorsed voluntary ‘green building’ standards. 

Examples include the ‘Leadership in Energy and Environmental Design’ (LEED) 

standard, introduced in 1998 by the United States Green Building Council (USGBC), 

and the ‘Green Star’ standard, introduced in 2002 by the Green Building Council of 
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Australia (GBCA). These standards have provided means by which to assess and certify 

the environmental attributes of buildings. To achieve green building standards in 

practice, developers have relied on a supply base of firms producing intermediate 

products and services as inputs to green building design and construction (Simcoe & 

Toffel, 2014; York & Lenox, 2014). 

To assess the responses by firms to regulatory effects on their clients, this study 

utilises a novel dataset which tracks the adoption of green building design practices by a 

panel of 226 architecture studios across Australia from 2008-2015. In line with my 

theoretical predictions, I find that firms, in their rates of practice adoption, are positively 

influenced by extra-jurisdictional regulation. This study’s findings indicate that 

regulatory effects can diffuse at once across geographic contexts and along the stages of 

an industry’s value chain. Extending upon and corroborating this finding, I predict and 

find that firms vary in their responses to extra-jurisdictional regulation to an extent that 

depends on a firm’s power relative to that of its clients. 

1.1.2 Rules That Bind: The Observance of Norms in Early Stage 

Interorganisational Relations 

Chapter Three presents a qualitative study exploring how the behavioural effects of 

social norms help to bind firms into productive interorganisational relations. This 

multiple-case study, carried out in collaboration with Kwanghui Lim and Don 

O’Sullivan, draws on 30 interviews providing a lens to view 22 early stage relationships 

between design service firms and their clients. 

The study is developed in relation to the literature on interorganisational 

relations and research on firm reputation. Broadly consistent with prior literature (e.g. 

Granovetter, 1985), inductive multiple-case analysis reveals that cooperative norms—

social norms which constrain otherwise self-interested economic actors to work for 
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collective benefit (Knack & Keefer, 1997)—serve to foster collaboration between firms. 

This study identifies a system of cooperative norms which influence the behaviour of 

client firms in the design services market. Central to this system are several IP-related 

norms which provide functionality relating to the protection and sharing of intellectual 

property (IP) (Fauchart & von Hippel, 2008). 

Previous research suggests that social norms can provide a context in which the 

reputations of firms are assessed (Love & Kraatz, 2009). However, to the extent that a 

firm’s behaviour conforms to prevailing norms it may be taken as a weak indicator of 

the firm’s underlying behavioural tendencies and values (its ‘character’) (Mishina, 

Block & Mannor, 2012; Zolotoy, O’Sullivan & Klein, 2017). I propose that a firm’s 

judgment of its client’s character mediates the positive effect of cooperative actions by 

the client on the likelihood of the client and the supplier developing an 

interorganisational tie. The cooperative actions which are this study’s focus include the 

decision by clients to allocate intellectual control rights to a supplier when the client 

could otherwise exercise power to retain such rights. This intellectual property strategy 

is seen to provide a unilateral and weakly contingent benefit and thereby functions as a 

form of commitment behaviour. 

Using inductive cross-case analysis, I highlight a previously unidentified 

contingency in the process by which corporate reputation forms: as a firm’s power 

increases relative to that of its client, the firm is more likely to form positive judgments 

of its client’s character for conduct that conforms to prevailing norms. Should this 

emergent theory survive more definitive empirical tests, it would suggest a novel 

theoretical driver that enables asymmetric relationships to form. 

 



	
 

23	

1.2 Direct and Spillover Effects of Institutions 

In my research, I owe a debt to new institutional theorists who stressed that by 

conforming to the dominant practices in their organisational field firms obtain 

legitimacy (e.g. DiMaggio & Powell, 1983) and reputation (e.g. Philippe & Durand, 

2011). To these ends, firms may choose to adopt institutionalised practices regardless of 

their efficiency implications (Hoffman & Ventresca, 2002). I owe an intellectual debt 

also to researchers who have extended upon and tested the limits of new institutional 

theory by assessing why firms may vary in their responses to comparable institutional 

pressures (Delmas & Toffel, 2008; Oliver, 1991) and the potential interrelationships 

between institutional and market forces (D'Aunno, Succi, & Alexander, 2000). 

Throughout this dissertation my analysis focuses on four different kinds of 

effects by which institutions can shape firm behaviour. Table 1.1 illustrates these four 

situations, using as examples the situations examined in later chapters of this 

dissertation. The table helps to situate my work in relation to prior literature. My main 

point of departure from prior research is in developing a novel theoretical account of the 

fourth quadrant. 

1.2.1 Effects of Institutions Inside Their Original Domains 

Institutional theorists have argued that firms in the same organisational field are likely 

to be affected in similar ways by institutional forces that emanate from their shared 

domain (Jennings & Zandbergen, 1995). An institution can have direct effects within its 

original domain. This is the situation when collective rules or norms impinge on actors 

engaged in the primary behaviours to which those rules or norms relate, and within the 

setting in which they those rules or norms developed. Within its original domain, an 
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institution can also have diffuse effects, as when actors anticipate, observe and react to 

the enforcement of collective rules or norms on others (Ellickson, 2001). 

Table 1.1 Direct and spillover effects of regulative and normative institutions 

 

  

 Jurisdictional Effects Extra-jurisdictional Effects 

Direct Effects of 
Institutions 
• Effects when 

an institution 
impinges on 
primary 
behaviours to 
which 
collective rules 
and norms 
relate. 

• Include the 
obligation to 
enforce 
collective rules 
and norms in a 
social setting. 

Quadrant 1 Quadrant 3  

Regulative effects 
• Regulation encourages the 

adoption of private voluntary 
standards by firms in a regulated 
industry. 

• Firms in the same jurisdiction are 
affected in similar ways by 
regulations to which they are 
exposed. 

Regulative effects 
• If firms in a regulated industry are 

diversified, they can face 
different sets of regulations 
across geographic contexts in 
which they operate. 

• Regulation in one jurisdiction 
may lead firms in that jurisdiction 
to change their standard 
operating procedures across 
multiple contexts. 

Normative effects 
• Cooperative norms, developed in 

relation to behaviours that have a 
benefit or cost to suppliers, are 
evoked in client’s cooperative 
actions during tie-formation. 

• Obligation to enforce cooperative 
behaviour by clients falls on 
suppliers and third parties 

Normative effects 
• Client firms may carry 

cooperative habits to atypical 
situations beyond the reach of 
the normative institution in which 
the habits were formed (e.g. one-
shot interactions in new 
geographic markets). 

Diffuse Effects of 
Institutions 
• Effects when 

actors observe 
(or anticipate) 
and react to 
the 
interactions 
between 
enforcers and 
their targets. 

Quadrant 2 Quadrant 4 

Regulative effects 
• Regulation that encourages 

standards adoption by firms in an 
industry foreshadows for that 
industry’s suppliers that 
standards-specific services will 
be in demand. 

• Depending on their power relative 
to that of their prospective 
clients, suppliers may respond by 
adopting relevant expertise. 

Regulative effects 
• Forward-looking suppliers may 

recognize that extra-jurisdictional 
regulation foreshadows changes 
in demand where they operate 
for standards-specific services. 

• Depending on their relative 
power, suppliers may anticipate 
and prepare to help meet their 
clients’ changing regulatory 
requirements. 

Normative effects 
• A client may choose to pre-

emptively reward with an 
exchange opportunity a supplier 
perceived as likely to serve as an 
active enforcer in collaboration 
with the client.  

Normative effects 
• In carrying cooperative habits 

into new social domains, a client 
may elicit various reactions. This 
includes reactions from 
constituents to observe and 
react to how others respond to 
the client’s behaviour.  
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Direct and Diffuse Effects of Regulations Inside Their Original Domains 

Much of the prior literature on regulation intended to support voluntary standards has 

focused on the effects of regulation inside the jurisdictions in which it is established. 

Heterogeneity in the rates at which firms adopt a new standard is attributed to 

differences in the composition or intensity of regulation across jurisdictions, alongside 

other context-specific social and cultural forces (Delmas, 2002; Delmas & Toffel, 2004; 

York, Vedula & Lenox, 2017). Furthermore, prior research on voluntary standards has 

tended to focus on highly regulated industries—that is, on firms that are the targets of 

regulation (Delmas & Toffel, 2008; King & Lenox, 2000; Sine, David & Mitsuhashi, 

2007). These dynamics are shown in Quadrant 1 of Table 1.1. 

However, regulation can also have diffuse effects, impinging on actors that 

anticipate, observe and react to the enforcement of collective rules on others (Ellickson, 

2001). For instance, prior research shows that regulation intended to encourage the 

adoption of a new standard can have diffuse effects along the regulated industry’s value 

chain. For the industry’s suppliers, regulation that endorses a new standard may be 

interpreted to foreshadow changes in demand for new intermediate products/services 

needed to achieve the standard in practice (York & Lenox, 2014). Regulation may 

thereby encourage the suppliers to invest in standards-related expertise (Simcoe & 

Toffel, 2014). Prior empirical research provides evidence for these spillover effects 

proximate to the jurisdictions in which regulation was introduced (Simcoe & Toffel 

2014). These dynamics are shown in Quadrant 2 of Table 1.1. 

Direct and Diffuse Effects of Social Norms Inside Their Original Domains 

Analogously, social norms can have both direct and diffuse effects within the original 

domains in which they are established and enforced. With respect to their direct effects, 

social norms are typically developed to make individual actors take account of the 
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external costs or benefits associated with specific behaviours (Coleman, 1990). By 

specifying what is valued and what ought to be done, these informal behavioural rules 

simplify group influence processes (Fauchart & von Hippel, 2008).  

The direct effects of social norms include when actors are induced to enforce 

collective norms on others. As Bendor and Swistak (2001) emphasise, the obligation to 

retaliate against transgressions of a social norm extends not only to second parties 

harmed by the initial transgression; the responsibility to retaliate must fall also on third 

parties and even an entire community for the norm to remain stable. 

In Chapter Three I find that design service firms enforce cooperative norms by 

rewarding those clients that conform to the norms. The form of reward on which this 

study focuses is the decision by design firms to expend extra effort, above what is 

specified in an (incomplete) service contract. As highlighted in the services literature, to 

deliver a high-quality service, suppliers may be required to make significant up-front 

investments of effort toward diagnosing a client’s needs. Up-front investment in 

learning is inherently risky, as it is akin to investing in an asset that may lose value 

outside of the exchange (Sharma, 1997). In Chapter Three, case examples are provided 

which suggest that design suppliers reward their clients for conduct that conforms to 

prevailing IP norms by (a) investing up-front in intensive research and prototyping 

programs aimed at diagnosing the client’s needs, and (b) committing to highly 

interdependent design processes involving iterative cycles of information sharing and 

feedback across firm boundaries. Given such specialisation and interdependence, the 

expenditure of initial effort may help to lock one or both parties into the relationship. 

Further, I present case examples which suggest that the obligation to enforce 

cooperation by clients extends to a diverse set of constituents which may include a 

client’s own customers. This is particularly the case for client firms whose target 
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customers include members of communities to which the client’s suppliers also belong. 

These dynamics are shown in Quadrant 1 of Table 1.1.  

Social norms can also have diffuse effects within a group setting. As Ellickson 

(2001) writes, in regulating primary behaviours some actors will be on the ‘front line’ in 

meting out punishments and rewards. As defined in this dissertation, the diffuse effects 

of social norms impinge on actors who anticipate, observe and react to the interactions 

between these ‘enforcers’ and their targets. Actors may participate in all three roles at 

different or the same times. That is, an actor may engage in the primary behaviour to 

which a norm relates, enforce norm-conformance on themself or on others, and sanction 

(reward) others for their enforcement behaviours (Ellickson, 2001). 

In Chapter Three, some evidence is found to support an account whereby 

cooperative norms have diffuse effects within the design services market. Given the 

potential benefits of conformity, when a client firm is selecting suppliers it may actively 

search for suppliers that it perceives to be likely to serve as active enforcers, and pre-

emptively reward these suppliers with exchange opportunities. These dynamics are 

shown in Quadrant 2 of Table 1.1. 

1.2.2 Effects of Institutions Outside Their Original Domains 

Although institutions are generally limited in scope, they can have extra-jurisdictional 

effects, impinging on actors that are far from an institution’s original domain. There are 

two modes by which institutional effects can diffuse across contexts. The first mode 

involves direct effects, such as when collective rules or norms are transported across 

contexts because they are internalised as default behavioural heuristics. A theoretical 

account of the second mode, which involves diffuse effects, is a central contribution of 

this dissertation. 
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Direct and Diffuse Effects of Regulation Outside Their Original Domains 

To appreciate the direct and extra-jurisdictional effects of regulation, consider the case 

where firms in a highly regulated industry are diversified, operating in multiple 

geographic contexts. These firms will be exposed to different sets of regulations, 

institutionalised practices and norms (Levy & Rothenberg, 2002). Regulation which 

endorses a new standard in one jurisdiction may encourage the firms operating in that 

jurisdiction to change their standard operating procedures across multiple contexts 

(Fremeth & Shaver, 2014). These dynamics are shown in Quadrant 3 of Table 1.1. 

In addition to changing these firms’ standard operating procedures, regulation 

may lead them to develop new sourcing requirements, if they rely on external input 

providers to meet the standard in practice (Adner & Levinthal, 2001). For diversified 

firms, the effect could be changes in their sourcing activities across geographic markets. 

In Chapter Two, I argue that forward-looking suppliers may recognize that extra-

jurisdictional regulation foreshadows changes in demand for standards-related inputs 

within their own markets. To the extent that suppliers will then adopt expertise to assist 

prospective clients to meet their regulatory requirements, the situation is one wherein 

regulation has diffuse effects outside of its original domain. These dynamics are shown 

in Quadrant 4 of Table 1.1. 

Direct and Diffuse Effects of Social Norms Outside Their Original Domains 

Social norms can similarly have direct effects outside of the group setting in which they 

were established. Empirical research indicates that actors who primarily act in 

environments characterised by strong cooperative norms may be led to internalise the 

norms as default heuristics (Rand, Peysakhovich, Kraft-Todd, Newman, Wurzbacher, 

Nowak & Green, 2014). Furthermore, these ‘habits of virtue’ are likely to be carried 

over into atypical situations beyond the reach of the normative institutions in which the 
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habits were formed. Findings from a recent study reveal that actors socialised in 

environments where the ‘rules of the game’ make cooperation advantageous will tend to 

uphold cooperative norms even in one-shot interactions (Peysakhovich & Rand, 2016). 

Consistent with these insights, in Chapter Three I find that design service clients 

adopt cooperative IP strategies and may frame these as motivated by deeply held social 

ideals. Some case evidence is presented to suggest that these cooperative strategies are 

carried over by client firms into one-shot interactions when entering new geographic 

markets. These dynamics are shown in Quadrant 3 of Table 1.1. 

It is conceivable that social norms have diffuse effects outside of their original 

domains. To appreciate the diffuse and extra-jurisdictional effects of social norms, 

consider the situation in which a firm seeks to supply a norm, through its habits of 

virtue, from the original context in which the norm was developed into an outside 

domain. Social acceptance of the norm may rely not only on constituents of that outside 

domain responding positively to the firm’s behaviour; it may also depend on those 

constituents’ responses being socially reinforced by others. This situation, shown in 

Quadrant 3 of Table 1.1, is beyond the empirical scope of this dissertation but is 

identified as an area for future research. 

1.3 Conceptual Model, Findings and Implications 

As is usual, the analysis that I present is based on theoretical explication of relationships 

among studied phenomena, supported by empirical tests (Sutton & Straw, 1995; 

Thompson, 1956). Figure 1.1 illustrates the causal relationships that are the focus of this 

dissertation. As schematically illustrated in Figure 1.1, Chapter Two examines the effect 

of regulation on practice adoption by firms. I focus on the diffuse effects of regulation 

inside and outside of its original domain (H1 and H2, respectively, in Figure 1.1). 
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Chapter Three focuses on the direct effects of social norms on the cooperative actions of 

client firms. I examine contingencies that affect how those actions are likely to be 

received and the potential consequences during tie-formation (P1 and P2 in Figure 1.1). 

Figure 1.1 Model of the behavioural effects of institutions spanning two types of 
institutions and two organisational outcomes 

 

Empirical evidence is important for confirming, revising or disconfirming theory and 

for guiding the development of new theory (Sutton & Staw, 1995). In addition, 

inductive reasoning is required to move from results at hand to theoretically useful 

generalisations, even in positivistic empirical research (Cohen, 1994). While I combine 

deductive and inductive methods in this dissertation, each study focuses on one of the 

two approaches. Chapter Two features a quantitative analysis in which hypotheses are 

tested using archival data and multivariate statistics. Chapter Three features a 

qualitative, multiple-case study from which propositions are inductively derived. Cases 
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its prospective clients
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H4: (–)
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Power of the supplier
relative to its client/s

Regulation internal to the 
supplier's jurisdiction/s targeting 
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Judgment by the 
supplier of the client's 
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are treated as a series of experiments that either confirm or disconfirm my emergent 

theory (e.g. following Davis, 2016), but are not validated with definitive empirical tests. 

 Several considerations have led me to utilise different methodological 

approaches and more generally to divide this dissertation into two separate studies. 

First, public regulations are codified in public records and are therefore amenable to 

archival research. In contrast, because social norms are generally implicit, rarely written 

down or explicitly discussed (Feldman, 1984; Gibbs, 1965), a qualitative interview-

based approach is more appropriate for the study of norms (Fauchart & von Hippel, 

2008). Second, it can prove problematic seeking to demarcate the boundaries of a group 

among whose members social norms are enforced. In contrast, regulatory jurisdictions 

are more easily identified. Hence, the study of regulation allows for a research design 

that tests for extra-jurisdictional institutional effects. 

Sutton and Straw (1995: 378) write that theory delves into the reasons for an 

occurrence, but its tendency is to also burrow deeply ‘into neighbouring concepts, or in 

an upward direction, tying itself to broader social phenomena.’ Through the two studies 

I delve into two sets of different relationships: in seeking to explain two different 

organizational outcomes, these studies focus on two different institutional systems and 

utilise a diverse set of empirical methods. Yet, across these studies, my analysis and 

results tie to the same social phenomena in several important ways. 

First, I study two organisational outcomes that are closely related (as depicted 

schematically in Figure 1.1). The adoption by firms of practices can reasonably be 

expected to improve the firms’ chances of success during tie-formation (e.g. Ahuja, 

2000; Hallen, 2008). To the extent that these practices are specialised, however, their 

adoption carries risk (Levinthal & Fichman, 1988; Seabright, Levinthal & Fichman, 
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1992). This raises the question of how clients obtain the confidence of their suppliers 

during tie-formation, a research question addressed in Chapter Three. 

Second, consistently across the two studies, firms are found to vary in their 

responses to institutional effects on their clients to an extent that depends on a firm’s 

power relative to that of its clients (H4 and P2 in Figure 1.1). Throughout this 

dissertation, I draw on resource dependence theory’s conceptualisation of power as a 

property of exchange relations (Emerson, 1962; Pfeffer & Salancik, 1978). In Chapter 

Two, drawing on the logic of power in resource dependence research, I present the first 

study (to my knowledge) to consider why firms may vary in their responses to extra-

jurisdictional institutional influences, locating my answer in the power dynamics 

between firms. In Chapter Three, I identify the balance of power between a firm and its 

client as a contingency that affects the firm’s social judgment of the client’s character, 

with implications for the types of relationships likely to form between firms. 

Taken together, the findings from this dissertation suggest that firms are highly 

receptive to how their prospective clients are operated upon by institutional forces, 

including by forces emanating from outside domains. The behavioural effects of 

institutions are found to diffuse across contexts, both through the internalisation of 

collective rules and norms as default heuristics and through the market relations 

between firms. Consistently across the two studies presented, the dynamics of how 

firms respond to institutional effects on their clients is found to vary to an extent that 

depends on a firm’s power relative to that of its clients. This leads to the conclusion that 

as institutional effects diffuse through firms’ market relations they are moderated by 

structural properties of those relations. 
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2 

Rules That Bound 
How External Regulation and Partner Dependence                                                  

Combine to Drive Practice Adoption 

2.1 Introduction 

With the proliferation of regulations in many sectors of the economy, the impact of 

these and public policy in shaping firm behaviour is a thriving area of scholarly inquiry 

(Berrone et al., 2013; Fremeth & Shaver, 2014; York et al., 2017). Regulative 

institutions are commonly considered to be limited in scope: administrative guidelines, 

rules and laws are developed in relation to specific behaviours, often targeted at specific 

industries and enforced within delimited legal domains (Berrone et al., 2013). Yet it 

also evident that, in shaping the behaviour of firms, the effects of regulations can 

diffuse across contexts. Performance considerations may lead firms operating in 

multiple jurisdictions to standardise their regulatory responses (Dowell, Hart & Yeung, 

2000). Firms have been found to respond to regulations in jurisdictions where they do 

not operate but where their competitors do (Fremeth & Shaver, 2014). 

In the organisational literature, significant progress has been made toward 

explaining how the behavioural effects of institutions diffuse across contexts. 

Researchers have highlighted the important role played by ‘theorists’, actors such as 

journalists, policy analysia dn public thought-leaders who translate general models to 
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new contexts, providing the rationale for practices to be adopted (Haveman, Rao & 

Paruchuri, 2007; Rao, Monin & Durand, 2003).  Yet important challenges remain: there 

is a need to assess how regulatory effects diffuse across contexts and how the relations 

between firms may serve as a conduit for this diffusion.2 

The present study focuses on the impact of regulation and public policy that 

endorses private voluntary standards. Voluntary standards are codified sets of practices 

that allow for verification of a firm’s performance or a product’s quality (King, Lenox 

& Terlaak, 2005). Prior research shows that regulation has direct effects in driving 

standards adoption among firms in highly regulated industries such as traditional 

manufacturing (Delmas & Toffel, 2008) and chemical production (King & Lenox, 

2000). Regulation can also have diffuse effects, in encouraging the suppliers to an 

industry supported by regulation to invest in specialised inputs (e.g. intermediate 

products/services, internal capabilities) needed to achieve a new standard in practice 

(Simcoe & Toffel, 2014). 

In investigating these effects of regulation, researchers have usually focused 

inside its original domain, that is, inside the jurisdiction(s) in which it is enacted and 

(potentially) enforced (e.g. York et al., 2017). No studies to my knowledge have 

considered regulatory effects that are both diffuse, impinging on actors other than those 

directly targeted by regulation, and extra-jurisdictional, impinging on actors who are far 

from its original domain. I predict that suppliers will respond to regulation in 

jurisdictions where they do not operate but where their prospective clients do. The 

                                                
2 The present study considers network relations in terms of market affiliations between firms. However, 

co-affiliations of firms with the geographic locations in which they reside are also considered as the basis 

upon which interorganisational relations may form. In adopting this approach, the present study builds on 

literature that considers relations as ‘emerging atop a landscape of settings’ which provide ‘social foci’ 

for the establishment of interorganisational ties (Sorenson & Stuart, 2008: 267). 
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underlying theoretical basis for this prediction is that, when targeted by regulation that 

endorses an emerging standard, firms operating in multiple jurisdictions will standardise 

their responses (Dowell et al., 2000; Fremeth & Shaver, 2014). In turn, forward-looking 

suppliers to those firms may anticipate that extra-jurisdictional regulation foreshadows 

changes in demand where they operate for standards-related expertise. 

In this study, I propose to integrate theories of institutional and organisational 

dynamics by emphasising, on the one hand, how social pressures toward conformity 

drive standards adoption and, on the other, how the power relations between firms 

condition firms’ institutional responses. In this endeavour, I build on prior research that 

has sought to explain how institutional forces can produce heterogeneity, rather than 

homogeneity, in the strategies and practices of firms (Delmas & Toffel, 2004, 2008; 

Oliver, 1991). This study is the first (to my knowledge) to address why firms may vary 

in their responses to extra-jurisdictional institutional influences. 

The hypothesised relationships that I examine in this chapter are depicted 

schematically in Figure 2.1. The outcome variable of interest is the adoption of practices 

by suppliers. I investigate the diffuse effects of regulation both inside and outside of the 

jurisdiction in which the regulation was established (H1 and H2 in Figure 2.1). I 

examine how, in responding to extra-jurisdictional regulation, suppliers are influenced 

by their power relative to that of their clients (H4 in Figure 2.1).  

I draw in this study on the theory of power developed within the resource 

dependence literature. Resource dependence theory is usually interpreted to predict that 

low-power firms in unbalanced power relations—i.e. those having excess dependence 

on their exchange partners—will seek to rebalance their power relations through actions 

such as forming coalitions or seeking alternative partners (Emerson, 1962; Rogan & 

Greve, 2015). Consistent with this view, I contend that low-power firms are highly 
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motivated to anticipate, and will prepare to help meet, their clients’ changing regulatory 

requirements as this can serve as a power balancing tactic. 

Figure 2.1 Diffuse effects of regulation inside and outside its original domain on 
practice adoption by firms 

 

This study’s predictions are tested utilising a novel dataset which tracks the adoption of 

green building practices by a panel of 226 architecture studios in Australia from 2008-

2015. As defined in prior research, ‘green building’ refers to the practice of reducing 

negative environmental impacts in building construction (Eichholtz, Kok, & Quigley, 

2010). Historically, national, state and municipal governments have introduced policies 

and regulations, targeted at real estate developers, to encourage the adoption of green 

building technologies and standards (Jaffe, & Stavins, 1995; Kok, McGraw & Quigley, 

2010; Simcoe & Toffel, 2014). Developers are rarely vertically integrated (York et al., 

2017). For this reason, to assist in achieving green building standards, they have relied 
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on a supply base of firms producing intermediate products and services as inputs to 

green building design and construction (York & Lenox, 2014). 

The theoretical analysis and empirical results presented in this chapter suggest 

that some firms, in their rates of practice adoption, respond to regulations in 

jurisdictions where they do not operate but where their prospective clients do. Firms are 

found to vary in their responses to extra-jurisdictional regulation to an extent that 

depends on a firm’s power relative to that of its clients. This study thus demonstrates 

how the market relations between firms may serve as a conduit for regulatory spillovers. 

In addition to furthering our understanding of how regulatory effects diffuse across 

contexts, this study reveals how market structures interact with extraneous institutional 

forces to produce heterogeneity in the practices of firms. 

2.2 Theory and Hypotheses 

Institutions play a central role in the diffusion of management practices (King & Lenox, 

2000; Sharkley & Bromley, 2015; Strang & Soule, 1998), organisational forms (Palmer, 

Jennings & Zhou, 1993) and governance structures (Davis & Greve, 1997; Shipilov, 

Greve & Rowley, 2010). A variety of mechanisms may undergird diffusion, ranging 

from the desire for pragmatic legitimacy (Chen, Patten & Roberts, 2008; Delmas & 

Montes-Sancho, 2010) to economically motivated strategic action (Banerjee, 1992; 

Kennedy & Fiss, 2009) and technical environmental factors (Baron, Dobbin & 

Jennings, 1986; Kraatz & Zajac, 1996). The ‘new institutional theory’ perspective 

emphasises that firms obtain legitimacy by conforming to the dominant practices in 

their organisational field (DiMaggio & Powell, 1983; Scott, 1992). The legitimacy of an 

emergent standard can arise from regulative, normative and cultural-cognitive sources 

(Delmas & Montes-Sancho, 2011; Delmas & Toffel, 2004; Scott, 1995). Regulative 
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sources, the focus of this study, include role-setting, monitoring and sanctioning 

activities of the state (Scott, 1995). These can catalyse diffusion in part because it is not 

always clear what is required to attain legal compliance and for this reason firms tend to 

imitate one another (Sharkley & Bromley, 2015; Sutton & Dobbin 1996). 

In this section I present a brief overview of research on regulation and diffusion 

processes. I develop conceptual insights about the diffuse and extra-jurisdictional 

effects of regulation. In this study, I use the term ‘diffuse effects’ to denote the 

behavioural changes that occur when actors anticipate, observe and/or react to the 

interactions between regulators and their targets. Diffuse effects can, for instance, refer 

to behavioural changes among the suppliers to a regulated industry. I use the term 

‘extra-jurisdictional effects’ to denote behavioural responses to regulation which occur 

outside of the jurisdiction/s in which a piece of regulation was enacted. 

2.2.1 Diffuse Effects of Regulation and Supply-Chain Coordination 

Much of the prior literature on regulation that endorses private voluntary standards has 

focused on the effects of regulation inside the jurisdiction(s) in which it is enacted (e.g. 

York & Lenox, 2017). Heterogeneity in the rates at which firms adopt new standards is 

attributed to differences in the composition or intensity of regulation across 

jurisdictions, alongside other context-specific social and cultural forces (Delmas, 2002; 

Delmas & Toffel, 2004; York, Vedula & Lenox, 2017). For example, York and 

colleagues (2017), writing about the U.S. building industry, have shown that public 

policy endorsing green building standards positively affected green building adoption. 

These researchers found that the efficacy of public policy at the city-level was 

conditioned by regional cultural logics.  
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Prior literature on voluntary standards has tended to focus on highly regulated 

industries—that is, on firms that are the targets of regulation (Delmas & Toffel, 2008; 

King & Lenox, 2000; Sine, David & Mitsuhashi, 2007). As York and colleagues (2017: 

in press) write, literature addressing the mechanisms that drive standards adoption ‘has 

focused almost exclusively on highly regulated industries.’ Nevertheless, several recent 

studies have observed the diffuse effects of regulation in impinging on the suppliers to a 

regulated industry. Simcoe and Toffel (2014) provide evidence that, by rewarding 

public building contracts based on LEED adoption, municipal governments in 

California have stimulated the regional development of markets for green building 

inputs. Separately, York and Lenox (2014) have shown that, at a state-level in the U.S., 

a variety of noneconomic factors including regulation affected rates of entry into the 

green building input market by architects and other suppliers. 

The above studies provide evidence for regulatory effects that are both diffuse, 

impinging on the suppliers to an industry supported by regulation, and proximate to the 

jurisdiction in which the supporting regulation was established. In the tradition of new 

institutional theory, firms in the same jurisdictions are understood to be influenced in 

similar ways by the institutional forces that emanate from them (Jennings & 

Zandbergen, 1995). Consistent with prior literature, I derive a baseline hypothesis 

focused on the diffuse effects of regulation inside its original domain. 

Hypothesis 1: All else being equal, the rate at which a firm adopts new practices 

is positively associated with regulation which is introduced inside the firm’s 

jurisdiction and which encourages the firm’s prospective clients to pursue an 

emergent standard. 
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2.2.2 External Regulatory Effects 

Having argued that the impact of regulation varies across geographic contexts, I now 

turn to consider how regulatory effects may diffuse across jurisdictions. The focus of 

the present study is the role of firms’ market relations as a conduit for this diffusion. I 

discuss why firms may choose to respond to regulation in jurisdictions where they do 

not operate but where their prospective clients do. I then turn to consider why firms may 

vary in their responses to extra-jurisdictional regulation. 

Diffusion of Regulatory Effects Across Contexts 

Several explanations have been provided in prior literature for how regulatory effects 

‘spillover’ across contexts. Firms that are geographically diversified operate in multiple 

jurisdictions which exposes them to different sets of regulations, institutionalised 

practices and norms (Levy & Rothenberg, 2002). Previous research has explored 

whether geographically diversified firms alter their regulatory responses from 

jurisdiction to jurisdiction or instead choose to standardise their responses across 

jurisdictions (Christmann & Taylor, 2001; Dowell et al., 2000). A key performance 

consideration is the difficulty of managing technologies across geographic contexts 

(King & Shaver, 2001). 

A tendency towards standardisation among a firm’s stakeholders may ultimately 

impinge on the firm’s own actions. Fremeth and Shaver (2014) provide empirical 

evidence that firms in the U.S. electricity sector have increased their renewable power 

generation in response to stringent renewable power standards in jurisdictions where 

they do not operate but where their industry rivals do.  

Building on this finding it may be asked whether firms choose to respond to 

extra-jurisdictional regulations targeting their prospective clients. In considering how 

the effects of regulation diffuse across jurisdictions and along an industry’s value chain, 
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I draw on Simcoe and Toffel’s (2014) conceptualisation of voluntary standards as 

resembling a multisided platform. According to Simcoe and Toffel (2014), public 

regulation can help to solve a coordination problem whereby the potential adopters of a 

new standard wait for key suppliers to invest in the specialized capabilities needed to 

achieve the new standard while key suppliers wait for evidence of ample demand. 

Regulation can have a ‘same-side’ network effect by driving standards adoption among 

firms in the regulated industry. Regulation can also have a ‘cross-side’ network effect 

by encouraging specialized investment among that industry’s suppliers (Simcoe & 

Toffel, 2014). 

As prior literature suggests, regulation not only has the potential to shape the 

standard operating procedures of firms targeted by regulation, it may also reshape their 

functional requirements (Adner & Levinthal, 2001). Firms that rely on external input 

suppliers to meet regulatory standards in practice may alter their external sourcing 

activities. Extending on this insight, for highly diversified firms, regulation endorsing a 

new standard in one jurisdiction may lead them to alter their external sourcing activities 

across multiple geographic markets. It is reasonable to expect that the suppliers to these 

firms could recognize that extra-jurisdictional regulation foreshadows changes in 

demand for standards-related inputs in the geographic markets where they operate. A 

possible effect would be to decrease uncertainty among suppliers that any investments 

tailored to the emergent standard will be left stranded or underutilised. 

Previous research on institutional diffusion has highlighted the important role 

played by ‘theorists,’ actors such as news media journalists, policy analysts and public 

intellectuals who translate general cultural, political and behavioural models to new 

contexts. For example, Haveman, Rao and Paruchuri (2007) have shown that social 

movements espouse values that imprint upon political culture. The political culture may 
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in turn come to influence organisations far from the site of movement action. In the 

green building context, news media focused on architecture and building have 

contributed significantly to publicising environmental policy developments. Industry 

media with an environmental focus, such as The Fourth Estate, have achieved national 

audiences which include architects and other building input suppliers. The Green 

Building Council of Australia, also, in its role as an advocate for policy change, has 

worked to raise awareness of policies which it considers to exemplify best practice for 

supporting green building. Through the efforts of these and other nonmarket players, 

suppliers have obtained low-cost access to information about policies in external 

jurisdictions. Further, it should be noted, in the architecture and building industry even 

small projects are profiled in industry media. It is common for key project members to 

be credited in these profiles. Architects thus have means by which to learn about 

projects being undertaken by potential clients in external jurisdictions.  

Suppliers may choose to wait for evidence of ample demand before acquiring 

the expertise necessary to produce green building inputs. Yet there is reason to believe 

that regulatory signals that foreshadow demand are of sufficient salience to catalyse 

investment. Firms run the risk of myopia in failing to prepare to help meet their clients’ 

changing regulatory requirements. As a developed body of empirical literature shows, 

the first firms to successfully market a new product or service earn a substantial 

premium (Lieberman & Montgomery, 1988; Mitchell, 1991). The payoffs to 

competitors from entering new technical subfields decrease with the timing from entry 

(Pacheco-De-Almeida & Zemsky, 2011). Proactively responding to extra-jurisdictional 

regulation by acquiring standards-related expertise is likely to position firms to better 

compete in an emerging market. For these reasons, I predict the following: 
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Hypothesis 2: All else being equal, the rate at which a firm adopts new practices 

is positively associated with regulation which is introduced outside the firm’s 

jurisdiction and which encourages the firm’s prospective clients to pursue an 

emergent standard. 

2.2.3 Strategic Responses to Institutional Processes 

I now turn to address how firms’ responses to extra-jurisdictional regulation may be 

conditioned by a firm’s power relative to that of its clients. In exploring how firms’ 

power relations with other organisations may condition their regulatory responses, I 

build on the insights of other researchers who have sought to integrate insights from 

institutional theory and the resource dependence literature. I elaborate especially on the 

work of researchers who have sought to test the limits of new institutional theory by 

examining why firms vary in their responses to comparable institutional pressures 

(Delmas & Toffel, 2004, 2008; Oliver, 1991) and the potential interrelationships 

between institutional and market forces (D'Aunno, Succi, & Alexander, 2000, Delmas 

& Toffel, 2008). 

Dependence Asymmetry and the Logic of Power 

Because in many industries resources are widely distributed, firms are rarely 

autonomous but are rather constrained by their interdependencies with other 

organizations (Pfeffer & Salancik, 1978). Firms take actions to manage their 

interdependencies, including by forming interorganizational exchange relations 

(Casciaro & Piskorski, 2005; Pfeffer & Nowak, 1976). However, such actions are rarely 

completely successful and tend to produce new patterns of dependence and 

interdependence (Pfeffer, 1987; Rogan & Greve, 2015). 
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From the resource dependence perspective, power is closely identified with a 

firm’s control over vital resources (Ulrich & Barney, 1984). Following Emerson’s 

seminal exchange theory, in the A-B power relation, actor B’s power in relation to actor 

A is directly proportional to A’s dependence on B. Dependence, in turn, is a function of 

resource needs and the availability of alternatives. That is, A’s dependence on B is ‘(1) 

directly proportional to A’s motivational investment in goals mediated by B, and (2) 

inversely proportional to the availability of those goals outside of the A–B relation’ 

(Emerson, 1962: 34). 

Resource dependence theorists have emphasised the reciprocal nature of power 

relations. As Casciaro and Piskorski, (2005: 170) write, an accurate portrayal of the A-B 

power relation requires simultaneous consideration of B’s power in relation to A and 

A’s power in relation to B. An imbalance of power exists when two firms are 

asymmetrically dependent on resources sourced from one another. That is, the A-B 

power relation is asymmetric if the dependence of actor B on A for some good x is 

greater than the dependence of actor A on B for another good y (Cook & Rice, 2006). 

Excess dependence erodes a firm’s ability to determine the nature of exchange, 

specifically in terms of the exchange ratio, being the ratio of resources given to 

resources received (Cook, 1977). 

The central prediction of resource dependence theory is that highly dependent 

firms will take actions to manage their interdependencies. Resource dependence theory 

is usually interpreted to predict that lower-power firms in unbalanced power relations 

will seek to rebalance their power relations using a variety of tactics (Rogan & Greve, 

2015). The prior literature considers four ‘balancing tactics’ (Emerson, 1962; Pfeffer & 

Salancik, 1978), illustrated as follows. In the A-B power relation, the weaker party B 

may (i) reduce its own motivational investment in the relationship (withdrawal); (ii) 
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cultivate alternative counterparties (network extension); (iii) forge a coalition of actors 

in resource exchange with A (coalition forming); or (iv) offer inducements to increase 

the importance of the resource exchange for A (status giving). 

Adopting practices that are suited to a client’s needs may function as a ‘status-

giving’ tactic. Prior research provides evidence that the use of such tactics is prevalent 

across a range of empirical settings (e.g. Hsu, 2004; Shipilov, Li & Greve, 2011). 

Castellucci and Ertug (2010) showed that Formula One racing teams utilise status 

advantage to induce greater effort from engine suppliers. Separately, Ahuja, Polidoro 

and Mitchell (2009) showed for the global chemicals industry that new entrants tend to 

accept a minority ownership position when allying with more prominent joint venture 

partners (Ahuja et al., 2009). 

From an exchange theoretic logic, status-giving erodes a partner’s power 

advantage by inducing from them greater motivational investment in a resource 

exchange (Emerson, 1962). Following this logic, the adoption of practices that will 

assist clients to help meet their regulatory requirements may comprise a form of tribute. 

For low-power firms that are highly dependent on clients in an emerging market, 

adopting such practices could help to rebalance the firms’ power relations with their 

clients. For these reasons, I predict the following: 

Hypothesis 3: All else being equal, the rate at which a firm adopts new practices 

is negatively associated with the firms’ power relative to that of its prospective 

clients. 
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Relative Power: A Contingency in the Relationship Between Extra-Jurisdictional 

Regulation and Practice Adoption 

In contrast to the resource dependence perspective, institutional theorists have 

traditionally attributed power to the institutional environment rather than to 

organisations (Oliver, 1991). Nevertheless, several institutional researchers have 

considered how organisational power dynamics may condition a firm’s response to 

institutional demands. In one study, Doshi, Dowell and Toffel (2013) showed that large 

firms have the power to resist demands that they improve their environmental 

performance following a mandatory information disclosure. However, that power is 

attenuated for large firms in dense regions: in contexts where many firms operate, a 

large firm is likely to represent only a small fraction of the region’s total economic 

activity, rendering it vulnerable to pressure from regulators and other pressure groups.  

Studies in this vein provide valuable insight into the conditioning influence of 

power on firms’ institutional responses. However, the power of firms is characterised as 

relative to that of external pressure groups that are the source of institutional pressure.3 

The present study considers how a firm’s power relative to that of its stakeholders may 

condition the firm’s response to institutional forces operating on those stakeholders. 

Specifically, I ask whether, in responding to regulatory effects on its clients, a firm will 

be influenced by properties of its exchange relations with the clients. 

                                                
3 A notable exception is a study by Delmas and Toffel (2008), who specify a model in which firms vary 

in adopting environmental management practices because different corporate functional departments have 

varying influence inside firms. According to Delmas and Toffel (2008), firms in which decision-making 

is dominated by marketing departments tend to prioritize demands from customers. By contrast, firms 

whose legal affairs departments exercise outsize influence inside the firm tend to prioritize demands from 

regulators and other constituents of their nonmarket environment. 
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From a resource dependence perspective, several authors have assessed how 

power-dependence relations may condition the socio-psychological processes involved 

in the development of exchange relations. Mizruchi (1989) found that firms in highly 

dependent relations tend to exhibit similar patterns of political behaviour. More recently 

it has been argued that high levels of interdependence between firms will tend to elevate 

social identification between them, increasing the level of empathy in the relationship 

(Gulati & Sytch, 2007). An extension of this work would be to argue that in highly 

dependent relations, firms are more likely to attend to elements of their partners’ social 

contexts, including institutional forces emanating from outside domains. 

Although extra-jurisdictional regulation may foreshadow changes in demand for 

suppliers, they must take something of a ‘leap of faith’ in preparing to help their clients 

to meet their regulatory requirements. The efficacy of public policy in guiding firm 

action and the extent to which it is likely to be enforced are uncertain, especially during 

the initial stage during which new policy is introduced. Uncertainty is likely to be 

pronounced with respect to extra-jurisdictional regulation, since its outcomes for 

suppliers are contingent on how client firms are likely to respond.  

In socio-psychological studies it has been suggested that dependence affects the 

propensity of actors to attribute trustworthiness to their partners and to engage in risky 

acts to cement trust in response to ambiguous informational signals (Weber et al., 

2005). It is reasonable to expect that low-power firms entering a new market are 

strongly motivated to attribute trustworthiness to clients that are central to that market. 

This propensity may shape how firms respond to regulatory effects on the clients. Low-

power firms, I have argued, are highly motivated to anticipate, and to prepare to help 

meet, their clients’ changing regulatory requirements as this comprises a form of 

balancing tactic. Relatedly, low-power firms may be likely to attend more closely to 



	
 

48	

institutional effects on their clients, and to adopt a favourable interpretation of how their 

clients are likely to respond to institutional demands, compared to higher-power firms in 

less dependent relations. On this basis I predict the following: 

Hypothesis 4: All else being equal, the impact of extra-jurisdictional regulation 

on a firm’s rate of practice adoption is less pronounced for firms that have 

increased power relative to that of their prospective clients. 

2.3 Research Setting, Data and Methodology 

I now turn to describe the method for this study, starting with the research setting. I 

discuss why the chosen setting is a robust one for examining diffuse and extra-

jurisdictional regulatory effects. I then describe the data and method used to 

operationalise the constructs and relationships that will be tested. To conclude this 

section, I introduce the probability distribution function and specify the regression 

models used in the empirical tests that follow. 

2.3.1 Research Setting 

The empirical examination of this study’s predictions utilises a novel longitudinal 

dataset which provides a view onto the adoption of green building practices by a panel 

of 226 architecture studios in Australia over the period 2007–2015. A key factor in the 

emergence of the green building sector in Australia was the establishing of the Green 

Building Council of Australia (GBCA), a standards-based certification organisation 

with the mission to drive the adoption of green building practices (GBCA, 2012). The 

GBCA introduced ‘Green Star,’ a certification scheme for rating the environmental 

attributes of buildings modelled on the ‘Leadership in Energy and Environmental 

Design’ (LEED) standard, in 2002. By 2013, Australia’s Green Building Council had 
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certified over 500 projects representing approximately 18% of Australia’s central 

business district office space (GBCA, 2012).4 

To encourage the emergence of a green building input market in Australia, the 

GBCA developed a program aimed at educating and accrediting real estate 

professionals (e.g. architects and engineers) in green building design practices. To 

become a Green Star Accredited Professional (GSAP), individuals must attend a 

training program and pass an exam demonstrating deep knowledge in green building. 

Prior literature has used Green Building Council professional accreditation rates to 

measure rates of investment in green building-specific capital (Kok et al., 2011; Simcoe 

& Toffel, 2014). However, these accreditation rates have typically been examined at 

aggregate (i.e. city or state) levels of analysis. This is the first study (to my knowledge) 

to examine these accreditation rates at the organisational level. 

Local Government Policies in Support of Green Building 

This study focuses on the impact of regulation introduced by municipal governments. 

For the purposes of this research, focusing at the local government level has several 

advantages. In Australia, local government policy responses to environmental issues 

have been highly variable in both extent and form (Bulkeley, 2000; Thomas, 2010). As 

the roles and responsibilities of local governments differ across states, their engagement 

with specific environmental matters also varies (Thomas, 2010).  

Prior research sheds doubt on whether national and state building codes in 

themselves are effective for driving the adoption of conservation technologies (Jaffe & 

                                                
4 Although the majority of projects certified under the Green Star standards are offices, the GBCA has 

developed and administers rating schemes for certifying residences, educational and public buildings, 

retail centres, industrial developments, and other types of commercial and community building projects 

(GBCA, 2012). 
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Stavins, 1995; Levinson, 2016). In Australia, local government has been a significant 

site for innovation and experimentation in environmental policy (Bulkeley, 2000). Over 

the past few decades, all states in Australia have been required by the Commonwealth 

Government to produce strategic plans for their capital cities. This has resulted in local 

governments across Australia producing ambitious city plans. Many of the plans set 

significantly higher goals for the building sector’s environmental performance than 

those enshrined in the national building codes (van der Hejden, 2013a). 

As with environmental policy more generally, policies supporting green building 

can be classified as either regulatory or market-based policies. Regulatory policies are 

designed to force actors to take on shares of the pollution-control burden, for example 

by setting uniform technology or performance standards (Jaffe & Stavins, 1995). 

Regulatory policies that support green building include green city planning scheme 

clauses, which require the inclusion of stringent environmental ratings in development 

proposals. Regulatory policies also include green public procurement policies, these 

being policies created by government which require government agencies to meet 

stringent environmental standards in developing public infrastructure. Such policies are 

considered in this study to comprise regulation insofar as they mandate green building 

adoption by government agents who act as large customers in the building input market. 

Market-based policies encourage firms to undertake pollution-control efforts 

through the provision of economic incentives (e.g. pollution charges, tax breaks, 

subsidies and some types of information programs) (Jaffe, Newell & Stavins, 2002). 

Market-based policies supporting green building include competitive best-performance 

grants which provide economic assistance for initiatives that demonstrate innovative 

approaches to improving the environmental performance of buildings (van der Hejden, 

2013a). Also categorised as market-based policies are initiatives such as Environmental 
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Upgrade Agreements (EUAs), policies that enable a city to enter agreements for finance 

providers to lend funds which will be repaid by building owners through a council levy 

on the land (van der Hejden, 2013a). 

Architectural Services Industry 

The unit of analysis for this study is the architecture studio. Architecture studios work 

with clients to design built environments. To this end, they employ knowledge of 

building and construction including how buildings are used and related aesthetic issues. 

Architectural services include architectural drafting services, contract documentation 

and contract administration, design development and schematic design. An architecture 

studio’s services may include basic concept design, producing detailed technical 

drawings, and consulting with builders and engineers to ensure compliance with 

documents, building codes and regulations. A studio may serve a wide range of 

downstream markets, or focus on some combination of the residential, 

commercial/industrial and institutional construction markets. A studio may exist as a 

stand-alone business, selling into a single geographic market, or form part of a larger 

diversified firm operating across multiple geographic contexts. 

A focus on architectural service suppliers is particularly well-suited to 

examining how firms respond to regulatory effects on their clients. Engaging with 

building regulations and policies is a constitutive part of the architectural design 

process. Regulations provide a framework for decisions made during the design process. 

The daily activities of architects involve negotiating how, in design terms, compliance 

with building regulations and policies should be achieved (Imrie, 2007). Nevertheless, 

empirical research indicates that architects tend to consider regulation as exterior to the 

design process. Moreover, the influence of architectural firms and architectural industry 

bodies is limited with respect to the formulation of building policies and regulations 
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(Gutman, 1988; Imrie, 2007). Focusing on architectural services thus helps to minimize 

endogeneity concerns that would arise were the sampled firms likely to be active 

advocates for regulatory change inside the jurisdictions in which they operate. The 

study’s focus on extra-jurisdictional regulatory effects also reduces endogeneity 

concerns because it may reasonably be considered unlikely that architects would 

advocate for policy change in jurisdictions where they do not operate. 

Architectural service suppliers are typically the lower-power actors in their 

exchange relations with corporate and government clients. In initiating a service 

relationship, the common practice is for clients to invite a set of architecture studios to 

pitch design concepts. Architecture studios will absorb substantial pre-contract expenses 

in preparing their pitches. Formal design competitions, commonly utilised in the partner 

selection process, may require architects to reveal valuable intellectual property to allow 

clients to compare across suppliers. Such arrangements are typical of unbalanced 

relations wherein a powerful actor can pressure lower-power actors to compete for 

access to resources (Rogan & Greve, 2015). 

2.3.2 Sample and Data 

The empirical examination of this study’s predictions is based on a novel longitudinal 

dataset that provides a view onto practice adoption by a panel of 226 architecture 

studios over the period 2007–2015. The sample of architecture studios was selected 

from the Directory of Australian Architects, Interior Designers and Building Designers, 

a comprehensive listing of architecture studios in Australia. With independent variables 

lagged by one year, the final sample consists of 1582 studio-year observations. The 

study’s window of observation begins in 2008 (the year in which the Green Building 
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Council of Australia established its continuing professional development program) and 

runs through 2014 (the last full year for which these data were available).  

Data associated with the requisite variables was sourced from a series of 

privately and publicly held datasets. Data on architecture studios was sourced from the 

Directory of Australian Architects, Interior Designers and Building Designers (2007–

2010, 2011, 2014) and from two datasets provided by the Green Building Council of 

Australia (GBCA). The first of these datasets is the Directory of Accredited 

Professionals, containing information on individuals accredited under the GBCA’s 

Green Star Accredited Professionals (GSAP) program from 2008-2015. The directory 

contains information on the studios at which architecture professionals were employed 

during the year in which they passed the GSAP exam. Studios were matched by name 

and address to the corresponding studios in the sample.  

The GBCA also provided the Green Star Project Directory, containing 

information on the 548 building projects certified under the GBCA’s Green Star rating 

system from 2004–2015. The directory contains information on the client and supplier 

firms that collaborated on each project. Using this data, I matched architecture studios 

listed in the directory by name and address to the corresponding studios in my sample. 

To ensure accurate matching I identified, for the lead architect on each project, the 

studio at which he or she was employed during the year in which the project was 

completed. Of the studios in the sample, 43% were involved in green building projects 

over the study period.  

In identifying a studio’s prospective clients, I relied upon annual Membership 

Directories of the Property Council of Australia (PCA), Australia’s peak property 

industry body. The PCA provided directly to the author membership directories for each 

year over the study period. The directories list annually updated information about the 
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operations of real estate development firms within Australia, including the postcodes in 

which a development firm maintained offices during a given year. From these data, I 

compiled a list of real estate developers in Australia for each year over the study period. 

I restricted this sample to all organisations listed as managing property assets over 

$AUD 5 million.5 

To analyse the influence of geographic factors, I located firms using the 

Australian Statistical Geography Standard, published in 2016 by the Australian Bureau 

of Statistics. I conducted my analysis principally at the Greater Capital City Statistical 

Area (GCCSA) level.6 Regional statistics (e.g. data relating to opportunity in building 

construction within specific geographic contexts) were gathered from sources including 

the Australian Bureau of Statistics, the Australian Electoral Commission, and the Office 

of the Clean Energy Regulator. 

To measure the intensity of the regulatory environment within municipal 

contexts I collected data on 105 policies supporting green building which were 

introduced across 19 cities between 2000-2015. Between July and October 2017, I 

undertook an exhaustive analysis of city planning schemes (both current and 

                                                
5 While a limitation of the research design is that it focuses on large clients only, in practice restricting the 

sample of clients to firms that manage property assets over $AUD 5 million has minimally impacted the 

sample’s construction: as an example, it may noted that all firms listed as property developers in the 

PCA’s membership directory for 2014 are included in the sample for that year. 

6 GCCSAs denote regions that represent the functional extent of each of the eight Australian state and 

territory capital cities, encompassing small towns and rural areas surrounding the cities. To ensure that 

my analysis captures the relations between architecture studios and developers clustered in major regional 

centres, I also made use of the Statistical Area Level 4 (SA4) structure. SA4s are geographic regions 

defined by common labour markets and populations exceeding 100,000 people (Australian Bureau of 

Statistics, 2018). 
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superseded), city websites (both contemporaneous and archived), annual reports and 

policy documents to identify relevant policies.  

Archival research findings were augmented and triangulated for accuracy with 

informal interviews with sustainability and planning experts from local government 

authorities in nine cities (Melbourne in Victoria; Sydney, Newcastle and Lake 

Macquarie in New South Wales; Adelaide in South Australia; Brisbane, Gold Coast and 

Cairns in Queensland; and Perth in Western Australia). Respondents were asked to 

assist in identifying policies that have 1) required or encouraged developers in the local 

government area to build at ecologically sustainable design (ESD) standards, or 2) 

mandated stringent environmental standards for public infrastructure. Descriptions and 

a timeline of policies focused upon in this study are included in Appendix 2A. 

Geographic Agglomeration of Architects and their Clients  

Examining extra-jurisdictional regulatory effects has required the identification of a set 

of prospective clients for each architecture studio in the sample (and for each year over 

the study period). The ideal empirical strategy would involve identifying the 

prospective clients of a studio based on its previous market affiliations. Social network 

research emphasises that firms prefer to form ties with others with whom they are 

already connected (Burt, 1992; Gulati, 1995b). Given data restrictions, however, an 

alternative empirical strategy was devised: this involved identifying for each studio in 

the sample the set of real estate developers with whom the studio was co-located during 

a given year. 

Prior research on knowledge-intensive business services (KIBS), a category of 

service firms to which architecture firms belong, indicates that cities provide ‘social 

foci’ for the establishment of relationships between architecture studios and their 

clients. While architecture firms are typically ‘footloose’, in the sense that they require 
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minimal working capital and are thus easy to set up and export, most will operate at a 

regional scale (O’Farrell, Hitchens & Moffat, 1992; Wood, 2002). One important factor 

in the explanation of this phenomenon is the importance to architecture firms of face-to-

face contact and the exchange of tacit knowledge. These firms cooperate with clients to 

diagnose and conceive solutions to the client’s specific problems. High levels of direct 

contact with the client are typically required, particularly in the early stages of a project. 

Consequently, a large share of architectural activity will occur with clients that are 

proximate to the suppliers, geographically, socially and culturally (Muller & Zenker, 

2001). A strategy of identifying prospective clients based on their geographic proximity 

to a supplier is thus an appropriate ‘second best’ empirical strategy. 

Figure 2.2 presents a Connex-generated network visualisation of the data.7 The 

graph depicts inter- and intra-organisational relations among the entities in my data. 

Affiliations among architecture studios and the offices of real estate development firms 

are structured around a hierarchy of geographic locations. The network is composed of 

three different types of entities: organisations (e.g. architecture studios, offices of real 

estate development firms); events (e.g. green building projects); and geographic 

locations. Arcs in the graph (the lines between nodes) represent five different types of 

relationships: interorganisational ties, intraorganisational ties, interplace ties, 

organisation-place ties, event-place ties, and event-organisation ties. These entities and 

relationships are detailed in Table 2.1. 

  

                                                
7 Connex is a tool designed at the eScholarship Research Centre to map different types of relationships 

among different types of entities. 
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Table 2.1 Descriptions of types of entities and relationships in the network 

Type Description 

Types of Entities  

Organisations  
 Studios Architecture studios 
 Offices Offices of real estate development firms 
 Green Building Council of Australia Public company operating as a standards-based 

certification organisation 
Events  
 Green building projects Building projects certified under the Green Building 

Council’s Green Star rating system 
Geographic locations  
 Statistical Area Level 1s (SA1s) Localities with around 400 persons 
 Statistical Area Level 2s (SA2s) Communities with around 10,000 persons 
 Statistical Area Level 3s (SA3s) Functional areas with populations more than 20,000 

persons clustered around major commercial centres 
 Statistical Area Level 4s (SA4s) Larger regions defined by common labour markets 

and populations exceeding 100,000 persons 
 Greater Capital Cities (GCCSAs) Regions representing the functional extent of capital 

cities and surrounding rural areas and towns 
 States and Territories Spatial units together representing the geographic 

extent of Australia 

Types of Arcs  

Interorganisational Ties  
 Studio-office Ties denoting that an architecture studio and an office 

of a real estate development firm have collaborated on 
a green building project 

Intraorganisational Ties  
 Studio-studio Ties denoting that two studios are siblings within a 

geographically diversified architecture firm 
 Office-office Ties denoting that two offices are siblings within a 

geographically diversified real estate development firm 
Interplace Ties  
 Nested relations  Ties denoting that one geographic location is 

enclosed within another 
 Adjacencies Ties denoting that two geographic locations are 

spatially adjacent to one another 
Organisational Location Ties  
 Studio-place  Ties denoting that an architecture studio resides in a 

geographic location 
 Office-place Ties denoting that the office of a real estate 

development firm resides in a geographic location 
Event Location ties  
 Project-place  Ties denoting that a green building project was 

developed in a geographic location 
Organisational event ties  
 Studio-event  Ties denoting that an architecture studio was involved 

on a green building project 
 Office-event Ties denoting that a real estate development firm’s 

office was involved on a green building project 

 GBCA-event Ties denoting that a green building project was 
certified by the Green Building Council of Australia 

 



	
 

58	

Figure 2.2 Network graph of relations among organisations, events and locations 

 

l Large region (SA4) l Architecture Studio 
l Functional region (SA3) 

l Office of Real Estate 
Development Firm l Community (SA2) 

l Locality (SA1) l Green Building Project 

In Figure 2.2, architecture studios and the offices of real estate development firms are 

brought into proximity by having shared a collaborative tie over the study period. 

Architects and developers are brought into proximity also by virtue of their co-location. 

The graph depicts collaborations between organisations in the sample. In addition, the 

graph illustrates the role that geographic locations play as ‘social foci’ for the 

establishment of interorganisational ties. 

MELBOURNE - INNER
BRISBANE - INNER

PERTH - INNER

ADELAIDE - CENTRAL AND HILLS

SYDNEY - CITY AND INNER SOUTH

AUST. CAPITAL TERRITORY



	
 

59	

Table 2.2 Number of clients and suppliers tied to geographic locations 

Greater Capital City Statistical Area No. Architecture 
Studios 

No. Offices of 
Development Firms 

 Statistical Area Level 4 2008 2011 2014 2008 2011 2014 
 Australian Capital Territory 13 13 12 7 7 4 

Greater Sydney 59 54 50 27 29 20 
 Central Coast 1 1 0 0 0 1 
 Sydney - Baulkham Hills and 

Hawkesbury 
0 0 0 1 0 0 

 Sydney - City and Inner South 40 40 38 19 21 15 
 Sydney - Eastern Suburbs 1 1 1 0 0 0 
 Sydney - Inner West 1 0 0 1 1 2 
 Sydney - North Sydney 16 12 11 4 4 2 
 Sydney - Outer West 0 0 0 1 1 0 
 Sydney - Parramatta 0 0 0 1 1 0 
 Sydney - Ryde 0 0 0 0 1 0 

Rest of New South Wales 4 4 4 2 1 0 
 Illawarra 1 1 1 0 0 0 
 Newcastle and Lake Macquarie 3 3 3 2 1 0 

Greater Darwin 2 2 1 3 3 2 
 Darwin 2 2 1 3 3 2 

Greater Brisbane 35 33 28 21 26 17 
 Brisbane - East 0 0 0 0 1 1 
 Brisbane - North 0 0 0 1 0 0 
 Brisbane - South 1 1 1 2 2 1 
 Brisbane - West 0 0 0 1 0 1 
 Brisbane Inner City 34 32 27 16 22 14 
 Logan - Beaudesert 0 0 0 1 1 0 

Rest of Queensland 8 7 6 4 2 2 
 Cairns 2 2  0 0 0 
 Gold Coast 3 3 2 2 2 2 
 Sunshine Coast 2 2 2 2 0 0 
 Townsville 1 0 0 0 0 0 

Greater Adelaide 20 20 18 5 8 10 
 Adelaide - Central and Hills 20 20 18 4 5 6 
 Adelaide - North 0 0 0 1 2 1 
 Adelaide - West 0 0 0 0 1 3 

Rest of South Australia 1 1 1 0 0 0 
 South Australia - South East 1 1 1 0 0 0 

Greater Hobart 1 1 1 2 0 1 
 Hobart 1 1  2 0 1 

Rest of Tasmania 1 1 1 0 0 0 
 Launceston and North East 1 1 1 0 0 0 

Greater Melbourne 57 54 52 22 27 20 
 Melbourne - Inner 52 51 49 17 20 17 
 Melbourne - Inner East 3 2 2 2 4 2 
 Melbourne - Inner South 2 1 1 0 1 0 
 Melbourne - North East 0 0 0 0 1 0 
 Melbourne - Outer East 0 0 0 0 1 0 
 Melbourne - South East 0 0 0 2 0 1 
 Melbourne - West 0 0 0 1 0 0 

Greater Perth 24 24 23 11 10 14 
 Perth - Inner 23 23 22 8 6 10 
 Perth - North West 0 0 0 3 0 1 
 Perth - South East 0 0 0 0 3 2 
 Perth - South West 1 1 1 0 1 1 

Rest of Western Australia 0 0 0 1 1 0 
 Western Australia - Outback 0 0 0 1 1 0 

Total (GCCSAs) 212 201 185 98 107 86 

 



	
 

60	

It can be observed in Figure 2.2 that the client and supplier firms represented in 

the data converge around clusters of geographic locations that correspond to the greater 

areas of capital and regional cities. The observed clustering illustrates how KIBS firms 

tend to concentrate in central locations. By concentrating in large cities, architecture 

firms can maximise their accessibility to key clients, qualified labour and cooperant 

inputs (Shearmur, 2010; Shearmur & Doloreux, 2009, 2015). The transport networks 

that converge in large cities allow firms there to deliver their services across large 

distances (Doloreux, Freel & Shearmur, 2010). 

The need for architecture firms to maintain interpersonal trust with their clients 

and cultural proximity to the markets that they serve may ultimately prevent the 

complete metropolisation of their services (Polèse & Shearmur, 2006). Table 2.2 lists 

the number of firms (separately, both suppliers and clients) tied to different geographic 

locations at three time stages over the study period. Some firms, it can be observed, 

have chosen to locate in proximity to smaller cities and towns, rather than gravitating 

toward nearby capital cities. 

2.3.3 Dependent Variable 

This study relates a firm’s adoption of practices to a vector of covariates and control 

variables. Table 2.3 provides a description of all variables included in the study’s 

regression models. 

I measured the Adoption of practices by the supplier as the studio’s annual 

accreditation rate, this being the count of professionals in a studio’s employment who 

passed the GBCA’s professional accreditation exam in a given year. Prior literature has 

used Green Building Council professional accreditation rates to measure rates of 

investment in green building-specific expertise (Kok et al., 2011; Simcoe & Toffel, 
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2014). However, these accreditation rates have typically been examined at aggregate 

(i.e. city or state) levels of analysis. This is the first study to my knowledge to examine 

Green Building Council accreditation rates at an organisational level. The variable 

ranges in value between 0 and 2. The measure is a count variable that equals 0 if no 

professionals in a studio’s employment obtained accreditation in a given year; otherwise 

the variable equals the number of professionals that were accredited that year. 

Table 2.3 Descriptions of variables 

Variable name Description 

Adoption of practices by the 
supplier 

Count of professionals in a studio’s employment who passed the 
Green Building Council of Australia’s (GBCA) professional 
accreditation exam in each year 

Number of employees Number of design professionals employed within a studio 

National awards Count of industry awards earned by a studio in the focal calendar 
year and 4 years preceding 

Cumulative stock of green 
building-specific capital 

Cumulative count of GBCA-accredited professionals employed 
within a studio by the end of a focal year 

Green Building Council 
member 

Indicator variable, equals 1 if the studio is a GBCA member, 0 
otherwise 

Economic opportunity in 
building construction 

Log of total value (mm) of non-residential building approvals 
granted in a given year 

Economic opportunity in 
green building 

Count of building projects within the studio’s city certified by the 
GBCA in a given year 

Percentage vote to Australian 
Labor Party 

Percentage of vote captured by Australia’s main centre-left party 
in the studio’s electorate during the most recent federal election  

Solar installations Count of small-scale solar installations in the studio’s postcode in 
a given year 

Incentive policies internal to 
the supplier’s jurisdiction 

Count of the market-based green building policies in place in a 
given year within the city in which a studio is located 

Incentive policies external to 
the supplier’s jurisdiction 

Average number of market-based policies, by year, faced by the 
prospective clients of a studio, excluding policies faced in 
common with the focal supplier 

Regulation internal to the 
supplier’s jurisdiction 

Count of the green building regulatory policies in place in a given 
year within the city in which a studio is located 

Regulation external to the 
supplier’s jurisdiction 

Average number of regulatory policies, by year, faced by the 
prospective clients of a studio, excluding policies faced in 
common with the focal supplier 

Relative power of the supplier A supplier’s power-centrality, by year, in the network of firms 
involved in green building projects. Higher scores for studios 
linked to many clients in turn linked to few alternative suppliers 
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2.3.4 Independent Variables  

Regulation Internal to the Supplier’s Jurisdiction 

Hypotheses 1 and 2 concern the impact of the regulatory environment on practice 

adoption. Consistent with prior research (e.g. Kok et al., 2011; Sine & Lee, 2009; York 

& Lenox, 2014), I measure the intensity of the regulatory environment as a count of 

regulatory policies that a city had in place in the current calendar year. The maximum 

value of 2 is assigned to cities where both a green planning regulation and a green 

public procurement policy were in place in a given year. The minimum value of 0 is 

assigned to cities where no such policies were in place. Cities were assigned a value of 

1 if they had either a green planning regulation or a green procurement policy in place. 

As described in the ‘Sensitivity Analyses’ section, I conducted robustness 

checks using regulatory variables constructed based on an alternative measure of 

regulation. Observing only the green planning regulations in place within a city in a 

given year I obtained results consistent with the above methodology. 

The variable Regulation internal to the supplier’s jurisdiction is an indexed 

count of regulatory policies in place in a given year in the city in which a studio was 

located. For studios belonging to geographically diversified firms, I calculated the 

maximum count of policies across the jurisdictions in which the firm operated. 

Regulation External to the Supplier’s Jurisdiction 

Regulation external to the supplier’s jurisdiction is measured as the average number of 

extra-jurisdictional regulatory policies faced by the prospective clients of a focal studio 

in a given year. Constructing this variable required first identifying for each studio in 

the sample a set of prospective clients. These were identified as the set of real estate 

developers operating in the same city as the focal studio in a given year.  
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Figure 2.3 Ego-centred network of the ‘Melbourne – Inner’ geographic location 

 

l Large region (SA4/State) l Architecture Studio 
l Functional region (SA3) 

l Office of Real Estate 
Development Firm l Community (SA2) 

l Locality (SA1) l Green Building Project 

To illustrate this methodology, Figure 2.3 provides a network visualisation depicting the 

entities (architecture studios, offices of real estate development firms, and green 

building projects) tied to the ‘Melbourne – Inner’ region. Architecture studios are 

presented as blue nodes. The offices of real estate development firms residing in the 

same location are represented as red nodes. 

MELBOURNE - INNER
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Figure 2.4 Ego-centred networks of ‘John Wardle Architects’ and ‘Mirvac Group – 
Melbourne Office’ 

 

l Large region (SA4/State) l Architecture Studio 
l Functional region (SA3) 

l Office of Real Estate 
Development Firm l Community (SA2) 

l Locality (SA1) l Green Building Project 

Figure 2.4 depicts the ego-centred networks of both John Wardle Architects and the 

Melbourne office of Mirvac Group, a prominent real estate development firm. Again, 

the term ‘ego-centred network’ refers to a network that consists of a focal node (‘ego’) 

and the nodes to whom ego is directly ties. It can be seen that while John Wardle 

Architects and Mirvac are not directly linked by a collaborative tie they are nonetheless 

brought into proximity by virtue of their co-location, this represented by their co-

MELBOURNE - INNER

JOHN WARDLE ARCHITECTS

MIRVAC GROUP - MELBOURNE
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affiliation with the ‘Melbourne – Inner’ locality. Hence, following this study’s empirical 

strategy, Mirvac is identified as a prospective client of John Wardle Architect for the 

duration of time over which they maintained that co-affiliation. 

Figure 2.5 Global view of ego-centred network of ‘Mirvac Group – Melbourne Office,’ 
depicting its intraorganisational ties 

 

l Large region (SA4/State) l Architecture Studio 
l Functional region (SA3) 

l Office of Real Estate 
Development Firm l Community (SA2) 

l Locality (SA1) l Green Building Project 

Having identified the set of developers co-located with a focal studio in a given year, 

for each of those developers I identified the count of regulations in each of the 

MIRVAC GROUP - MELBOURNE

MIRVAC GROUP - PERTH

MIRVAC GROUP - ACT

MIRVAC GROUP - BRISBANE

MIRVAC GROUP - SYDNEY

MELBOURNE - INNER
BRISBANE - INNER

PERTH - INNER

SYDNEY - CITY AND INNER SOUTH

AUST. CAPITAL TERRITORY
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geographic locations in which it maintained an office the same year. I then calculated 

the maximum count of regulatory policies that the developer faced across the multiple 

jurisdictions in which it operated. 

In Figure 2.5, which takes a more global view of the network graph, the ego-

centred network of Mirvac’s Melbourne office is depicted. It can be seen that Mirvac’s 

Melbourne office has intraorganisational ties to offices in several other geographic 

locations, including the cities of Perth, Sydney, Canberra and Brisbane. Following my 

empirical strategy, I calculated the count of regulations in place in each of those 

jurisdictions and assigned to Mirvac’s Melbourne office the maximum value. To isolate 

the effects of extra-jurisdictional regulation, I excluded from the calculation cities that 

were occupied both by the developer and the focal supplier. If a studio belonged to a 

diversified architecture firm, with multiple studios serving different geographic markets, 

then I excluded both the studio’s home jurisdiction and those of its sibling studios.8 

Having assigned to each of a studio’s prospective clients a value representing its 

maximum exposure to extra-jurisdictional regulation, I calculated the average value 

across that studio’s set of prospective clients. 

Power of the Supplier Relative to that of its Clients 

Hypothesis 3 predicts that a studio’s adoption of practices is negatively associated with 

the studio’s power relative to that of its clients. In Hypothesis 4, a studio’s relative 

power is predicted to attenuate the effect of extrajurisdictional regulation on the studio’s 

rate of practice adoption. I measure the Relative power of the supplier as the supplier’s 

                                                
8 Excluding from consideration both the studio’s home jurisdiction and those of its siblings helps to 

minimize the likelihood that a studio is exposed to extra-jurisdictional regulation because it is engaged on 

a project outside of its home jurisdiction. As noted in prior research, when architecture firms enter new 

geographic markets they tend to so by establishing a ‘network of studios’ which allows them to maintain 

proximity to their clients (Knox, 2006). 
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centrality within the network of organizations (architecture studios and offices of real 

estate development firms) involved in green building projects. 

It is common in network research on interorganisational relations to measure 

centrality using Bonacich’s (1987) eigenvector centrality measure, in which an actor’s 

centrality is its summed connections to others, weighted by their centralities. For N 

actors Bonacich (1987: 1173) proposes that the centrality of actor i is given by: 

 !" #, % = 	∑ # + %!* +"* (1) 

where c is the derived nodal attribute (a centrality score), R is an adjacency matrix (a 

matrix of relationships between the actors), and a is a scaling factor. The magnitude of 

parameter b affects the degree and way in which the relationships of actor i are factored 

into determining actor i’s centrality score. Relationships to highly central others may 

assist or undermine actor i; hence, b may be positive or negative depending on the 

nature of the interactions in the network. When b is positive, higher scores will result 

for actors that are linked to many actors which are in turn linked to many other actors. 

This measure is used commonly to capture status or prominence, since in status 

hierarchies and referral networks a firm’s standing is increased by connections to highly 

central others (Gulati & Gargiulo, 1999; Podolny, 1994; Rosenkopf & Padula, 2008). 

 I employ Bonacich’s (1987) eigenvector measure set with a negative b, which 

returns higher scores for actors that are linked to many actors that are linked to few 

other actors.9 This corresponds to a bargaining situation, wherein a firm’s power 

increases from being connected to others less powerful and decreases from being 

                                                
9 Specifically, I set a negative beta value, b = –5. In answer to the question, ‘Does the choice of b matter’, 

Rodan (2011) provides evidence that it does not, especially for networks that are dense, have average 

distances between pairs of nodes, or have no pendant nodes. 
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connected to others more powerful, with many alternative exchange partners (Bonacich, 

1987). Although a negative value for b is not commonly used in organisational studies, 

it yields values consistent with resource dependence theorists’ predictions regarding 

power (Cook, Emerson, Gillmore & Yagamashi, 1983; Rodan, 2011).  

Using data provided by the GBCA, the above methodology for network analysis 

has been applied to collaborations between clients and suppliers engaged in green 

building projects. Included in the data were two sets of actors: architecture studios and 

real estate developers. Empirically, it was determined that there was a low likelihood of 

these actors forming market relations with members of their own sets, implying a two-

mode network structure. In line with recommendations set out in prior research for 

normalising centrality scores derived from two-mode network data, I divided each raw 

eigenvector score by the square root of one half, which is the maximum centrality score 

attainable in any graph (Borgatti & Everett, 1997). Centrality scores were computed 

using UCINET 6 (Borgatti, Everett & Freeman, 1999). 

The network was constructed primarily from data on relationship dissolutions. 

When available, I used information on relationship formation to determine the time-

period over which a relationship existed. However, because the formation of 

relationships in the green building supply market is not as well documented as 

relationship dissolutions, I also employed a three-year moving window in analysing the 

network data, such that relationships in my database are represented at maximum as 

having lasted three years. A similar approach is used in prior network studies (e.g. 

Rosenkopf & Padula, 2008).  

In my main analysis, the variable Relative power of the supplier is lagged by one 

year. Therefore, my power measure is based on network structures that consider ties 

dissolved in the year preceding the current calendar year, the current year and the year 
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after the current year. Data on relationships dissolved in the period 2006–2009 were 

used to construct a baseline network for analysis starting in 2007. 

2.3.5 Control Variables 

Included in my models are control variables at two levels of analysis: 1) the level of the 

architecture studio, and 2) the level of the city in which the studio was located. The 

construction of each control variable is briefly described below. 

Studio-level Controls 

At the studio-level, I control first for the Number of employees, referring to the number 

of professionals employed within a studio in a given year. Data on firm size was 

obtained from the Directory of Australian Architects, Building Designers and Interior 

Designers (2007–2010, 2011, 2014) and linearly interpolated for missing years using 

the ‘ipolate’ command in Stata/SE 12.1. 

Second, I include the variable Perceived quality of creative work, a cumulative 

count of awards from the Royal Australian Institute of Architects won by a studio in the 

focal calendar year or in the four years preceding. Prior research describes industry 

awards as signals of the quality of a firm’s resources (Graffin, Wade, Porac & 

McNamee, 2008; Rao, 1994). The measure is included to control for a studio’s power in 

the broader context of the Australian architectural services market. In the creative 

industries, high quality creative work is a valued resource and suppliers that consistently 

win awards are highly sought by clients (Rogan & Greve, 2015). Winning awards helps 

to increase demand for a supplier’s services and may thereby enhance a supplier’s 

power relative to that of its current and prospective clients.  

Third, I control for a studio’s Cumulative stock of green building-specific 

capital, as the total number of professionals employed within a studio that gained Green 
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Building Council accreditation by a given year. The inclusion of this variable aims to 

account for a possible saturation effect: studios with a higher proportion of their 

workforce accredited in green building are less likely to have additional employees 

accredited. Inclusion of this variable also aims to account for the fact that studios with 

many accredited professionals may obtain reduced marginal reputational gains from 

additional accreditations. I also include the variable Green Building Council member 

which is a binary variable equal to 1 if a studio was a member of the GBCA in a given 

year and which equals 0 otherwise. 

City-level Controls 

At the city-level, I control for a studio’s economic opportunity, both in building 

construction and in green building more specifically. Economic opportunity in building 

construction is measured as the log of the total value of non-residential construction 

activity approved for the city in which a studio was located in a given year. Data on the 

cumulative value of building approvals were sourced from the Australian Bureau of 

Statistics. I control for a studio’s Economic opportunity in green building specifically 

by including a count of building projects certified by the Green Building Council of 

Australia (GBCA) in a focal studio’s city during the current calendar year. The GBCA 

provided these data directly to the author. 

Following prior research on the green building supply industry (e.g. York & 

Lenox, 2014), I considered the behavioural effects of market-based policies aimed at 

supporting green building. I include the variable Incentive policies internal to the 

supplier’s jurisdiction, which is a count of the market-based green building policies in 

place during a given year in the city in which a studio was located that year. I include a 

second variable, Incentive policies external to the jurisdiction, calculated as the average 

count of market-based policies faced by a studio’s prospective clients, excluding 
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policies faced in common with the focal studio (utilising the same methodology as was 

used to measure extra-jurisdictional regulation). 

In addition, I control for the effects of normative support for environmentalism. 

In industries that address environmental issues, strong local-level support for 

environmental causes can positively affect rates of entrepreneurial activity (York & 

Lenox, 2014; Sine & Lee, 2009). Normatively held values, created and advocated at a 

local level, are likely to shape the extent to which local professionals apply technical 

expertise to entrepreneurial work (Sine & Lee, 2009). In my models, the variable 

Percentage vote to ALP measures the percentage of the vote captured by the Australian 

Labor Party (Australia’s main centre-left political party) in a studio’s electorate during 

the federal election most recent to the current calendar year. The variable Solar 

installations is a count of small-scale solar installations within a studio’s postcode in a 

given year, based on data provided by the Office of the Clean Energy Regulator. As 

data on solar installations were available only for a restricted timeframe, the variable 

was included in robustness checks but not in my main analysis. 

2.3.6 Model Specification and Selection 

This study employs a deductive empirical approach. Statistical inferences are made to 

address the hypothesised causal relationships, and to address whether observations 

made with respect to the group of cases studied are likely to apply to the broader 

population from which the sample group was drawn. I conclude this section by 

specifying the probability distribution and the regression model used in the empirical 

tests that follow. 

The dependent variable, Adoption of practices by the supplier, is a count 

variable and takes only discrete nonnegative integer values. A basic Poisson count 
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estimation model provides a natural baseline model for such data (Hausman, Hall & 

Grilisches, 1984). The Poisson model for event count data can be written as follows: 

 
ƒ -".|0". =

exp −0". 0".
567

-".!
 (2) 

where -". is the observed count variable, and the parameter 0". represents the mean 

(which in the Poisson distribution is equal to the variance) of the event count. It is 

furthermore assumed that, 

 0". = 9 -".|:". = 	exp ;:".  (3) 

where	:<= is a vector containing the study’s independent and control variables; and ; is 

a vector of coefficients which represent the impact of a unit change in a covariate (an 

independent or control variable) on the difference in the log values of the outcome 

variable (York et al., 2017). 

The above specification in Eq. (2) relies on the property of the Poisson 

distribution that the mean and the variance of the event count are equal (Allison & 

Waterman, 2002). The assumption that the data lie on such a distribution is typically 

violated in the case of panel data, given deviations from the pure Poisson distribution 

including the likely presence of unobserved heterogeneity (the possibility that firms that 

are identical on the measured characteristics are not identical on unmeasured 

characteristics). Unobserved heterogeneity, if present and not controlled for, can result 

in overdispersion, whereby the variance of 0". exceeds the mean. 

 Therefore, in line with Hausman et al. (1984), I allow 0".	to be a function not 

only of observable characteristics :".	but also of unobserved firm-specific effects. These 

firm-specific effects are assumed to be time-invariant firm-level differences such as 

differences in capability that may be correlated with the outcome variable (a studio’s 

rate of practice adoption) and with the studied covariates (e.g. the firm’s relative 
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power). I denote these effects as >" and introduce them in a multiplicative way 

(Cameron & Travedi, 1998; Wagner, Hoisl & Thoma, 2013). My final regression model 

can be written as,  

 0". = 9 -".|:"., >" = 	exp ;:". + >" . (4) 

Taking the logarithm of both sides, we obtain the log-linear form of equation (4) as, 

 ln 0". = ln 9 -".|:"., >" = ;:". + >". (5) 

In addition to the firm-specific effects, a full set of state binary variables are 

included in the models to account for the effects of state-specific factors. Indicator 

variables for each year in the model control for annual varying influences that are 

shared across observations. Robust standard errors clustered at the firm-level are 

implemented to correct for light overdispersion and independence across the data. 

In a fixed-effects specification, any entity without variation on the dependent 

variable has to be dropped from the analysis, leaving a potentially distorted sample 

(Denrell & Kovacs, 2008: 123). In sensitivity analyses discussed below, the magnitude 

of the distortion is assessed by comparing results from the Conditional fixed-effects 

(CFE) Poisson model with results from a simple Poisson model. The results are found 

to be qualitatively similar. 

To test model fit following CFE Poisson model estimation, I compared the 

observed and predicted counts across the full range of counts in the data. Using a Chi-

square fit test, I was able to reject the null hypothesis that the predicted and observed 

counts come from different populations, suggesting that the Poisson model is well-fitted 

to my data (Hilbe, 2014). As the dependent variable is a count, it could be modelled 

using a Poisson model, a Negative Binomial model, or a zero-inflated Poisson or 

Negative Binomial model if there are excess zeros. There was no evidence of significant 
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zero-inflation or zero-truncation, situations of disparity between the expected and 

observed zero counts in the data (Hilbe, 2014). 

The CFE Poisson model is restrictive, in that for a given actor the mean of each 

count must equal its variance (Allison & Waterman, 2002). Nevertheless, for several 

reasons the CFE Poisson model was preferred over the more flexible Negative Binomial 

model for this study’s data. The Negative Binomial is known to be highly sensitive 

against violations of its underlying assumptions, whereas the Poisson model is 

consistent so long as the mean specification holds (Gourieroux, Monfort & Trognon, 

1984). Further, using the BIC and AIC selection criteria following full model 

estimation, the CFE Poisson model appears to be better-fitted to the data than the 

random-effects Negative Binomial model. In sensitivity tests discussed later, 

qualitatively similar results are presented for alternative specifications including the 

random-effects Negative Binomial model.10 

Optimally, analysis would focus on how the independent and control variables 

relate to the number of professionals accredited by a studio as a share of the studio’s 

total workforce (i.e. Adoption of practices by the supplier/ Number of employees). 

However, the dependent variable, if constructed as a ratio, would be bound between 0 

and 1, resulting in two-sided censoring of the data that would violate standard Gauss-

Markov assumptions. A Tobit model could be used, if capturing unobserved 

heterogeneity across firms was not crucial to this study (Reitzig & Wagner, 2010). 

Arranging the estimation problem so that Adoption of practices by the supplier is the 

                                                
10 The random-effects Negative Binomial was selected over the fixed-effects Negative Binomial model 

for comparison with the CFE Poisson model. The random-effects model was selected because it has been 

shown that the fixed-effects Negative Binomial model does not control for all stable covariates and is 

therefore not a true fixed-effects model (Allison & Waterman, 2002). 
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dependent variable and Number of employees appears as an explanatory variable allows 

us to interpret the beta coefficients as the effect of the independent and control variables 

on the adoption rate of the studio relative to its total professional workforce (Reitzig & 

Wagner, 2010). Table 2.4 presents summary statistics and bivariate correlations. The 

mean Variance Inflation Factor (VIF) across all variables was 1.85, an acceptable level 

(Chatterjee & Hadi, 2006), allowing us to exclude the possibility that the findings are 

the result of multicollinearity. 

2.4 Analysis and Results 

2.4.1 Main Analysis 

Table 2.5 presents Conditional fixed-effects (CFE) Poisson model estimates of green 

building practice adoption. The models start with control variables only (Models 1-2), 

then enter independent variables (Models 3-5), ending with the full model including the 

hypothesised interaction term (Model 6). Independent and control variables were lagged 

by one year, and were scaled where appropriate to ease interpretation. 

The Effects of Studio- and City-level Controls 

Models 1 and 2 present estimates of the baseline model with control variables. Results 

from Model 1 suggest that a studio’s practice adoption rate is positively predicted by the 

studio’s Number of employees %ABCDEFGGH = 0.01, L = 0.002	).11 In Model 1, studios 

with a greater Cumulative stock of green building-specific capital are predicted to adopt 

green building practices at a lower rate %N.EOPQRGGSTU"DV"SWXYC = −0.02, L = 0.043 . 

                                                
11 In this section, % represents the unstandardized regression coefficients, and p is the p-value which 

provides a statistical summary of the probability of attaining results at least as extreme as the ones 

observed given that the null hypothesis is correct. 
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Practice adoption is positively predicted by Green Building Council 

member	 %QTXBGB\GR = 0.58, L = 0.001 . 

Focusing on the city-level controls, Model 1 suggests that the rates at which 

architecture studios adopt green building practices are negatively related to the 

Economic opportunity in building construction in a studio’s city %AOES_CC =

−0.36, L = 0.000 . This finding may appear counterintuitive; however, it has been 

suggested in past research that the relationship between demand in building construction 

and rates of investment in green building-specific capital is not straightforward (Simcoe 

& Toffel, 2014). 

The relationship between practice adoption and Economic opportunity in green building 

is negligible and insignificant %QRGGS_CC = 0.00, L = 0.896 . In the ‘Sensitivity 

Analyses’ later presented I report results from a model that includes the same variable 

but with additional lags, which returned positive and significant results. Inclusion of the 

modified variable did not materially change the results for other covariates in the model. 

Model 1 suggests that practice adoption rates are positively predicted by the Percentage 

vote to the ALP within a studio’s local electorate %bE.Gcde = 0.01, L = 0.013 . This 

finding is consistent with prior research highlighting the impact of the sociocultural 

environment on entrepreneurial activity (e.g. Sine & Lee, 2009; York & Lenox, 2014). 

Counterintuitively, Model 1 indicates that the adoption of practices by the 

supplier is negatively associated with Incentive policies internal to the supplier’s 

jurisdiction at a high significance level %fSOGS.HfS. = −0.58, L = 0.000 . Similarly, 

Model 2 indicates that practice adoption by the supplier is negatively predicted by 

Incentive policies external to the supplier’s jurisdiction %fSOGS.HAg. = −0.33, L =

0.007 . A fuller assessment of these findings is included in the ‘Discussion’ section. 
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Table 2.4 Descriptive statistics and correlations 

Variable Mean S.D. Min Max 1 2 3 4 5 6 

1 Adoption of green building practices by the 
supplier 1.31 2.80 0.00 24.00 1.00      

2 Number of employees 42.31 34.88 1.00 200.00 0.46*** 1.00     

3 National awards 0.05 0.68 –0.21 4.79 0.14*** 0.34*** 1.00    

4 Cumulative stock of green building-specific capital 5.72 9.58 0.00 71.00 0.51*** 0.62*** 0.21*** 1.00   

5 Green Building Council member 0.41 0.49 0.00 1.00 0.24*** 0.34*** 0.12** 0.41*** 1.00  

6 Economic opportunity in building construction 3.82 0.62 0.00 4.17 –0.14*** –0.04 –0.09* –0.11** 0.08* 1.00 

7 Economic opportunity in green building 7.03 5.91 0.00 22.00 0.06 0.13*** 0.21*** 0.10** 0.04 –0.06 

8 Percentage vote to Australian Labor Party 52.38 15.08 25.09 75.95 0.01 –0.10** –0.09* –0.04 –0.05 –0.16*** 

9 Solar installations 51.90 119.97 0.00 1113 –0.05 –0.14*** –0.14*** –0.14*** –0.10** 0.12** 

10 Incentive policies internal to the supplier’s 
jurisdiction 2.25 0.75 0.00 3.00 0.14*** 0.27*** 0.16*** 0.23*** 0.13*** –0.26*** 

11 Incentive policies external to the supplier’s 
jurisdiction 1.74 0.75 0.00 3.00 –0.21*** –0.31*** –0.11** –0.41*** –0.44*** –0.08* 

12 Regulation internal to the supplier’s jurisdiction 1.79 0.43 0.00 2.00 0.11** 0.20*** 0.11** 0.17*** 0.16*** –0.19*** 

13 Regulation external to the supplier’s jurisdiction 1.47 0.40 0.00 2.00 –0.18*** –0.31*** –0.13*** –0.33*** –0.30*** –0.04 

14 Relative power of the supplier 0.05 0.17 –1.79 1.00 0.09* 0.30*** 0.25*** 0.20*** 0.17*** 0.10** 

15 Relative power of the supplier*Regulation external 
to the supplier’s jurisdiction 0.07 0.22 –2.36 1.58 0.06 0.25*** 0.20*** 0.12** 0.09* 0.08* 

Notes: * p < 0.05, ** p < 0.01, *** p < 0.001  
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Table 2.4 (cont.) Descriptive statistics and correlations 

Variable 7 8 9 10 11 12 13 14 15 

8 Percentage vote to Australian Labor Party –0.45*** 1.00        

9 Solar installations –0.31*** 0.18*** 1.00       

10 Incentive policies internal to the supplier’s 
jurisdiction 0.31*** –0.12** –0.38*** 1.00      

11 Incentive policies external to the supplier’s region 
targeting its prospective clients –0.04 0.12** 0.20*** –0.45*** 1.00     

12 Regulation internal to the supplier’s jurisdiction 0.22*** –0.04 –0.22*** 0.75*** –0.39*** 1.00    

13 Regulation external to the supplier’s jurisdiction –0.10** 0.12*** 0.11** –0.43*** 0.78*** –0.37*** 1.00   

14 Relative power of the supplier 0.08* –0.19*** –0.07 0.09* –0.20*** 0.05 –0.24*** 1.00  

15 Relative power of the supplier*Regulation external 
to the supplier’s jurisdiction 0.06 –0.17*** –0.05 0.04 –0.04 –0.00 –0.12*** 0.92*** 1.00 

Notes: * p < 0.05, ** p < 0.01, *** p < 0.001. 
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Table 2.5 CFE Poisson model estimates of Adoption of practices by the supplier 

 1 2 3 4 5 6 

Number of employees  0.01** 0.01** 0.01*** 0.01*** 0.01*** 0.01*** 
(0.003) (0.003) (0.003) (0.003) (0.003) (0.003) 

National awards  –0.02 –0.02 –0.00 –0.00 0.01 0.01 
(0.186) (0.183) (0.159) (0.160) (0.160) (0.163) 

Cumulative stock of green 
building-specific capital  

–0.02* –0.02* –0.02* –0.02 –0.02 –0.02 
(0.010) (0.010) (0.009) (0.009) (0.009) (0.010) 

Green Building Council member 0.58*** 0.58*** 0.64*** 0.63*** 0.63*** 0.62*** 
(0.169) (0.169) (0.172) (0.169) (0.170) (0.168) 

Economic opportunity in building 
construction 

–0.36*** –0.42*** –0.37*** –0.39*** –0.37*** –0.38*** 
(0.101) (0.098) (0.080) (0.082) (0.083) (0.082) 

Economic opportunity in green 
building  

0.00 0.01 0.01 0.01 0.01 0.01 
(0.009) (0.011) (0.011) (0.011) (0.011) (0.010) 

Percentage vote to Australian 
Labor Party  

0.01* 0.01* 0.01* 0.01 0.01 0.01 
(0.004) (0.004) (0.004) (0.004) (0.004) (0.004) 

Incentive policies internal to the 
supplier’s jurisdiction  

–0.58*** –0.49*** –0.52*** –0.56*** –0.55*** –0.59*** 
(0.136) (0.148) (0.147) (0.143) (0.141) (0.145) 

Incentive policies external to the 
supplier’s jurisdiction  

 –0.33** –0.38** –0.43** –0.43** –0.41** 
 (0.123) (0.129) (0.141) (0.145) (0.150) 

Independent Variables       

Regulation internal to the 
supplier’s jurisdiction  

  0.60* 0.65* 0.65* 0.63* 
  (0.303) (0.302) (0.299) (0.288) 

Regulation external to the 
supplier’s jurisdiction  

   0.40 0.40 0.42 
   (0.256) (0.256) (0.230) 

Relative power of the supplier      –0.35 –0.75*** 
    (0.238) (0.185) 

Relative power of the 
supplier*Regulation external to 
the supplier’s jurisdiction  

     –1.56*** 
     (0.258) 

N 1147 1147 1147 1147 1147 1147 
AIC 2888.42 2868.76 2853.60 2848.83 2843.68 2823.49 
BIC 2959.05 2944.44 2934.32 2934.59 2934.49 2919.35 
Wald Chi2 646.21 895.36 1001.63 1042.12 1187.30 1926.89 
Log likelihood –1430.21 –1419.38 –1410.80 –1407.41 –1403.84 –1392.75 

Notes: Independent and control variables are lagged by one year. Robust standard errors, clustered by firm, are in parentheses. CFE, 
Conditional fixed-effects. AIC, Akaike Information Criterion. BIC, Bayesian Information Criterion. * p < 0.05, ** p < 0.01, *** p < 0.001.
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The Effects of Regulation and Relative Power 

In Models 3 to 5, the study’s independent variables are sequentially introduced. In Model 3, it 

can be observed that practice adoption is positively predicted by Regulation internal to the 

supplier’s jurisdiction !"#$%&'( = 0.60, . = 0.047 , consistent with expectations set out in 

prior research (York & Lenox, 2014). The introduction of an additional policy supporting 

green building in an architecture studio’s city would result in an incidence rate ratio (IRR) of 

1.82	 56. 0.60 = 1.82 , that is, an 82% increase in the predicted rate at which the studio 

would adopt green building practices.12 Support is thus found for Hypothesis 1.  

In Model 4, I test Hypothesis 2 which stipulates a positive association between 

practice adoption by a supplier and extra-jurisdictional regulation. It can be observed that the 

impact on practice adoption of Regulation external to the supplier’s jurisdiction appears 

positive but statistically insignificant !"#$%78( = 0.40, . = 0.122 . In Model 5, I test 

Hypothesis 3, which predicts a negative association between practice adoption and Relative 

power of the supplier. The results indicate a negative but insignificant effect of power on 

practice adoption !9:;#< = −0.35, . = 0.138 . 

In the full Model 6, which introduces the interaction term, a test of the main effect of 

Regulation external to the supplier’s jurisdiction on practice adoption returns a positive result 

                                                
12 Because the Poisson model is a log-linear model, the beta coefficients predict the impact of 1-unit changes in 

the covariates X on the difference in log values of the outcome variable @, i.e. A = ∆ ln @EFG − ln YE . By 

taking the exponent of both sides of this equation, we derive the Incidence Rate Ratio (IRR). This can be 

interpreted as the relative increase in the outcome variable (relative to its existing level) given 1-unit change in 

the covariate, i.e. exp β = exp ∆ ln YEFG − ln @E = exp ln @ / ln @E = @EFG/@E (Vedula et al., 2017). 
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that is significant at the 90% confidence level !"#$%78( = 0.42, . = 0.065 ; and suggests 

that a 1-standard deviation increase in the intensity of extra-jurisdictional regulation would 

result in an IRR of 1.18 56. 0.42 ∗ 0.40 = 1.18 , that is an 18% increase in the rate of 

practice adoption.13 Main effects analysis thus provides partial support for Hypothesis 2. 

Model 6 also tests the main effect of Relative power of the supplier on practice 

adoption and returns a negative and significant result	 !9:;#< = −0.75, . = 0.000 ; showing 

that a 1-standard deviation increase in the relative power of a supplier would result in an IRR 

of 0.88	 56. −0.75 ∗ 0.17 = 0.88 ,	a 12% decrease in the rate of practice adoption. 

Support is thus found for Hypothesis 3. 

Extra-Jurisdictional Regulatory Effects at High Versus Low Levels of Relative Power 

Model 6 includes a test of Hypothesis 4, which predicts that the impact on practice adoption 

of extra-jurisdictional regulation is attenuated by a firm’s power relative to that of its clients. 

In line with my theoretical prediction, a negative and significant interaction can be observed 

between Relative power of the supplier and Regulation external to the supplier’s jurisdiction 

!9:;#<8"#$%78( = −1.56, . = 0.000 . I visually plot the interaction effect in Figure 2.6 and 

interpret it below. 

In Figure 2.6, the effect of extra-jurisdictional regulation is plotted at both high 

(dashed line) and low (solid line) levels of Relative power of the supplier, along with the 

                                                
13 I compute the IRR for a one standard deviation increase in the covariate as exp ! ∗ O. P. , (Vedula et al., 

2017). Since the beta coefficient of the variable Regulatory pressure external to the supplier’s region is 0.42, 

and the variable’s standard deviation is 0.40, the IRR given a 1 standard deviation increase in the covariate is 

exp 0.42 ∗ 0.40 = 1.18. This corresponds to an 18% increase in the level of the outcome variable 

exp 0.42 ∗ 0.40 − 1 = 0.18. 
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corresponding 90% confidence interval bands. The figure is suggestive of a disordinal 

(crossover) interaction whereby the relationship between extra-jurisdictional regulation and 

practice adoption shifts from highly positive among suppliers exhibiting low relative power 

(solid line), to relatively flat and even slightly negative among suppliers that are high in 

relative power (dashed line).  

Figure 2.6 Impact on Adoption of practices by the supplier of Regulation external to 
the supplier’s jurisdiction at high and low levels of Relative power of the supplier 

 
Notes: Solid light blue lines denote 90% confidence interval band for Low Relative Power; dashed dark blue lines denote 90% 
confidence interval band for High Relative Power 

In terms of effect sizes, it is possible to observe how high- and low-power suppliers respond 

as the intensity of extra-jurisdictional regulation increases from its minimum to its maximum 

value in the sample (i.e. from 0 to 2 policies). Following procedures for marginal effects 

analysis set out by Hilbe (2014), the predicted probability of the outcome variable suggests 

that low-power suppliers (those that are one standard deviation below the mean on the 
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relative power dimension) would increase their rate of practice adoption by 94% (from 0.62 

to 1.82 accreditations) as extra-jurisdictional regulation moves from its minimum to its 

maximum value. In contrast, high-power studios (those that are one standard deviation above 

the mean on the relative power dimension) would decrease their practice adoption rates by 

31% (from 1.62 to 1.12 accreditations).14 In sum, the relationship between extra-jurisdictional 

regulation and practice adoption appears to exhibit a positive slope for firms with low relative 

power. There was essentially no relationship between extra-jurisdictional regulation and 

practice adoption among studios that were high in relative power. 

As a stream of important studies elucidate, the above form of marginal effects 

analysis needs to be taken as suggestive only of the true interaction effect in a nonlinear 

model (Ai & Norton, 2003; Bowen, 2012; Hoetker, 2007; Wiersema & Bowen, 2009). The 

above form of analysis assumes that the value of the focus variable’s marginal effect is 

constant over all values of the focus variable (the moderated explanatory variable). This 

condition is violated in the context of nonlinear count models (Ai & Norton, 2003). Hence, 

testing a moderating hypothesis requires supplementary analysis of the ‘analytically correct’ 

or ‘true’ interaction effect (Wiersema & Bowen, 2009) which I provide below. 

 

                                                
14 In the conditional fixed-effects (CFE) Poisson, the fixed-effects are not estimated. As a result, consistent 

estimates of the marginal effects of covariates cannot be derived following CFE Poisson estimation. Therefore, 

Figure 2.4 and effect size estimates for the interaction term are derived from analysis of marginal effects 

calculated following estimation of an unconditional fixed-effects Poisson model. It is known that for Poisson 

regression, conditional and unconditional estimation methods always yield identical estimates for ! and the 

associated covariance matrix (Cameron & Trivedi, 1998). 
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The Analytically Correct Moderating Effect 

There is an active discussion among econometricians and strategy researchers about the 

appropriate methods for interpreting the magnitudes and standard errors of interaction terms 

in nonlinear models (Ai & Norton, 2003; Bowen, 2012; Hoetker, 2007; Wiersema & Bowen, 

2009). Ai and Norton (2003: 129) have stated that the interaction effect ‘cannot be evaluated 

simply by looking at the sign, magnitude, or statistical significance of the coefficient on the 

interaction term when the model is nonlinear.’ Testing a moderator hypothesis requires a 

supplementary analysis of the moderating variable’s marginal effect on the relationship 

between the focus variable and the dependent variable (Wiersema & Bowen, 2009). 

The equation for the moderator variable’s marginal effect, termed the ‘analytically 

correct interaction effect’ or ‘true interaction effect’, is given by the cross-partial derivative 

of the conditional expectation of the dependent variable, first with respect to the focus 

variable and then with respect to the moderator variable (Ai & Norton, 2003). The first step 

in determining the equation for the true interaction effect is to extend the original Poisson 

model to include the interaction variable, formed by multiplying at each observation the 

value of the focus variable with that of the moderator variable: 

 Q RS(|US(, VS = exp !W + !GxGS(+	!YxYS(+	!ZxGS(xYS( +

	 ![x[S(
\
[]^ + VS . 

(6) 

In the above expression xG denotes the focus variable, xY denotes the moderator variable, and 

xGxY denotes the interaction variable. Taking the cross-partial derivative of Eq. (6), first with 

respect to xG then with respect to xY, gives the equation for the true interaction effect of 

moderator variable xY: 



 

 
 

85	

 
_`a5	bcd5`efdbgc	5hh5fd =

i2Q RS(|US(, VS
i61i62

= 	
i je`kbcel	5hh5fd	gh61

i62

= Q RS(|US(, VS !G!Y+	!Z !GxGS(+	!YxYS(+	!ZxGS(xYS(  

 

(7) 

It is known that the value of the moderator variable’s marginal effect varies with the value of 

all model variables due to the inherent nonlinearity of count models (Ai & Norton, 2009). 

Therefore, in testing a moderation hypothesis using a Poisson model, it is necessary to 

examine the sign and statistical significance of the moderator variable’s marginal effect on 

the relationship between the focus variable and the dependent variable at each observation in 

the sample (Wiersema and Bowen, 2009). 

Figure 2.7 presents, over all observations, the value of the true interaction effect of 

Relative power of the supplier on the relationship between Regulation external to the 

supplier’s jurisdiction and Adoption of practices by the supplier, and the implied z-statistical 

values. In the graph, solid black circles represent values of the true interaction effect, which 

correspond to the left axis’ scale. Hollow grey diamonds represent the implied z-statistical 

values, which correspond to the right axis’ scale.  

The graphical analysis illustrates that the value and significance of the true interaction 

effect differs over the range of its variation. Nevertheless, while the z-statistical values range 

from −7.78 to 2.09, they predominantly fall outside of the region between -1.96 and +1.96 

marked by reference lines extending from the right axis. The values of the true interaction 

effect, it can be inferred, are in the majority of cases significant at the 95% confidence level. 

Further, the true interaction effect’s values are predominantly negative, ranging from 
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−100.77 to 1.40, with a mean value of −2.74. Wiersema and Bowen (2009) suggest that if no 

change is found in the sign of a true interaction effect over its range of variation, then it is 

appropriate to report the moderating variable’s marginal effect at the mean. 

Figure 2.7 True interaction effect of Relative power of the supplier on the relationship 
between Regulation external to the supplier’s jurisdiction and Adoption of practices 
by the supplier 

 
Notes: Reference lines denote the region for z-score values between -1.96 and +1.96. Observations that fall outside this region imply 
significance at the 95% confidence level. 

2.4.2 Sensitivity Analyses 

A series of additional analyses were conducted to check the robustness of my main results. 

These tests included alternative model specifications, and changes to the measures of 

regulation and relative power. I report below the findings from these sensitivity analyses and 

additional tests designed to assess alternative explanations.  
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Table 2.6 Estimates using alternative models of Adoption of practices by the supplier 

 6 
CFE Poisson 

with Robust SE 
at Firm-Level 

7 
Simple    
Poisson 

8 
Random-effects 

Negative 
Binomial 

9 
UFE Poisson 
with Multiway 

Clustering 

Number of employees  0.01*** 0.01*** 0.01*** 0.01*** 
(0.003) (0.001) (0.001) (0.002) 

National awards  0.01 -0.04 0.06 -0.04 
(0.163) (0.055) (0.069) (0.104) 

Cumulative stock of green 
building-specific capital  

–0.02 -0.01*** 0.00 -0.01 
(0.010) (0.004) (0.005) (0.010) 

Green Building Council 
member 

0.62*** 0.11 0.39*** 0.11 
(0.168) (0.098) (0.114) (0.129) 

Economic opportunity in 
building construction  

–0.38*** -0.06 -0.27** -0.06 
(0.082) (0.079) (0.090) (0.117) 

Economic opportunity in green 
building  

0.01 -0.01 0.02 -0.01 
(0.010) (0.008) (0.010) (0.013) 

Percentage vote to Australian 
Labor Party  

0.01 -0.00 0.01*** -0.00 
(0.004) (0.003) (0.004) (0.005) 

Incentive policies internal to 
the supplier’s jurisdiction  

–0.59*** -0.64*** -0.50*** -0.65** 
(0.145) (0.116) (0.094) (0.198) 

Incentive policies external to 
the supplier’s jurisdiction  

–0.41** -0.81*** -0.37*** -0.81** 
(0.150) (0.095) (0.091) (0.268) 

Independent Variables     
Regulation internal to the 
supplier’s jurisdiction  

0.63* 0.61*** 0.34* 0.61** 
(0.288) (0.146) (0.160) (0.191) 

Regulation external to the 
supplier’s jurisdiction  

0.42 0.51** 0.56** 0.51* 
(0.230) (0.167) (0.172) (0.249) 

Relative power of the supplier  –0.75*** -0.35* -0.60* -0.35* 
(0.185) (0.161) (0.295) (0.144) 

Relative power of the 
supplier*Regulation external to 
the supplier’s jurisdiction  

–1.56*** -1.89*** -0.96 -1.89*** 
(0.258) (0.332) (0.562) (0.269) 

Constant  -1.22* -0.92 0.14 
  (0.493) (0.545) (0.598) 

N 1147 1147 1147 1146 
AIC 2823.49 3134.04 3064.13 2962.87 
BIC 2919.35 3810.06 3180.17 3210.03 
Wald Chi2 1926.89 1933.42 183.80  
Log likelihood –1392.75 -1433.02 -1509.07 -1432.43 

Notes: Independent and control variables are lagged by one year, except where otherwise indicated. Standard errors, clustered by firm, 
are in parentheses. CFE, Conditional fixed-effects. UFE, Unconditional fixed-effects. AIC, Akaike Information Criterion; BIC. Bayesian 
Information Criterion. * p < 0.05, ** p < 0.01, *** p < 0.001.
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Table 2.7 CFE Poisson model estimates of Adoption of practices by the supplier 
substituting in alternative covariates 

 10 
Binary 

regulation 
measure 

11 
Maximum 
extra-juris. 
regulations 

12 
Minimum 

extra-juris. 
regulations 

13 
Range of 

extra-juris. 
regulations 

14 
Alternative 
measure of 

power 

Number of employees  0.01*** 0.01*** 0.01** 0.01*** 0.01** 
(0.002) (0.002) (0.003) (0.003) (0.002) 

National awards  -0.01 0.01 0.01 0.02 -0.01 
(0.174) (0.163) (0.150) (0.157) (0.157) 

Cumulative stock of green 
building-specific capital  

-0.02 -0.02* -0.02 -0.02* -0.02* 
(0.009) (0.009) (0.009) (0.009) (0.009) 

Green Building Council 
member 

0.59*** 0.63*** 0.61*** 0.65*** 0.64*** 
(0.174) (0.177) (0.163) (0.171) (0.171) 

Economic opportunity in 
building construction  

-0.44*** -0.36*** -0.38*** -0.37*** -0.37*** 
(0.117) (0.081) (0.080) (0.083) (0.082) 

Economic opportunity in 
green building  

0.01 0.01 0.01 0.00 0.01 
(0.011) (0.010) (0.010) (0.010) (0.011) 

Percentage vote to 
Australian Labor Party  

0.01* 0.01 0.01* 0.01* 0.01 
(0.004) (0.004) (0.003) (0.004) (0.004) 

Incentive policies internal to 
the supplier’s jurisdiction  

-0.50*** -0.52*** -0.52*** -0.52*** -0.55*** 
(0.150) (0.150) (0.147) (0.147) (0.141) 

Incentive policies external to 
the supplier’s jurisdiction  

-0.30* -0.37** -0.40** -0.41** -0.41** 
(0.134) (0.133) (0.136) (0.135) (0.146) 

Independent Variables      
Regulation internal to the 
supplier’s jurisdiction  

-0.11 0.59* 0.58* 0.62* 0.73* 
(0.350) (0.294) (0.279) (0.295) (0.298) 

Regulation external to the 
supplier’s jurisdiction  

-0.33 0.13 0.28** -0.24* 0.73* 
(0.339) (0.362) (0.092) (0.095) (0.298) 

Relative power of the 
supplier  

0.16 -0.60* -0.47* -0.34 -0.35 
(0.246) (0.282) (0.216) (0.298) (0.243) 

Relative power of the 
supplier* Regulation external 
to the supplier’s jurisdiction  

-1.82*** -0.81** -1.20 0.07  
(0.466) (0.300) (0.630) (0.463)  

Number of employees* 
Regulation external to the 
supplier’s jurisdiction  

    -0.01** 
    (0.002) 

N 1147 1147 1147 1147 1147 
AIC 2849.57 2841.74 2821.41 2839.50 2835.90 
BIC 2945.43 2937.60 2917.27 2935.35 2931.76 
Wald Chi2 1708.44 1380.41 1333.01 1218.67 1205.89 
Log likelihood -1405.79 -1401.87 -1391.71 -1400.75 -1398.95 

Notes: Independent and control variables are lagged by one year, except where otherwise indicated. Robust 
standard errors, clustered by firm, are in parentheses. AIC, Akaike Information Criterion. BIC, Bayesian Information 
Criterion. * p < 0.05, ** p < 0.01, *** p < 0.001.



 

 
 

89	

Estimates Using Alternative Models and Multiway Clustering 

First, I re-estimated the model using several alternative specifications, including a 

simple Poisson (Model 7) and a random-effects Negative Binomial (Model 8). Table 2.6 

indicates that my results are generally robust to these alternative specifications. In the 

Negative Binomial model (Model 8) there is a decrease in significance (to the 90% 

confidence level) of the interaction effect of relative power and extra-jurisdictional 

regulation on a studio’s rate of practice adoption. 

There are well-known estimation problems in modelling georeferenced 

observations arising from their relative locations in geographic space: observations that 

are geospatially clustered or dispersed are likely to be non-independent (Cliff & Ord, 

1973). Table 2.6 presents estimates using a fixed-effects Poisson model with multiway 

clustering (Model 9). The model includes robust standard errors clustered at two levels; 

at the level of the firm and at the level of the city in which a studio was located. To test 

for spatial autocorrelation I used the multiway clustering approach developed by 

Cameron, Gelbach and Miller (2011) and code provided by Kleinbaum, Stuart and 

Tushman (2013). If there is significant spatial autocorrelation then multi-way clustering 

would yield different estimates to one-way clustering at the firm-level (Rogan & Greve, 

2015). Multi-way clustering produced findings consistent with my main analysis. I 

concluded that the data were most parsimoniously modelled without such controls. 

Estimates Using Alternative Measures of Regulatory Intensity 

Table 2.7 presents re-estimates of the model with several modifications of the 

independent variables. First, I specified a model utilising regulatory variables based on 
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an alternative measure of regulation. In Model 10, both the variables Regulation 

internal to the supplier’s jurisdiction and Regulation external to the supplier’s 

jurisdiction are constructed based on a time-varying binary measure of regulation. The 

measure is coded 1 starting in the year in which a city adopted a green building 

planning regulation and coded 0 otherwise (and always coded 0 for cities that did not 

adopt such a policy over the study period).  

Figure 2.8 True interaction effect of Relative power of the supplier on the relationship 
between Regulation external to the supplier’s jurisdiction (specified based on a binary 
variable equal to one for cities with a green city planning scheme clause) and Adoption 
of practices by the supplier 

 

Notes: Reference lines denote the region for z-score values between -1.96 and +1.96. Observations that fall outside this region 
imply significance at the 95% confidence level. 
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In Model 10, the main effects of both regulatory variables have decreased in 

significance. Nevertheless, the interaction effect of Relative power of the supplier and 

Regulation external to the supplier’s jurisdiction on Adoption of practices by the 

supplier remains negative and significant !9:;#<8"#$%78(mS' = −1.82, . = 0.000 . 

Figure 2.8 illustrates a true interaction effect that is qualitatively similar to that reported 

in my main analysis. 

Next, the model was re-estimated using several alternative measures of extra-

jurisdictional regulation. In the initial construction of this variable it was assumed that a 

studio would respond to the average number of extra-jurisdictional regulations 

operating on its prospective clients. Table 2.7 presents estimates of models that 

substitute in measures of the minimum, maximum and range of extra-jurisdictional 

regulations faced by developers in the same city as a focal studio (Models 11-13).15  

The results in Table 2.7 offer a mixture of surprise and support for the main 

analysis. In Models 11 to 13, it can be observed that the interaction effect of extra-

jurisdictional regulation and relative power is reasonably robut to the inclusion of 

measures based on the maximum and minimum extra-jurisdictional regulation (in the 

latter case at a 90% confidence level	 !9:;#<8"#$%78(ZS' = −1.20, . = 0.056 ,	but not 

to the inclusion of a measure based on the range of extrajurisdictional regulations.  

                                                
15 Models were also estimated including measures of the maximum, minimum or range of extra-

jurisdictional incentive policies targeting a supplier’s prospective clients. Results were robust to the 

inclusion of measures of the maximum (b =–0.34, p=0.038) and the range (b =–0.29, p=0.007) of extra-

jurisdictional incentive policies operating on a studio’s prospective clients. 
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In Model 12, the main effect of extra-jurisdictional regulation on practice 

adoption is robust to the inclusion of a measure based on the minimum extra-

jurisdictional regulation. Model 13 suggests an inverse relationship between a firm’s 

rate of practice adoption and the range of extra-jurisdictional regulatory effects on its 

prospective clients	 !"#$%78("n' = −0.24, . = 0.013 . It is conceivable that firms are 

more highly receptive to extra-jurisdictional regulations targeting their prospective 

clients when the intensity of that regulation falls within a narrow range. A narrower 

range of regulatory effects on clients is likely to have a more uniform influence on the 

clients’ actions and may thereby foreshadow a more discernible shift in the demand 

environment. By contrast, it may be difficult for a firm to anticipate how the overall 

demand environment will be affected by extra-jurisdictional regulation when its effects 

on clients widely vary. 

Estimates Using an Alternative Measure of Power 

Another sensitivity test involved re-estimating the model with an alternative measure of 

power. In prior research on business service relationships, a firm’s number of 

employees has been used as a proxy for the supplier’s bargaining power (Leiponen, 

2008). When the Number of employees and Regulation external to the supplier’s 

jurisdiction were interacted (Model 14), I observed a negative and significant effect on 

practice adoption !7opq:r%8"#$%78( = −0.01, . = 0.002 . The result is broadly 

consistent with my predictions regarding the moderating influence of power. 
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2.4.3 Alternative Explanations  

Endogenous Location Choices 

It is possible that architecture studios with green building expertise are choosing to 

locate in regulatory environments that support green building. To understand whether 

endogenous location choices are driving my results, I analysed geographic mobility 

among studios included in the sample. Analysis of the study’s data revealed that 4% of 

all studios that were in the sample in 2008 relocated across SA1 locality boundaries 

between 2008 and 2011 (SA1 locations roughly correspond to suburbs—they are 

geographic areas with populations averaging 400 persons). Over the same period, no 

studios relocated across SA4 regional boundaries (SA4 locations are larger regions 

defined by common labour markets and populations exceeding 100,000 persons). Of the 

studios in the sample in 2011, only 2% moved across SA1 boundaries between 2011 

and 2014. No studios relocated across SA4 boundaries over the same period.  

Hence, while the data does capture some firm mobility, it was limited in scale 

and occurred largely within the boundaries of regulatory jurisdictions. The study’s 

results, we can conclude, are unlikely to be driven by endogenous location choices. 

Regulatory Signaling versus Demand Response 

The theoretical mechanism central to my argument is that studios respond to regulations 

in jurisdictions where they do not operate because these regulations foreshadow changes 

in the demand environment where they operate. A plausible alternative explanation for 

my results is that firms respond to actual changes in the demand environment which 

may, but need not, be set in motion by extra-jurisdictional regulation. 
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In my analyses thus far I have controlled for Economic opportunity in green 

building using a measure of the count of GBCA-certified green building projects in a 

studio’s city, with the variable lagged by one year. The earlier analysis (Table 2.5) 

showed that the variable was an insignificant predictor of practice adoption rates. It is 

conceivable, however, that studios are responsive to preceding demand conditions. 

Table 2.8 CFE Poisson model estimates of Adoption of 
practices by the supplier with additionally lagged 
covariates 

 15 16  

Economic opportunity in green building (t-2) 0.03* 0.03*  
 (0.013) (0.013)  
Regulation internal to the supplier’s 
jurisdiction  

0.47* 0.48*  
Notes: Control variables are included in 
the models but not shown. Results for 
the control variables are consistent with 
those reported in the main analysis. 
Independent and control variables are 
lagged by one year, except where 
otherwise indicated. Standard errors, 
clustered by firm, are in parentheses. 
AIC, Akaike Information Criterion; BIC. 
Bayesian Information Criterion.  
* p < 0.05, ** p < 0.01, *** p < 0.001 
 
 
 
 

(0.224) (0.219) 

Regulation external to the supplier’s 
jurisdiction  

0.47* 0.48* 
(0.224) (0.219) 

Relative power of the supplier  -0.65*** -0.75*** 
(0.182) (0.199) 

Relative power of the supplier (t–3)  -0.52 
 (0.313) 

Relative power of the supplier*Regulation 
external to the supplier’s jurisdiction  

-1.57*** -1.72*** 
(0.250) (0.287) 

N 1131 1131 
AIC 2764.62 2751.43 
BIC 2860.20 2852.04 
Wald Chi2 2352.05 2464.08 
Log likelihood -1363.31 -1355.71 

Table 2.8 presents CFE Poisson model estimates of practice adoption, substituting in or 

adding covariates with additional lags. Model 15 substitutes the variable Economic 

opportunity in green building, which is lagged by one year, for the same variable lagged 

by two years. The modified variable is found to be a positive and significant predictor 

of practice adoption	 !s<##'tppun$ = 0.03, . = 0.040 . Based on this result, an 
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additional GBCA-certified project in a supplier’s municipality would result in a 3% 

increase in the predicted rate at which the studio adopts green building practices 

56. 0.03 = 1.03 . Inclusion of the modified variable did not materially change the 

results for other covariates in my model. 

Reverse Causality Between Relative Power and Practice Adoption 

In the present study, power is measured as a studio’s centrality in the network of clients 

and suppliers involved in GBCA-certified building projects. It is plausible that practice 

adoption by a studio would affect the studio’s power by increasing the likelihood that 

building projects in which it is involved attain certification. 

There are reasons to believe, however, that this potential reverse causation is not 

driving my results. If practice adoption were critical for attaining certification then 

studios with higher adoption rates could reasonably be expected to have more direct ties 

in the network. This would manifest in a positive relationship between a firm’s relative 

power and its practice adoption rate. As my analysis returns a negative result, it may be 

considered a conservative estimate accounting for the possibility of reverse causation. 

 Model 16 contains a test of whether a firm’s practice adoption rate is affected by 

its relative power, with power measured based on network ties formed around 

completed green building projects. The variable Relative power of the supplier (t–3) is a 

measure of centrality which tracks ties dissolved in the three years preceding the current 

calendar year. The variable is found to be a negative predictor of practice adoption, 

though only significant at the 90% confidence level. The finding offers partial support 
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for a conclusion that practice adoption rates are affected by power relations defined by 

bygone network structures. 

2.5 Discussion 

This study advances our theoretical understanding of how regulatory effects diffuse 

across contexts by focusing on 1) the diffusion of regulatory effects along an industry’s 

value chain, 2) the diffusion of regulatory effects across jurisdictions, and 3) why firms 

vary in their receptivity to extra-jurisdictional regulation. The findings that I present 

indicate that the market relations between firms may serve as an important conduit for 

regulatory spillovers. I present evidence that firms choose to respond not only to 

regulations in jurisdictions where they operate but also to that from outside domains 

home to their prospective clients. In addition, I show that firms vary in their receptivity 

to extra-jurisdictional to an extent that depends on a firm’s power relative to that of its 

clients. This finding intimates that the properties of market relations may interact with 

extraneous institutional forces to produce heterogeneity in the practices of firms. 

2.5.1 The Diffusion of Regulatory Effects and Moderating Influence of Power  

Taken together, my findings offer confirmation of prior studies which highlight how 

public policy and regulation can support industries by endorsing new standards and 

practices (Delmas, 2000; Delmas & Montes-Sancho, 2011; York et al., 2017). Prior 

literature on voluntary standards has tended to focus on highly regulated industries 

(Delmas & Toffel, 2008; King & Lenox, 2000; Sine et al., 2007). A handful of studies 

have considered the diffuse effects of regulation, on suppliers to a regulated industry—



 

 
 

97	

previous studies on green building have been particularly enlightening in this regard 

(Simcoe & Toffel, 2014; York & Lenox, 2014). Separately, prior research has shown 

that regulation can have extra-jurisdictional effects, impinging on firms far from its 

original domain (Fremeth & Shaver, 2014). This study is the first to my knowledge that 

explores at once the diffuse and extra-jurisdictional effects of regulation. 

 Integrating insights from institutional theory and the resource dependence 

literature, this study offers a novel account of why extra-jurisdictional regulation may 

produce heterogeneity in the strategies and practices of firms. In prior literature on 

regulatory effects, heterogeneity in firm activity rates is often attributed to differences in 

the composition or intensity of institutional forces across geographic contexts (Delmas, 

2000; Simcoe & Toffel, 2014; Sine & Lee, 2009; York & Lenox, 2014). The present 

study’s most significant contribution is to show how the power-dependence relations 

between firms moderate their responses to extra-jurisdictional institutional influences. 

Future research could examine the same dynamics in the context of other types of 

institutional systems designed to support innovation (e.g. the patent system).  

Though not the central focus of this study, this work complements recent efforts 

in considering the role that governments can play in supporting industry emergence 

using market-based policies. The few recent studies that have considered the impact of 

market-based policies intended to support voluntary standards have found that such 

policies positively predict the rates at which standards are adopted (e.g. York et al., 

2017). Counterintuitively, my findings suggest otherwise: in the present study, market-

based policies negatively predicted the adoption of green building practices by 

architecture studios. It is conceivable that incentives increase adoption by firms in a 
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given industry (e.g. developers that choose to ‘make’ rather than ‘buy’ green building 

capabilities) and this reduces the impetus toward adoption among that industry’s 

suppliers. Future research could usefully examine how different types of policy and 

different policy mixes affect the relative adoption rates of players situated at different 

stages of an industry’s value chain. 

2.5.2 Limitations  

There remain several limitations to this analysis which justify further research. First, it 

is possible that the decision to obtain professional accreditation in green building 

ultimately reflects the agency of individual employees rather than decision processes at 

the firm-level. More generally, it is known that the process by which valuable external 

knowledge is identified and assimilated by an organisation is rarely straightforward. 

Rather, it depends on the degree to which an organisation possesses prior related 

knowledge (Cohen & Levinthal, 1990), and the degree to which knowledge is codified 

versus tacit (Lim, 2009). Future research could unpack the internal and external factors 

that render firms more receptive to extra-jurisdictional regulatory influences, and the 

role of actors such as knowledge brokers in guiding firms’ regulatory responses. 

Second, given data restrictions, I was unable to account for prior relationship 

history in identifying a firm’s set of prospective clients. While acknowledging that prior 

relationship history is likely to be important, given the available data I chose to identify 

potential partners based on their co-affiliation with geographic localities as a viable 

alternative strategy. The approach taken in this research resonates with network 

research that analyses interorganisational relations as ‘emerging atop a landscape of 
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settings’ (Sorenson & Stuart, 2008: 267). Future research could examine whether extra-

jurisdictional institutional forces affect the formation of interorganisational ties that 

would otherwise be unlikely to affiliate. 

2.5.3 Practical Implications  

As the case of the green building input market illustrates, regulatory effects are not 

confined to the jurisdictions from which they emanate. Nor are the organisational 

outcomes of regulation completely isomorphic. From a practical perspective, assessing 

how regulation is likely to impact one’s clients and peers appears to be a key strategic 

endeavour. This extends to assessing the likely impact of extra-jurisdictional regulation. 

For firms supplying into an emerging market, those that are already embedded may 

have an interest in resisting institutional change in outside contexts if such change is 

likely to provide impetus for greater entry into local markets. For policymakers, this 

study shows that the effects of public policy and regulation should be evaluated in the 

light of their possible diffusion across jurisdictional boundaries. 

2.6 Conclusion 

This study suggests that, in shaping firm behaviour, the effects of regulation can diffuse 

across contexts, and the market relations between firms may serve as an important 

conduit for regulatory spillovers. I present evidence that firms may choose to respond to 

regulations in jurisdictions where they do not operate but where their prospective clients 

do. In addition, this study demonstrates that firms may vary in their receptivity to extra-

jurisdictional regulation to an extent which depends on a firm’s power relative to that of 
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its clients. The findings from this study help to broaden our theoretical perspective on 

how institutional effects diffuse across contexts. It offers insights regarding the question 

of why firms may vary in their responses to extra-jurisdictional institutional influences. 

  



 
Appendix 2A: Green Building Policy in Australia 

As with environmental policy more generally, policies supporting green building can be 

classified as regulatory policies or market-based policies. Regulatory environmental policies 

are designed to force actors to take on shares of the pollution-control burden, often by 

mandating the achievement of conservation technology or performance standards (Jaffe, 

Newell & Stavins, 2002). Market-based environmental policies encourage firms to undertake 

pollution-control efforts through the provision of economic incentives and sanctions such as 

pollution charges, tax breaks, subsidies, administrative assistance or information programs 

(Jaffe, Newell & Stavins, 2002). 

Table 2.9 presents a timeline of key policy developments supporting green building in 

Australia in the years prior to and during the study period. The policies listed comprise a 

representative sample of those studied, though all green city planning regulations studied are 

included in the table. Regulatory policies supporting green building include green planning 

scheme clauses—development controls requiring the inclusion of stringent environmental 

ratings in building proposals. In Australia, the first planning scheme amendment requiring 

green building adoption was introduced by the City of Melbourne in 2004. It stipulated that 

to obtain building approval all office developments over 2,500m2 must meet specific energy 

performance standards (City of Melbourne, 2004). The policy was shortly thereafter amended 

to require that specific types of buildings meet a minimum 4 Green Star rating for approval. 

Of the five green planning scheme policies studied, three (those introduced by the 

City of Melbourne in 2005, the City of Adelaide in 2012, and Newcastle City Council in 

2012) required developers to utilise sustainable design techniques and ratings as a condition 

of development consent. One policy (that introduced by the City of Perth in 2004) merely 

encouraged developers to adopt sustainable design techniques and ratings. A marginal case is 
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the City of Sydney’s Development Control Plan 2012: the City was explicitly precluded by 

law from adopting any provision that would require the inclusion of green building ratings; as 

a creative response, the City adopted a provision that requires developers to achieve a given 

rating as a condition of development consent after a developer volunteers to obtain the rating 

in pursuit of approval. 

Table 2.9 Key policy developments across cities of Australia, 2000-2015a 
Year Policy Type and Event Description 

2002 £ City of Melbourne (VIC) adopts a Zero Net Emissions Policy, committing the local 
government area to become carbon neutral by the year 2020. Actions under the policy 
include adoption of a green procurement scheme for government offices. 

2002 ¡ City of Melbourne (VIC) establishes a strategic investment fund that supports building 
owners to pursue environmental objectives. 

2003 ¡ Gold Coast City Council (QLD) adopts a policy to reward developers that achieve a 5-Green 
Star rating with building density bonuses 

2004 l City of Perth’s (WA) city planning scheme is revised to encourage adoption by developers of 
environmental sustainability design principles and energy efficiency accreditation. 

2005 l City of Melbourne (VIC) introduces planning scheme amendment C60 which stipulates that 
all new office developments over 2,500msq must meet an energy star performance 
requirement. A subsequent amendment C22.19 adds the requirement that certain 
developments meet a minimum 4-Green Star rating. 

2005 ¡ City of Sydney (NSW) helps develop CitySwitch, a program providing tenants with financial 
and administrative assistance to improve the environmental performance of buildings. The 
program is later adopted by the cities of Perth (2008), Melbourne (2008), Adelaide (2009), 
and Brisbane (2010). 

2006 ¡ City of Melbourne (VIC) adopts a policy allowing developers to enter into Environmental 
Upgrade Financing Agreements to retrofit 1,200 commercial buildings. Owners can borrow 
funds for retrofits which are paid back to lenders via a Council-levied charge on the 
property. 

2007 £ City of Sydney (NSW) sets a minimum 20 percent reduction target for Council emissions by 
2012 based on 2006 levels. Key actions include introduction of green purchasing guidelines 
for public infrastructure, using benchmark and rating tools including Green Star. 

2008 ¡ Adelaide City Council establishes the Building Innovation Fund, offering grants to building 
owners for initiatives aimed at reducing building energy use and carbon emissions. 

2009 £ Sunshine Coast Council (QLD) adopts a green public procurement policy as a key action for 
reaching carbon neutrality by 2020. 

a l = green planning scheme clause; £ = green public procurement scheme; ¡ = market-based policy 
supporting green building. 
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Table 2.9 (cont.) Key policy developments across cities of Australia, 2000-2015a 
Year Policy Type and Event Description 

2011 ¡ City of Sydney (NSW) introduces a policy allowing for Environmental Upgrade Financing 
Agreements. Council also establishes the Better Buildings Partnership, whereby developers 
are invited into the policy-making process in return for their commitment to reduce building 
emissions above regulatory requirements. 

2011 £ Cairns Regional Council (QLD) commits to achieve at least a 5-Green Star accreditation or 
equivalent for all new Council building projects with a total budget of $10 million or over. 

2012 £ City of Darwin (NT) adopts a green public procurement policy for new and refurbished 
council facilities. 

2012 l City of Sydney (NSW) includes in its Development Control Plan 2012 a clause stating that 
where developers adopt a Green Star target to obtain support for an application, Council will 
require the nominated rating to be obtained as a condition of development consent. 

2012 l Adelaide City Council (SA) revises its development control plan to mandate that sustainable 
design principles be utilised in the development of new and existing office buildings.  

2012 l Newcastle City Council (NSW) revises its development control plan to require that large new 
commercial developments meet a minimum 4-Green Star rating. 

2013 ¡ Newcastle City Council (NSW) and Lake Macquarie City Council (NSW) adopt policies 
allowing for Environmental Upgrade Financing Agreements. 

a l = green planning scheme clause; £ = green public procurement scheme; ¡ = market-based policy 
supporting green building. 

 

Regulatory policies supporting green building also include green public procurement policies, 

which set targets for reducing the negative environmental impacts of public infrastructure 

(e.g. by rewarding government contracts based on stringent environmental ratings). Since as 

early as 1997, local governments in Australia have sought to reduce the greenhouse gas 

emissions from their own operations. A major impetus for local government action in support 

of green building was the take-up by local governments of the ‘Cities for Climate Protection’ 

(CPP) program. Launched in 1993 by the International Council for Local Environmental 

Initiatives (ICLEI), the CPP program recruited cities worldwide to undertake a five-stage 

program, including the assessment and monitoring of greenhouse emissions, and the 

implementation of measures to reduce them. By mid-1999, around 60 local governments in 

Australia had signed up to the program (Bulkeley, 2000). In the context of the present study, 



 

 
 

 

104	

green public procurement policies are considered regulatory policies because they mandate 

that government agents, in their role as large buyers within the building input market, adopt 

green building standards. 

Market-based policies supporting green building include competitive best-

performance grants, which provide economic assistance for initiatives that demonstrate 

innovative approaches to improving the environmental performance of buildings. A 

prominent example of competitive best-performance grants was the Buildings Innovation 

Fund, established in 2008 by a partnership led by Adelaide City Council and the State 

Government of South Australia. The fund offered grants to owners of office buildings, hotels 

and shopping centres for initiatives that demonstrated innovative approaches to reducing a 

building’s energy use and greenhouse gas emissions (Department of Environment, Water and 

Natural Resources, 2018). 

Also classified under market-based policies are so-called ‘new governance 

arrangements,’ initiatives often formed by state actors relinquishing their leading role in the 

policy development process to collaborate with nonstate actors (van der Hejden, 2013a). 

Examples include Environmental Upgrade Agreements, whereby a city enters agreements 

with finance providers for building owners to be lent funds to be repaid through a council 

levy on the land (van der Hejden, 2013a). EUAs are intended to reduce risk that may limit the 

readiness of financial lenders to provide investment capital for environmental upgrades. By 

reducing risk to lenders, EUAs are intended to decrease for developers the cost of capital 

needed to upgrade the environmental performance of buildings. 
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3 

Rules That Bind 
The Observance of Norms in Early Stage                                                                 

Interoganisational Relations 

In the previous chapter we saw through a quantitative study the impact of the regulatory 

environment in driving practice adoption. Practice adoption, it was argued, can serve as a 

form of balancing tactic useful for restructuring the power relations between firms. In this 

chapter, I report a corresponding study which explored how the normative environment 

impacts upon the development of early stage interorganisational relations. 

A connecting thread between Chapters Two and Three is the proposed causal 

relationship between the two organisational outcomes investigated in this dissertation: 

Adoption of practices by the supplier (examined in Chapter Two) and the Likelihood of the 

supplier and the client developing an interorganisational tie (explored in the present 

chapter). The relationship between these two organisational outcomes is discussed below as a 

preamble to introducing the new study. 

Prior literature on interorganisational relations suggests that practice adoption by 

firms could play an important role in the development of interorganisational ties. As part of a 
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strategic approach to tie-formation, practice adoption may be particularly consequential for 

poorly endowed firms (i.e. those that lack power or extensive portfolios of ties). Empirical 

studies have shown, for example, that powerful incumbents are more likely to cooperate with 

new entrants that possess novel technical capital in the form of important inventions (Ahuja, 

2000). Poorly endowed firms can actively improve their chances of success in tie-formation 

by improving and validating their resource profiles (Hallen, 2008).  

Complementing these tie-formation studies, tie-dissolution research suggests that 

practice adoption may enable firms to build stronger attachments with their existing clients.16 

Levinthal and Fichman (1988) showed empirically that the hazard rate of unplanned tie-

dissolution increases for a short time after the establishment of a relationship before declining 

shortly thereafter. Over the duration of a relationship, firms tend to invest in resources (e.g. 

equipment, know-how or trust) that are peculiar to their partners’ needs. Since specialized 

investments, by definition, cannot be redeployed outside the context of a relationship or 

activity without some sacrifice of their productive value, they lock firms into existing 

relationships (Williamson, 1975). Resource-based attachment has been shown to have a 

stabilizing effect on relationships which is pronounced in the context of more highly 

asymmetric relationships (Polidoro, Ahuja & Mitchell, 2011; Xia, 2011). 

While low-power firms, in particular, may thus have strong motivation to adopt 

practices in the pursuit of interorganisational ties, to the extent that those practices are 

specialised their adoption will carry risk. In the present chapter I therefore examine: 1) the 

practices and rhetoric employed by powerful client firms to build the confidence of their 

                                                
16 Attachment is defined as ‘an inertial or binding force between exchange partners that can lead to the 

maintenance of an existing relationship to the exclusion of alternatives’ (Seabright et al., 1992: 126). 
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suppliers during tie-formation, and 2) the circumstantial contingencies that affect how the 

conduct of these firms is likely to be received and acted upon by suppliers. 

3.1 Introduction 

Interorganisational relations are the subject of a vast literature spanning multiple disciplinary 

perspectives (Cook, 1977; Galaskiewicz, 1985; Powell, 1990). Research representing the two 

central theoretical perspectives—resource dependence theory, and the structural sociological 

perspective—imply that the opportunities for poorly endowed firms to form 

interorganisational relations is generally circumscribed (Ahuja et al., 2009; Casciaro & 

Piskorski, 2005; Ozcan & Eisenhardt, 2009). The term ‘poorly endowed firms’ refers here to 

firms that lack extensive networks or power. ‘Asymmetric relationships’ refers to 

relationships between partners of unequal centrality or power. 

Toward explaining how asymmetric relationships form, some researchers have 

focused on the strategic actions taken by poorly endowed firms to improve their chances of 

success in tie-formation (Hallen, 2008; Hallen & Eisenhardt, 2012; Santos & Eisenhardt, 

2016; Zott & Huy, 2007). Other researchers have explored the circumstantial contingencies 

that lead powerful incumbents to search for partners with whom they would otherwise be 

unlikely to affiliate (Ahuja et al., 2009; Rosenkopf & Padula, 2008; Sorenson & Stuart, 

2008). A third line of enquiry has focused on stabilising and enhancing mechanisms that 

may, ex-ante, inform firms’ decisions whether to pursue asymmetric ties (Milanov & 

Shepherd, 2013; Polidoro et al., 2011). 

As Katila, Rosenberger and Eisenhardt (2008: 300) write in respect of corporate 

investment relationships, between established corporations and new firms, researchers have 
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tended to portray the decision to form an asymmetric relationship as dominated by the more 

powerful party to the exchange. The present study addresses how low-power firms assess 

more powerful prospective partners for cooperative actions that the latter make during tie-

formation. Cooperative actions are conceived here to result from the decision by otherwise 

self-interested economic actors to work for collective benefit (Knack & Keefer, 1997). 

Specifically, in negotiation contexts, such actions involve decisions to provide unilateral and 

weakly contingent benefits to a partner (Lawler & Yoon, 1993). 

To examine how powerful firms are judged for their cooperative actions, I integrate 

insights from two theoretical perspectives—institutional theory, and the social judgment 

perspective—on the processes by which corporate reputation forms. In this endeavour, the 

present study builds on recent efforts in the reputation literature to distinguish between the 

different dimensions of firm reputation and their unique antecedents and consequences 

(Ravasi, Cornelissen, Rindova & Etter, 2018; Rindova, Williamson, Petkova & Sever, 2005). 

But, more importantly, this integration enables new insights to be brought to the question of 

how asymmetric relationships form. 

Researchers that embrace an institutional perspective on reputation view firms and 

their evaluating stakeholders as mutually embedded within larger social and cultural systems 

(Love & Kraatz, 2009; Rao, 1994). According to this view, a firm’s reputation takes the form 

of a ‘global impression’ summarizing how a diverse collective of actors perceive the firm. 

Reputation forms through the exchange of information among diverse constituents of an 

organisational field (Rindova et al., 2005). When a firm’s behaviour conforms to prevailing 

cultural standards or norms, this may be taken as an indicator of the firm’s cultural fitness 

(Love & Kraatz, 2009) and consequently enhance its reputation (Philippe & Durand, 2011). 
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The social judgment perspective on reputation draws attention to the socio-cognitive 

processes by which observations of a firm’s behaviour lead to inferences about the firm’s 

internal characteristics (Love & Kraatz, 2011; Mishina et al., 2012). Through a process of 

anthropomorphism, the same heuristics used to inform impressions about an individual’s 

personality are thought to inform judgments about a firm’s underlying behavioural tendencies 

and values (i.e. its ‘character’) (Love & Kraatz, 2009). For example, in a study of 100 large 

US industrial firms, Love and Kraatz (2009) found that downsising negatively affects a 

firm’s reputation because in downsizing firms renege on implicit ‘psychological contracts’ 

with their employees. A more recent study by Zolotoy et al. (2017), also on Fortune 1000 

firms, shows that corporate philanthropy reduces a firm’s cost of capital by reducing 

investors’ agency concerns. Prosocial acts, these researchers argued, are likely to be taken as 

strong indicators that a firm is not entirely self-interested (Zolotoy, O’Sullivan & Klein, 

2017). Character assessment sets up expectations about how a firm is likely to behave 

throughout an exchange relationship. It can thereby help evaluators to identify opportunistic 

and non-opportunistic transaction partners (Mishina et al., 2012).  

A crucial difference between the institutional theory and social judgment perspectives 

is how they view the relationship between reputation and social norms. Research in the 

institutional theory framework predicts that norm-conforming behaviour will enhance a 

firm’s reputation (Philippe & Durand, 2011). In contrast, social judgment research suggests 

that cooperative actions by a firm may be taken as weak indicators of character to the extent 

that those actions conform to prevailing norms (Zolotoy, O’Sullivan & Klein, 2017). The 

present study aims to explore the circumstances under which norm-conforming conduct will 

support positive inferences about a firm’s character during tie-formation. 
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Given limited prior research about the judgment of firm character in a relationship’s 

early stages, a multiple-case study was conducted providing a lens to view 22 early stage 

relationships between design service firms and their clients. The form of prosociality focused 

upon in this study is a client’s choice to allocate intellectual control rights to its supplier. I 

consider that when a client could otherwise exercise power to retain intellectual control rights 

in an exchange or could otherwise misappropriate intellectual assets, the decision to forego 

intellectual control rights provides a unilateral and weakly contingent benefit and thereby 

functions as a form of commitment behaviour.  

Figure 3.1 Effects of cooperative social norms during tie-formation 

 

Through this study, I inductively derive several propositions depicted schematically in Figure 

3.1. First, I identify a system of cooperative norms which provide a context in which the 
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reputations of client firms are assessed. These norms inform clients’ cooperative choices, 

influencing them to forego intellectual control rights to suppliers. Central to the system of 

norms studied are several ‘IP-related norms’ which provide functionality related to the 

protection and sharing of knowledge (Fauchart & von Hippel, 2008). Second, I propose that 

in an early stage client-supplier relationship, cooperative actions by the client will have a 

positive effect on the likelihood of the two firms developing an interorganisational tie. This 

effect is mediated by the supplier’s judgment of the client’s character (P1 in Figure 3.1). 

Third, I propose a previously unidentified contingency in the judgment process by which firm 

reputation forms: as a firm’s power decreases relative to that of its client, the firm is more 

likely to impute positive character to the client for conduct that conforms to prevailing norms 

(P2 in Figure 3.1). Should this emergent theory survive substantive empirical tests, it would 

suggest a novel theoretical driver that helps enable asymmetric relationships to form. 

The present study utilises inductive multiple-case analysis, drawing on methods set 

out in case-based research (e.g. Bingham & Eisenhardt, 2011; Eisenhardt, 1989). Conceptual 

insights are derived by drawing inferences from across cases. In addition, cases are treated as 

a series of experiments that either confirm or disconfirm emergent theory (Davis, 2016). 

Though the propositions presented in this chapter are inductively derived, it is worth setting 

out some corresponding theoretical insights and positioning my analysis in relation to prior 

literature. The next section presents relevant theory and sets out my expectations for the 

empirical research that follows. I then discuss the research setting and sample, describe the 

empirical approach and interpret the results. In concluding this chapter, I discuss the 

theoretical implications of my analysis, address the study’s limitations and highlight avenues 

for future research. 
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3.2 Theoretical Background 

There has been a longstanding debate in organisational studies regarding why, and under 

what conditions, asymmetric relationships form (Ahuja, 2000; Casciaro & Piskorski, 2005; 

Rosenkopf & Padula, 2008) and the conditions under which such relationships are likely to 

survive (Greve, Baum, Mitsuhashi & Rowley, 2009; Polidoro et al., 2011, Xia, 2011). For 

poorly endowed firms, the opportunity to form asymmetric relationships is important because 

these relationships provide a platform upon which a firm can improve its trading position 

(Ahuja et al., 2009). For well-endowed firms, also, asymmetric relationships can be important 

because they provide access to novel technical capital emanating from the periphery of a 

network (Rosenkopf & Padula, 2008). Accessing such capital may be necessary for 

incumbents to maintain competitive leadership. 

In this section I discuss the drivers of tie-formation, in general, and of asymmetric 

relationships, more specifically. I turn then to consider how social norms may function to 

foster collaboration, including by structuring a firm’s cooperative choices during tie-

formation. I conclude the ‘Theory’ section by discussing the judgment processes involved in 

the reputational assessment of firms. 

3.2.1 Key Perspectives on Interorganisational Relations 

Resource Dependence Theory 

In resource dependence theory, firm power is closely identified with a firm’s control over 

vital resources. While the identification of power with control originates with Emerson’s 

(1962) exchange theory, resource dependence theorists elaborated the logic and its 

implications for the study of organisations. Pfeffer and Salancik (1978: 40) defined 
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interdependence as a phenomenon that ‘exists whenever one actor does not entirely control 

all of the conditions necessary for the achievement of an action or for obtaining the outcome 

desired by the action.’ Building on Emerson’s (1962) exchange theory, these researchers 

described power and interdependence as interchangeable notions: ‘to the extent that the 

interests of one party cannot be achieved without other parties,’ they wrote, ‘concentration 

[of power] is necessary.’  

As originally formulated by Emerson (1962), power-dependence is the property of an 

exchange relationship rather than an attribute of any individual actor. Building on Emerson’s 

(1962) exchange theory, Casciaro and Piskorski (2005) and Gulati and Sytch (2007) have 

decomposed the concept of interdependence into two constructs: power asymmetry refers to 

the difference in two actors’ dependencies on each other within a dyadic exchange relation; 

mutual dependence refers to the sum of two actors’ dependencies on each other in a dyadic 

relation. The central prediction of resource dependence theory is that highly dependent 

organisations will take actions to manage their external dependencies (Hillman, Withers & 

Collins, 2009; Pfeffer, 1987). Resource dependence theory has usually been interpreted to 

predict that weaker actors in asymmetric power relations will seek to rebalance their power 

relations using tactics such as forming coalitions or seeking alternative partners (Rogan & 

Greve, 2015). 

From a resource dependence perspective, portfolio studies have emphasised that the 

relationships within a firm’s set of direct ties are highly interdependent: a firm can reduce its 

dependence on any given partner by forming relationships with that partner’s competitors in 

the same industry (Gulati, 1998; Hoffman, 2007; Lavie, 2007; Xia, 2011). As Bae and 

Gargiulo (2004) write, for firm A in the A-B power relation, its partner B is substitutable 
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insofar as A can engage in third-party ties with other partners C, who hold resources 

comparable or superior to those provided by B. The inclusion of C within A’s portfolio 

mitigates A’s dependence on B (and would thereby reduce B’s power advantage over A). 

While resource dependence theorists cast tie-formation as an important means by 

which firms can rebalance their power relations, empirical research suggests that the 

opportunities for low-power firms to form additional relationships is generally circumscribed. 

In a study of merger and acquisition activity by U.S. firms, Casciaro and Piskorski (2005) 

found that while balanced interdependence between two potential partners increases the 

likelihood of them forming a tie, power inequality tends to preclude a relationship from 

forming between firms. By implication, those firms that already possess significant power 

can easily form additional relationships whereas low-power firms cannot (Ozcan & 

Eisenhardt, 2009). This dynamic was depicted schematically in Figure 3.1. 

Structural Sociological Perspective 

Researchers in the structural sociological tradition emphasise the opportunities for firms to 

form ties, and stress that firms prefer to form ties with those to whom they are already 

connected (Burt, 1992; Gulati, 1995b) or to those that hold a prominent position within a 

network (Gulati & Gargiulo, 1999; Podolny, 1994). 

Network cohesion, characterised by the incidence of prior direct and indirect ties 

between two potential partners, provides channels through which they can learn about each 

other’s competencies and reliability (Rosenkopf & Padula, 2008). The outcome is to reduce 

search costs, as well as ex-post risks of exposure to opportunistic behaviour (Gulati, 1995b). 

Network cohesion between two potential partners has been shown to increase the likelihood 

of them forming an additional tie (Ahuja, 2000; Gulati, 1995b). 
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Prominence, a property of firms with extensive relationship histories, provides a 

structural indicator of a firm’s attractiveness as a partner and may thereby influence its ability 

to form additional ties (Gulati & Gargiulo, 1999). As stated by Rosenkopf and Padula (2008: 

670), ‘differential levels of network involvement among firms introduce and reinforce 

systemic reputational differences among them that extend beyond their immediate circle of 

direct and indirect ties, affecting their visibility and attractiveness.’ Because previous 

network structures serve as signals of quality, when direct signals are unavailable or cannot 

be easily observed firms will preferentially select the most centrally embedded partners 

possible (Podolny, 1993; Podolny & Stuart, 1995). 

Empirical findings from the structural sociological tradition reveal that when poorly 

endowed firms (i.e. those existing at the periphery of a network) link up with more centrally 

embedded actors, those ties can be used to access other more central partners, resulting in 

peripheral firms becoming more centrally embedded over time (Ahuja et al., 2009).  

Yet, despite the clear inducements for poorly endowed firms to pursue asymmetric 

relations, the opportunities for them to form relationships are generally circumscribed. 

Besides lacking reputational visibility, poorly embedded firms also lack the informational 

benefits that accrue to more centrally embedded firms. Poorly embedded firms are less well 

able to collect information about potential collaborators and deals (Gulati, 1995b; Shipilov, 

Li & Greve, 2011) and are thus less likely than more central firms to form interorganisational 

ties (Ahuja et al., 2009). 

3.2.2 Contingencies Enabling Asymmetric Relationships to Form 

In seeking to explain how interorganisational relations form between asymmetric partners, 

researchers have adopted several different focuses: 1) strategic actions taken by low-power 



 

 
 

 

116	

actors (such as entrepreneurs) to improve their chances of success in tie-formation, 2) 

circumstantial contingencies that lead powerful incumbents to search for partners with whom 

they would otherwise be unlikely to affiliate, and 3) structural indicators of relationship 

stability that may, ex-ante, inform firms’ decisions whether to pursue asymmetric ties. I 

review this literature below before turning to discuss the functioning of cooperative norms 

during tie-formation. 

Strategic Action During Tie-Formation 

In what Eisenhardt and co-authors have termed the ‘strategic action’ view of tie-formation 

(Hallen & Eisenhardt, 2012; Ozcan & Eisenhardt, 2009; Santos & Eisenhardt, 2016), 

researchers have explored the actions by which firms may overcome the constraints of 

network structure in forming advantageous ties. 

A key focus of researchers in this tradition is the agency of entrepreneurs to improve 

their chances of success in tie-formation. For example, Hallen (2008) found that, in pursuing 

new ties with investors, entrepreneurial firms may distinguish themselves along one of 

several paths—by leveraging the personal histories of their founders, or by pursuing early 

organisational accomplishments such as industry awards. Hallen (2008) concluded that the 

efficacy of different tie-formation approaches depends on a firm’s pre-existing network 

position: firms that lack initial social capital are best served by pursuing organisational 

accomplishments before investor ties. 

For firms that lack power and network resources, impression management may 

comprise an essential component of a strategic approach to tie-formation. Impression 

management refers to actions aimed at controlling or manipulating impressions of a firm 

formed by others (Arndt & Bigelow, 2000; Tedeschi & Riess, 1981). Zott & Hay (2007) 
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describe the ‘symbolic displays’ that entrepreneurs use to form relationships with customers 

and investors. An action such as setting-up within a prestigious locale can evoke socially 

constructed meanings that go beyond the intrinsic content or functionality of the action. 

Researchers have observed that entrepreneurs can acquire legitimacy in the eyes of important 

resource holders by manipulating prevailing standards and norms (Hargadon & Douglas, 

2001; Zimmerman & Zeitz, 2002). 

Related to the strategic action view of tie-formation, a substantial body of empirical 

research demonstrates that poorly endowed firms will often sacrifice more favourable 

contract terms to connect with more powerful and central partners (e.g. Ahuja et al., 2009). 

Hsu (2004) has found that entrepreneurial startups offer equity at a 10–15% discount when 

entering the financial networks of well-connected venture capitalists. Castellucci and Ertug 

(2010) have shown that engine suppliers to Formula One racing teams will invest greater 

effort in collaboration with more prominent clients. As demonstrated by these and other 

studies (e.g. Shipilov et al., 2010), poorly endowed firms may offer a variety of inducements 

to improve their chances of success in tie-formation. 

Circumstantial Contingencies That Affect Partner Selection 

A second stream of research has focused on the circumstantial contingencies that lead 

powerful resource holders to search for partners with whom they would otherwise be unlikely 

to affiliate (Ahuja et al., 2009; Rosenkopf & Padula, 2008; Sorenson & Stuart, 2008). Some 

researchers in this tradition have drawn on insights from innovation theory. Revolutionary 

exogenous events, such as technological innovations or social movements, can alter the 

configuration of resources needed to maintain competitive leadership within an industry. 

Under such circumstances, powerful incumbents within that industry may be led to undertake 
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distant search, outside of their local networks, for partners possessing novel technical capital 

(Rosenkopf & Padula, 2008). 

Within this literature, researchers have also drawn attention to how endogenous 

network structures could condition firms’ search behaviours during partner selection. Ahuja 

et al. (2009) argue that as a network grows in density, a firm that is centrally embedded 

within that network can use its informational advantages to assess partner quality without 

relying on social cues (such as a potential partner’s relationship history). An implication is 

that as a network grows in density, centrally embedded firms within that network would be 

more likely to pursue asymmetric ties. 

Structural Indicators of Relationship Stability 

A third line of enquiry has focused on the structural factors that impact on whether 

asymmetric relationships are likely to survive and thrive. Often the unplanned dissolution of 

relationships is a consequence of events that are only partially predictable at the outset of an 

exchange (Polidoro et al., 2011). However, enhancing factors may have an ex-ante effect on 

firms’ decisions whether to pursue asymmetric ties. 

It has long been noted in organisational and management studies that asymmetric 

relationships are inherently unstable (Gulati & Sytch, 2007; Stolte & Emerson, 1976; 

Thompson, 1967). The classical expectation from the resource dependence perspective is 

that, as the level of power imbalance in a relationship increases, the more powerful partner 

will increase its use of adversarial tactics to better position itself to capture greater value from 

the exchange (Blau, 1964). To exploit its power, the dominant party may explore alternative 

sources of benefit and engage in opportunistic contract renegotiation (Cook & Emerson, 

1978). The ex-post exploitation of power tends to increase the likelihood of a relationship 
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failing. More generally, post-formation shifts in the balance of power have been shown to 

increase the hazard of unplanned tie-dissolution (Rogan & Greve, 2015; Xia, 2011). 

Specific examples of the above dynamics are provided by studies on learning races in 

alliances (e.g. Inkpen & Beamish, 1977; Yan & Gray, 1994). Initial differences in the 

resource endowments of two partners can push the balance of benefits derived from an 

alliance in one party’s favour (Polidoro et al., 2011). For instance, a firm that enters an 

alliance with a superior and more relevant technology base is better positioned than its 

partner to assimilate and exploit knowledge that is created through the exchange (Mowery, 

Oxley & Silverman, 1998; Nooteboom, Vanhaverbeke, Duysters, Gilsing & van den Oord, 

2007). When competitive learning results in one partner gaining more power relative to that 

of the other, the advantaged party can threaten to walk away from the relationship (Parkhe, 

1993; Yan, 1998). The weaker party, too, may be inclined to exit the relationship to protect 

itself against opportunism (Xia, 2011). Such post-formation shifts in the balance of power, of 

which there is a high incidence between asymmetric partners, reduce the likelihood of a 

relationship surviving (Polidoro et al., 2011). 

Various factors may help to stabilise otherwise vulnerable relationships, including a 

high degree of mutual dependence (Xia, 2011) or the surrounding of a relationship with 

strong third-party ties (Granovetter, 1985). Building on closure theory, researchers have 

shown that common linkages to third-parties can strengthen the underlying relationship 

between two firms by creating additional channels through which they can exchange 

information, monitor one another and sanction deviant behaviour (Coleman, 1990; Davis, 

2016). The value of cohesion as a stabilizing mechanism has been shown to be pronounced in 

the context of more highly asymmetric relationships (Polidoro et al., 2011). 
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Although the stabilizing influence of social cohesion is relevant throughout a 

relationship, structural indicators of cohesion are likely to be particularly impactful at tie-

formation. When forming ties, firms have the greatest flexibility to choose among potential 

partners and among viable strategic options for accessing comparable resources (Katila et al., 

2008). Hence, the extent to which stabilizing factors are present are likely to be a primary 

consideration for firms in choosing whether to pursue an asymmetric tie. Consistent with this, 

Rosenkopf and Padula (2008) have found that new entrants preferentially select as initial 

partners firms that are embedded in cohesive network clusters. 

Summary and Assessment of Prior Literature 

Thus far, I have provided an overview of the two central theoretical perspectives on 

interorganisational relations and reviewed three streams of research relevant to explaining 

how asymmetric relations form. The first stream of research that I discussed focuses on the 

strategies by which poorly endowed firms improve their chances of success in tie-formation. 

The second stream of research focuses on the circumstantial contingencies that lead powerful 

resource holders to search for distant partners, with whom they otherwise would be unlikely 

to affiliate (e.g. Sorenson & Stuart, 2008). The third stream of research focuses on stabilising 

mechanisms that may ex-ante affect a firm’s decision to pursue asymmetric ties. 

Researchers have often portrayed the decision to form an asymmetric relationship as 

dominated by the more powerful party to the exchange. On this note, writing on corporate 

investment relationships between corporations and new firms, Katila, Rosenberger & 

Eisenhardt (2008: 300) state that research has rarely taken the new firm’s perspective: 

‘Rather, the corporation is viewed as the powerful, resource-rich and highly desirable partner 

that dominates the decision to form an investment relationship, while the new firm is the 



 

 
 

 

121	

resource-poor, passive target.’ The literature lacks a detailed account of the actions taken by 

powerful resource holders to obtain the confidence of less powerful firms at tie-formation. 

The significance of this issue is highlighted by prior research which finds that 

cohesion stabilises asymmetric relationships (Polidoro et al., 2011; Xia, 2011), and that 

peripheral firms will preferentially select into relationships surrounded by strong third-party 

ties (Milanov & Shepherd, 2013; Rosenkopf & Padula, 2008). These findings imply that low-

power firms may be highly attentive to factors relevant to assessing a relationship’s 

vulnerability in choosing whether to pursue or avoid a given tie. There remains a need to 

assess how poorly endowed firms evaluate powerful potential partners at the outset of a 

relationship, including any contingencies that may affect the reputational assessment process. 

3.2.3 Social Norms and Social Judgment Research 

In this endeavour, the present study focuses on the impact of cooperative norms on the 

relationship development process. Cooperative norms are social norms which constrain 

otherwise self-interested economic actors to work for collective benefit (Knack & Keefer, 

1997). The remainder of this section proceeds as follows. First, I draw on the norms literature 

to define the various types of effects that social norms can have within a given social setting. 

Second, I draw upon the reputation literature to assess how the reputations of client firms are 

likely to be assessed when they behave in accordance with norms. 

Previously, researchers have highlighted the importance of social norms in the context 

of interorganisational relations. According to Granovetter (1985), the stability provided to a 

relationship by its surrounding with strong third-party ties (i.e. by network cohesion) derives 

in part from the role of cohesion in promoting the functioning of cooperative norms. 

Common linkages to third-parties provide an additional channel for monitoring and 
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sanctioning behaviour that departs from prevailing norms. Given the impact of indirect ties 

on relationship formation (Gulati, 1995b), it is thus reasonable to expect that the functioning 

of cooperative norms will yield a positive effect during tie-formation. This dynamic was 

depicted in Figure 3.1. 

The present study departs from closure research by emphasising how powerful 

resource holders evoke social norms in their cooperative actions during tie-formation. In this 

regard, my study is akin to prior research which examines the use of impression management 

as part of a strategic approach to tie-formation. However, in the present study, attention is 

drawn to how powerful market actors manage the impressions attributed to them in a 

relationship’s early stages, rather than impression management by the weaker parties.  

The present study considers also the circumstantial contingencies that affect how 

cooperative actions during tie-formation are likely to be received. In this regard, I build on 

prior research which has examined the environmental factors that influence firms’ search 

behaviours during tie-formation. In contrast to prior research, which has focused on distant 

search by network incumbents, I assess under what conditions low-power firms may be led to 

pursue asymmetric relations despite their inherently instability. 

Direct and Diffuse Effects of Social Norms 

Social norms are powerful standards of behaviour that specify valued ends and the 

procedures deemed appropriate for achieving those ends within a given setting (Reno et al., 

1993). They are generally enforced among members of a group and developed only for 

behaviours that are viewed to be important by most group members (Hackman, 1976). 

Building on my discussion in Chapter One, I use the term ‘direct effects’ to refer to a norm’s 

behavioural effects when it impinges on ‘primary behaviours’. These are the behaviours in 
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relation to which norms are developed, typically because these behaviours have an external 

cost or benefit to a social group (Coleman, 1990). 

In the present study, I examine how client firms in the design services market evoke 

norms through their cooperative actions during tie-formation. The direct effects of social 

norms, it should be noted, also extend to include how they impinge on actors charged with 

their enforcement. If a norm is violated (or complied with), the obligation to retaliate with 

punishment (or reward) is not restricted to those who suffered (or benefited) from the 

situation; it must be extended to third-parties and even an entire community for the norm to 

remain stable (Bendor & Swistak, 2001). The present study considers how cooperative 

actions made by client firms are rewarded by suppliers during tie-formation.  

In this study, I use the term ‘diffuse effects’ to denote the behavioural effects of 

norms when they impinge on actors who anticipate, observe and react to the interactions 

between norm-enforcers and their targets. In investigating the diffuse effects of norms in the 

design services market, I consider both how norms targeted at clients impact upon suppliers 

and other constituents of the design services market. 

Reputational Assessment of Norm-Conforming Behaviour 

A central aim of this study is to assess how suppliers respond to cooperative actions made by 

their clients when those actions conform to prevailing norms. The reputation literature 

provides theoretical guidance for understanding the involved judgment process. 

Firm reputation refers to stakeholders’ perceptions regarding a firm’s potential to 

create value based on assessment of its characteristics (Rindova et al., 2005). Reputation is 

understood to serve an important function by helping stakeholders to gauge the likely 

outcomes from interacting with a firm (Mishina et al., 2012). Researchers from different 
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theoretical perspectives, however, diverge in their views of how reputation forms and the 

underlying mechanisms responsible for reputational change. This divergence of perspective is 

particularly evident with respect to the issue of whether normatively influenced behaviour is 

likely to support positive reputational judgments. 

Researchers that embrace an institutional theory perspective tend to view firms and 

their evaluating stakeholders as embedded within larger social and cultural systems (Love & 

Kraatz, 2009). In this view, the reputations of firms are assessed for their symbolic 

conformity to socially constructed and context-specific standards and categories (Rao, 1994; 

Staw & Epstein, 2000). Empirical research in this tradition shows that a firm’s conformity 

with (or deviance from) socially accepted norms can significantly affect the firm’s reputation 

(Philippe & Durand, 2011). Theorists from an institutional theory perspective tend to depict 

reputation as a ‘global impression’ summarising how a diverse collective of stakeholders 

perceive a firm (Rindova et al., 2005). Reputation is conceived to form through the exchange 

of information among diverse constituents of an organisational field (Rindova & Fombrun, 

1999).  

By contrast, research in the social judgment literature focuses attention on the socio-

cognitive processes by which individuals internalise and interpret information when assessing 

the reputation of a firm (Mishina et al., 2012; Zolotoy et al., 2017). In this view, in the 

absence of perfect information about the objective characteristics of a firm, observations of 

its prior actions may support inferences about the firm’s underlying ‘character’ (i.e. its 

behavioural tendencies and values, and its guiding incentive structures, preferences and 

goals) (Kreps & Wilson, 1982; Milgrom & Roberts, 1982). 
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According to the social judgment perspective, the imputation of character is thought 

to occur through a process of anthropomorphism, whereby evaluators view firms not as social 

aggregates but rather as ‘coherent and purposive social entities’ (Love & Kraatz, 2009: 31). 

The same heuristics used to evaluate an individual’s personality may be applied to the 

judgment of a firm’s character. For instance, prosocial conduct such as corporate 

philanthropy is likely to be taken as strong indicator that a firm is not entirely self-interested 

(Zolotoy et al., 2017). 

In social judgment research, the extent to which a firm’s behaviour is taken to reveal 

its underlying character is thought to be highly contingent (Trope & Gaunt, 2007; Zolotoy et 

al., 2017). Of specific interest for this study’s purposes, a firm’s behaviour may be taken as a 

weak indicator of character to the extent that it conforms to prevailing norms (Hamilton & 

Huffman, 1971). Norms create extrinsic inducements for firms to act in prescribed ways. 

Adhering to external norms provides a means by which firms can establish legitimacy in the 

eyes of stakeholders (Chen, Patten & Roberts, 2008). Given such inducements, norm-

conforming behaviour by a firm may be perceived as providing ambiguous or equivocal 

information about the firm’s internal characteristics (Hamilton & Huffman, 1971; Mishina et 

al, 2012; Zolotoy et al., 2017) 

Empirical evidence suggests that firms and managers may favour symbolic rather than 

substantive conformity (Suchman, 1995), using more visual actions to satisfy stakeholders’ 

demands (e.g. adopting but not implementing new governance structures) (Westphal & Zajac, 

1994; Zajac & Westphal, 1995). The appearance rather than the fact of conformity may be 

sufficient for firms to attain legitimacy (Oliver, 1991). For such reasons, observers tend to 
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place little weight on norm-conforming conduct in assessing the reputation of a firm (Mishina 

et al, 2012; Zolotoy et al., 2017). 

Relative Power: A Contingency Affecting the Judgment of Norm-Conforming Behaviour 

To the constituencies of a firm’s market environment, the firm’s suitability as an exchange 

partner is of primary concern (Love & Kraatz, 2009). Assessing character traits such as 

trustworthiness and reliability provides a means by which to predict how a firm is likely to 

behave throughout an exchange relationship, to avoid opportunistic exchange partners, and to 

identify circumstances that require additional monitoring or incentive alignment (Mishina et 

al., 2012: 461). Firms that receive a positive character assessment are viewed as being less 

likely to misrepresent their abilities or motivations, and as less likely to act opportunistically 

(Wicks, Berman & Jones, 1999). Receiving a positive character assessment may thereby 

enhance a firm’s access to external resources (Jones, 1995; Zolotoy et al., 2017). 

As a positive indicator of character, cooperative actions are thought to provide a basis 

upon which a firm’s future behaviour can be predicted (Fombrun, 1996; Fombrun & Van 

Riel, 2004). Less explored are the potential impacts during tie-formation of cooperative acts 

that conform to prevailing norms. In this study, I expect that acts that conform to cooperative 

norms will be more impactful in fostering the development of more highly asymmetric 

relationships. The proposition is inductively derived through multiple-case analysis but 

supported through a corresponding theoretical argument. 

The argument focuses on a possible contingency affecting the social judgment 

process. Prior research suggests that evaluators differ markedly in the degree to which they 

focus upon and give credence to a firm’s behaviour as indicators of the firm’s character 

(Mishina et al., 2012). Extending upon this research, it is plausible that as a firm’s 
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dependence on its client increases, the firm will be more likely to impute positive character to 

the client for conduct that conforms to prevailing norms. 

Arguments for why evaluators may differ in their reputational judgments draw on 

social judgment theory (Mishina et al., 2012; Zolotoy, et al., 2017). Developed by Sherif and 

Hovland (1961), social judgment theory conceives information processing to involve its 

locating in respect to three categories of judgment. Incoming messages may be placed in the 

‘zone of acceptance,’ being the category of information that we accept, the ‘zone of 

rejection,’ being the category of information that we reject, or the ‘zone of noncommitment,’ 

being the category of information that we neither accept nor reject. Persuasion occurs when a 

new message is located within the zone of acceptance but the message is discrepant from the 

evaluator’s anchor point, this being the reference information or attitudes in relation to which 

new information is compared. Evaluators will often distort incoming information as they 

locate it with respect to the three categories of judgment. A persuasive message judged to fall 

within the zone of acceptance may be assimilated by an actor adjusting its anchor point. 

Information in the zone of noncommitment may be accommodated if it is judged to be close 

to the anchor point. Messages judged to fall in the zone of rejection may be distorted to 

become more incompatible with anchoring attitudes than they really are (Sherif & Hovland, 

1961, as cited in Rao, Monin & Durand, 2003). Through these processes, actors with 

different anchor points may come to evaluate differently the same behavioural cues, resulting 

in them forming different reputational judgments of the same firm. 

Research in social psychology suggests that in an exchange context, as its dependence 

on an exchange partner increases, an actor will be more likely to attribute trustworthiness to 

the partner in response to ambiguous informational signals (Murray, Holmes & Griffin, 
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1996). For instance, dependence may increase the likelihood that an actor will respond 

positively to initial acts aimed at establishing trust and evaluate a partner favourably for these 

acts (Weber et al., 2005). Social judgment theory can be applied to explain this phenomenon. 

As research on negotiations suggests, in relations between actors with high absolute power, 

inequality of power tends to produce more coercive tactics and fewer concessions than would 

be found in more balanced relations (Lawler & Bacharach, 1987; Lawler, 1992; Lawler & 

Yoon, 1993). Taking the expectation of adversarialism as an anchor point, highly dependent 

actors in asymmetric relations may be prone to interpret unilateral cooperative acts as 

discrepant cues requiring adjustment in their attitudes toward a partner. By contrast, more 

balanced power relations tend to produce mutual concession tactics (Lawler & Yoon, 1993). 

In such relations, being provided unilateral weakly contingent benefits may tend to fall within 

the zone of acceptance, imposing little need for actors to change in their orientation toward a 

partner. Following this reasoning, it is plausible that as a firm’s dependence on its client 

increases, the firm will be more likely to judge a client positively for conduct which, under 

other conditions, may engender little in the way of attitudinal change because it can be 

accepted as conforming to prevailing norms. 

3.3 Research Setting, Data and Methods 

To develop a better understanding of how asymmetric relationships are formed, an inductive 

multiple-case study was undertaken providing a lens to view 22 early stage relationships 

between design service firms and their clients. Analysing these cases involved moving 

between the theory and the data in iterative ‘cycles of confrontation’ (Danneels, 2007). In this 

section, I first describe why the design services market offers a robust setting for analysing 
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the functioning of norms during tie-formation. I then describe the empirical method 

employed before interpreting the results. 

3.3.1 Research Setting 

The high level of uncertainty which characterises the design services market makes it a 

robust setting for investigating the impact of norms. Environmental uncertainty is a 

significant predictor of the force with which firm behaviour is shaped by institutional forces 

(DiMaggio & Powell, 1983; Galaskiewicz &Wasserman 1989; Oliver, 1991). Information 

asymmetries—situations where information about an exchange is distributed unequally (King 

et al., 2005)—can create uncertainty for both design service firms and their clients.17 

Informational Problems for Clients 

Studies in the literature on services suggest that the extent of information asymmetry in a 

services market varies with characteristics of the services traded (Nayyar, 1990, 1993). 

Services may have dominant search qualities, these being attributes that are easily evaluated 

by a client prior to an exchange commencing (Stigler, 1961). Alternatively, services may be 

dominated by experience qualities which are evaluable only during or after consumption 

(Nelson, 1970). In the latter cases, suppliers are likely to hold private information about their 

services that is not available to their clients at the time of purchase (Nayyar, 1990). 

This study’s fieldwork suggests that design services contain prominent experience 

qualities. Suppliers sell their ability to execute a design process which will result in tangible 

artefacts. In the words of one of the managers interviewed, ‘What we’re selling is really our 

                                                
17 At the firm level, uncertainty refers to the ‘difficulty firms have in predicting the future, which comes from 

incomplete knowledge’ (Beckman, Haunschild & Phillips, 2004: 260). 
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ability to design. That’s going to produce physical outcomes, but we’re also selling the 

process.’ This process typically proceeds after the service has been purchased. 

Information asymmetries can result in both adverse selection and moral hazard 

problems. Adverse selection is a problem that arises when unambiguous measures of product 

quality do not exist or cannot be easily observed (Stiglitz, 2000). A client, lacking private 

information about the quality of goods on offer, is unable to identify higher-quality good 

(Akerlof, 1970).  

In interviews for this study, an adverse selection problem was illustrated by a leading 

Australian architect. Referring to common practices employed by architects, the informant 

observed that they will often use rendered images to sell design concepts which will only be 

executed after purchase. Lacking private information of their suppliers, clients are unable to 

determine the quality of services they will receive:  

The picture sells it to the user, who say, “That’s fabulous, we’ve got to have that.” But that’s not 

actually what they are going to get. What they get looks like a pretty thinned-out, drab version of what 

was promised, because what was promised in the pictures was not what [the supplier] is offering. 

As Akerlof (1970) noted, the inability of buyers to identify higher-quality products can lead 

to a ‘lemons problem’, whereby selection bias suppresses clients’ willingness-to-pay, leading 

some suppliers of higher-quality products to exit the market (Akerlof, 1970). 

Moral hazard is a form of opportunism created because an agent’s actions are not 

fully observable, so the agent taking them may choose to pursue private interests at another’s 

expense (Milgrom & Roberts, 1992: 167). In a service relationship, this ex-post monitoring 

problem is compounded to the extent that a client lacks the technical competence needed to 

determine the standards of service that are required or received (Wolinsky, 1993). As Sharma 

(1997: 768) writes with respect to relationships between clients and professional service 
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providers, ‘not knowing how the agent [provider] does a job is distinctly different from and 

compounds the problem of not knowing what the agent does’. A manager interviewed for this 

study described how his competitors exploit this knowledge asymmetry: ‘The idea is that you 

give [a client] the wrong design, then you start documenting and they go, “This is not what 

we wanted.” You go, “Fine, we’ll start charging for variation.”’ 

Design services such as architecture, graphic design, fashion design and advertising 

have been recognised by several theorists as examples of ‘professional services’ (e.g. von 

Nordenflycth, 2010; Sharma, 1997). Professional services are, by definition, knowledge-

intensive, low in capital-intensity, and reliant on a professionalised workforce (von 

Nordenflycht, 2010). ‘Professions’ are occupations based on special competence in abstract 

bodies of knowledge, which are granted prestige as well as jurisdiction over the provision of 

certain services (Larson, 1977: x). In return for autonomy and prestige, professionals are 

expected to adhere to a trusteeship norm, involving a responsibility to protect the interests of 

clients and/or society more generally (Larson, 1977; von Nordenflycht, 2010). Given the 

professionalised nature of many design services, we can expect the functioning of norms to 

be important for design service clients. 

Informational Problems for Suppliers 

The present study focuses attention on how suppliers in a professionalised market observe 

and react to normative influences on their clients. Motivating this focus is the observation 

that design service firms can face significant uncertainty in selecting and working with 

clients. As with other types of services, design services comprise a form of social interaction 

(Nayyar, 1991), with clients often expected to perform a variety of complex activities in the 

rendering of services. Where the role requirements of clients are demanding, suppliers may 
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lack the information necessary to anticipate or manage costly variations in client 

characteristics (Mills & Morris, 1996). 

From our interviews it emerged that there are three key forms of risk for design 

service suppliers in collaborating with clients. The first is expropriation risk, arising during 

tie-formation from the requirement that suppliers disclose valuable intellectual property (IP) 

to facilitate its valuation by a client. Clients are unlikely to pay much for a product or service 

that they have not seen (Anton & Yao, 1994). Economic theory suggests that once IP has 

been disclosed, a client’s willingness-to-pay for it decreases (Arrow, 1962). 

Effective and enforceable intellectual property rights provide an ex-post mechanism 

for punishing resource misappropriation (Gans, Hsu, & Stern, 2008; Gans & Stern, 2003, 

2010). However, this study’s interviews suggest that formal legal instruments for protecting 

designs (e.g. design rights, copyrights) are perceived by many design market participants to 

be limited in their applicability. One manager interviewed said: 

You’ve got to have the ability, from what I understand, to really chase that kind of protection if 

someone were to do something with [a design]. I’m much better off, I think, using my time to be there 

first, making [the design] en-masse at an achievable price-point, rather than trying to protect it. 

Intellectual property regimes based on implicit social norms have been shown to exist 

in a variety of settings (Ellickson, 1991; Fauchart & von Hippel, 2008; Greif, 1993; Loshin, 

2010). These norm-based IP systems may offer functionality in support, in subversion, or in 

place of law-based IP regimes (Fauchart & von Hippel, 2008; Rai, 1999). Prior research on 

norms-based IP systems guide this study’s focus on IP-related norms. 

A second form of risk that design service suppliers may be exposed to is moral hazard 

risk. In the high-end of the design services market, a key criterion for suppliers in partner 

selection is a client’s ability to provide reputational advantages. Affiliating with a prominent 
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client can act as a certification, vouching for a firm’s quality to future partners (Stuart, Hoang 

& Hybels, 1999; Stuart, 2000). However, there is likely to be a high level of ambiguity, ex-

post, about the extent to which a client has contributed to reputational outcomes. This 

ambiguity creates incentive for the client to shirk on its responsibilities as a certifying agent 

(Tadelis, 1996). One manager interviewed for this study said with respect to a client:  

Their initial pitch to us was, ‘This is an immensely important project, you’ll work with all these 

exciting people, therefore we are not going to apply the same costing structures that we would 

normally apply to business.’ That was their imperative and they led that conversation… In the end, it 

doesn’t hurt our reputation to be associated with the project, but we are not represented forcefully 

enough to turn it into a material business advantage. 

A third form of risk is ‘hold-up’ risk, arising when suppliers invest in relationship-

specific assets. To deliver high-quality designs, suppliers may be required to make significant 

up-front investments of effort toward diagnosing their clients’ needs. As Sharma (1997: 785) 

writes, these up-front investments of effort are akin to investing in an asset with little or no 

value outside of the exchange. Cognitive specialisation results in the acquisition of 

knowledge that cannot be redeployed outside of the exchange without some sacrifice of its 

productive value. If the relationship dissolves prematurely, the supplier could be left with no 

outputs to show for its investment (Sharma, 1997). 

Considering these potential risks, and the difficulty of writing complete and 

enforceable service contracts (Arora, 1995, 1996; Nayyar, 1993), the design services market 

provides a robust setting for examining the role of social norms in the development of 

cooperative relations. 
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3.3.2 Sample of Firm Dyads 

This study’s unit of analysis is the firm-dyad, this being the relationship between a design 

service supplier and its client. Table 3.1 lists the 22 cases which are represented in the data 

and which comprise the study’s sample. The table contains information on the firms involved 

in each case, including their industry and standing as either established or new firms. 

Consistent with prior research in entrepreneurship (e.g. Evans, 1987; Reynolds, 1987), new 

firms are designated as those that were less than seven years old since their date of founding 

(for this study in the year in which a focal dyad was formed). 

The firms studied came from a broad range of industries including commercial 

architecture, industrial design, and advertising/marketing services. On the client side, firms 

came from industries including real estate development, hospitality, financial services, and 

consumer goods retailing. 

In constructing the sample, care was taken to include significant variation across 

dyads in the level of power asymmetry between partners at tie-formation. Individual firms are 

featured in multiple dyads characterised by varying levels of asymmetry. For example, 

Atrides is common to six dyads in the sample, while Priam and Polydamas are each common 

to four dyads (note: throughout this study the actual names of firms and locations are 

substituted using Homeric characters and locations). Featuring individual firms across 

multiple dyads introduces interdependence across the data (Hallen, 2008; Mizruchi, 1989). 

But it affords the analytical advantage of controlling for unobservable firm characteristics 

(Davis, 2016).



 
Table 3.1 Sample of firm dyads 

Case Number and Firms Industry Established or New Informants 

 Client Supplier Client Supplier Supplier Client  
1 Priam Polydamas Cosmetics Indust./interior design New Est. Founder; Founder 
2 Prometheus Polydamas Technology Indust./interior design New New Founder 
3 Iris Polydamas Publishing Indust./interior design New Est. Founder 
4 Hephaestus Polydamas Furniture retail Indust./interior design New Est. Founder; Founder 
5 Priam Hector Cosmetics Architecture Est. Est. Founder 
6 Hephaestus Ajax Furniture retail Industrial design Est. Est. Founder; Founder 
7 Andronicus Diomedes Architecture Industrial design New Est. Founder 
8 Atrides Diomedes Real estate Industrial design New Est. Founder; Directors; CFO 
9 Zeus Ajax Furniture retail Industrial design Est. Est. Founder 
10 Plutus Helen Financial services Service design New Est. Customer Experience Manager 
11 Atrides Achilles Real estate Marketing Est. Est. Founder; Directors; CFO 
12 Agamemnon Achilles Hospitality Marketing New New Founder 
13 Athena Achilles Real estate Marketing Est. Est. Founder 
14 Atrides Chloris Real estate Landscape design Est. Est. Founder; Directors; CFO 
15 Priam Paris Cosmetics Architecture New Est. Founder 
16 Priam Sarpedon Cosmetics Architecture New Est. Founder 
17 Atrides Odysseus Real estate Architecture Est. Est. Directors; CFO 
18 Atrides Hestia Real estate Architecture Est. Est. Directors; CFO 
19 Atrides Aether Real estate Architecture Est. Est. Founders; CFO 
20 Helios Apollo Real estate Architecture Est. Est. Founder 
21 Plutus Hermes Financial services Architecture Est. Est. Cust. Exp. Manager; Founder 

22 Dionysus Hermes Entertainment Architecture Est. Est. Founder 



 

3.3.3 Measuring Relationship Development, Power Asymmetry, and the Efficacy of the 

Character Signaling Process 

Relationship Development 

The central outcome variable of this study is the development of an interorganisational 

relationship. A common approach for studying relationship formation is to consider all 

possible dyads among a given set of firms and to code a dichotomous variable indicating 

whether a pair of firms did or did not form a tie in a given year (Ahuja, 2000; Gulati, 1995b; 

Rosenkopf & Padula, 2008). The present study aims to evaluate under what conditions 

cooperative conduct by a client will support positive judgments about the client’s character. 

To that end, it was important to capture the perspectives of informants from both sides of a 

firm-dyad. This proved unmanageable for investigating ties that were considered but not 

formed between two potential partners. 

During the study, a useful proxy for relationship formation emerged, this being the 

level of initial effort expended by a supplier toward fostering a relationship in its early stages. 

I follow Castellucci and Ertug (2010: 151) in defining effort as ‘the determined attempt a 

firm makes to expend time and resources to address problems related to the products that an 

exchange partner has obtained [or will obtain] from the firm.’ Given the cognitive 

specialisation involved in diagnosing a client’s needs (Sharma, 1997), high expenditure of 

initial effort may help to lock one or both parties into the relationship (Levinthal & Fichman, 

1988). Because initial effort can have a critical bearing on the ex-post quality of design 

outcomes, assessment as to whether such effort is likely to be expended may ex-ante inform 

firms’ decisions whether to pursue or avoid a tie. 

Based on analysis of the qualitative data, a dyad was scored as ‘high’ on the effort 

dimension if the supplier was willing to expend a high level of extra effort—above that 
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specified in an (incomplete) service contract—to diagnose or accommodate its client’s needs, 

and as ‘low’ on the effort dimension otherwise. 

Power Asymmetry 

Throughout the analysis, power asymmetry emerged as an important mechanism driving 

relational outcomes. As a result, effort was made to measure the power asymmetry between 

two partners at the outset of a relationship. 

Consistent with prior theory (e.g. Casciaro & Piskorski, 2005; Emerson, 1962; Gulati 

& Sytch, 2007), power asymmetry was measured dyadically and defined by the difference in 

two actors’ dependencies on each other (i.e. as DS –Dc, where DS is the supplier’s level of 

dependence on the client and Dc is the client’s dependence on the supplier).  

Based on analysis of the qualitative data, each member of a firm-dyad was assigned a 

score as either ‘high’ or ‘low’ in dependence on its partner in a dyad. Dependence was 

assessed in relation to a firm’s resource needs (i.e. its motivational investment in goals 

mediated by the other party) and partner substitutability (i.e. the availability of the firm’s 

goals outside of the focal relationship) (Emerson, 1962; Xia, 2011). 

Power asymmetry was denoted to be ‘high’ if a supplier had high excess dependence 

on its client (that is, if DS > Dc,). A dyad was ‘low’ in Power asymmetry if a supplier had low 

excess dependence on its client (that is, if DS ≈ Dc).18 

 

                                                
18 No relationships in the study’s sample were clearly dominated by the supplier. While, in principle, it is 

possible that a design service relationship could be dominated by the supplier (Leiponen, 2008), in practice, 

design service firms are usually the lower-power actor in their business service relationships (e.g. Rogan & 

Greve, 2015). 
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Efficacy of the Character Signaling Process 

A central aim of this study is to examine the mechanisms by which client firms establish 

positive reputations for character. I follow Basdeo and co-authors (2006: 1205) in defining 

reputation formation as ‘a signaling process, in which the strategic choices of firms send 

signals to observers and observers use these signals to form impressions of these firms.’ The 

strategic actions focused upon in this study are actions by clients in conformance with 

cooperative norms which I identify as prevalent in the design services market. These include 

an exclusion norm, an attribution norm, and an allocation norm, which are described in prior 

research (e.g. Fauchart & von Hippel, 2008; Loshin, 2010) and in the ‘Analysis’ section. 

 Table 3.2 Components of firm character and related sets of attributes 

Component of Character Related Attributes 

Integrity Honest, Sincere, Socially-Responsible, Trustworthy 

Courage Ambitious, Achievement-Oriented, Leading, 
Competent 

Warmth Friendly, Open, Pleasant, Straightforward 

Zeal Exciting, Innovative, Imaginative, Spirited 

Conscientiousness Reliable, Hardworking, Proud, Secure 

Empathy Concerned, Reassuring, Supportive, Sympathetic 
           Source: Chun (2005) 

To examine the extent to which cooperative actions supported the reputational assessment of 

character, I coded interview data with a focus on the six components of organisational 

character identified in prior literature (Chun, 2005): integrity, empathy, courage, warmth, 

zeal and conscientiousness. Sub-attributes identified with each of these character components 

are listed in Table 3.2. 
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         Table 3.3 Coding schema  

Response category Definition Description 

Signal An attribute or action that is 
alterable at the discretion of the 
sender 

Firm A(B) describes a signal sent 
or nor sent by Firm A(B) 

Receiver interpretation The extent to which a signal is 
identified and the process by which 
a signal is translated into perceived 
meaning 

Firm A(B) describes a signal sent 
or not sent by Firm B(A) 

Receiver attention The extent to which a receiver 
vigilantly scans the environment for 
a signal and places weight on its 
importance 

Firm A(B) describes a signal 
attended to or not attended to by 
Firm A(B) 

Attention to 
countersignal 

Feedback information which allows 
a signaler to infer to which signals 
receivers are paying attention and 
how a receiver is likely to interpret 
a signal 

Firm A(B) describes a signal 
attended to or not attended to by 
Firm B(A) 

              Notes: Adapted from Connelly et al., (2011) 

During data collection, care was taken to elicit perspectives of informants from both sides of 

a firm-dyad to provide a holistic view of the reputation formation process. During analysis, 

data was coded for references to character based on four response categories—as denoting a 

signal, receiver attention, receiver interpretation, or attention to countersignals. This coding 

schema was adapted from the integrated model of the signaling process proposed by 

Connelly and colleagues (2011) and is detailed in Table 3.3. 

A signal is an attribute or action that is alterable at the discretion of its sender 

(Spence, 1973). Coded as signal were all responses where an informant described a 

cooperative action undertaken by the informant’s own firm. In the A-B relation, firm A(B) 

was scored as ‘high’ (or ‘low’) on the signal dimension if informants from firm A(B) 

described cooperative actions made (or not made) by firm A(B). 
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The efficacy of a signal ultimately depends not only on the actions of a sender, but 

also on whether the signal is detected by a ‘receiver’ (Connelly, 2011). This relies on whether 

a receiver vigilantly scans the environment for a given signal and places weight on it in 

accordance with preconceived notions of what is important (Connelly, 2011; Gulati & 

Higgins, 2003). Coded as receiver attention were all responses where an informant indicated 

that its own firm was attentive (or inattentive) to a signal sent by the firm’s counterpart in a 

dyad. In the A-B relation, firm B(A) was scored as ‘high’ (or ‘low’) in receiver attention if 

informants from firm B(A) reported that firm B(A) was attentive (or non-attentive) to 

character signals sent (or not sent) by firm A(B). 

To evaluate the impact of character signaling at high versus low levels of power 

asymmetry, the above coding was used to construct a single measure of signal efficacy within 

a dyad. With the measure Character signal/receiver attention similarity, a dyad was assigned 

a ‘high’ (or ‘low’) score if there was parity (or disparity) between the strength of signals sent 

by the client and the strength of receiver attention to character by the supplier. 

To corroborate analysis based on the above coding, care was taken to assess two 

further categories of responses. For a signal to be effective, a receiver must interpret its 

perceived meaning, potentially distorting in the translation process the signaler’s original 

intent (Branzei, Ursacki-Bryant, Vertinsky & Zhang, 2004). In the A-B relation, firm B(A) 

was scored as ‘high’ (or ‘low’) in receiver interpretation if informants from firm B(A) 

reported that firm A(B) made (or did not make) cooperative choices during tie-formation that 

expressed that firm’s underlying character. 

Given the potential for a signal’s meaning to be lost or distorted in translation, a 

sender may seek feedback information indicating whether a receiver is paying attention to the 
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signal and how it is likely to be interpreted by the receiver (Connelly et al., 2011; Gulati & 

Higgins, 2003). To capture the importance of feedback information in the A-B relation, firm 

A(B) was scored as ‘high’ (or ‘low’) in attention to countersignals if informants from firm 

A(B) reported that firm B(A) was receptive (or non-receptive) to character signals sent (or 

not sent) by firm A(B). 

3.4 Analysis and Propositions 

Prior literature identifies a range of contingencies that affect whether asymmetric 

relationships are likely to form. To improve their chances of success in tie-formation and 

execution, poorly endowed firms may take strategic actions (Hallen, 2008; Hallen & 

Eisenhardt, 2012; Zott & Huy, 2007) or select into cohesive network clusters (Milanov & 

Shepherd, 2013; Rosenkopf & Padula, 2008). Powerful incumbents may be led to search for 

distant partners by exogenous events or endogenous network processes (Ahuja et al., 2009). 

The present study evaluates how powerful resource holders evoke cooperative norms in 

seeking to obtain the confidence of their suppliers.  

The analysis proceeds as follows. In the first section, I identify a system of 

cooperative norms observed to inform the cooperative actions of client firms during tie-

formation. I describe the direct and diffuse effects of these norms on various participants of 

the design services market. Following that, I examine whether cooperative conduct by a 

client supported positive judgments about its character. In accordance with my emergent 

theory, the social judgment of character is most vividly illustrated for cases characterised by 

high power asymmetry wherein the client observed cooperative norms. Therefore, my 

analysis in this section focuses on a narrow range of cases in the sample. 
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In the final section of the analysis, I evaluate the conditioning influence of power on 

the social judgment of client character. I use cross-case analysis drawing on a fuller range of 

cases drawn from the study’s sample. The impact of the client’s cooperative actions in 

supporting judgments about the client’s character is assessed in dyads characterised by 

varying levels of asymmetry. 

3.4.1 Cooperative Norms in the Market for Design Services 

Direct Effects of Norms on Clients 

Social norms have direct effects when they impinge on primary behaviours for which they 

are developed (Ellickson, 2001). Typically, norms are developed for behaviours that have an 

external cost or benefit to a social group (Coleman, 1990). From this study’s interviews there 

emerged three key norms that impinge on behaviours that have an external benefit or cost for 

design service suppliers.  

First, client firms come under influence to conform with what Fauchart and von 

Hippel (2008) describe as an exclusion norm, involving the right to exclude others from the 

exact copying of designs that one has created. The importance of the exclusion norm was 

illustrated by an interaction between Priam and Sarpedon (Case 16).  

Priam, a producer and retailer of high-end cosmetics and personal care products, uses 

design collaborations as part of a multidomestic market entry strategy: the firm develops 

relationships with local architects and interior designers to create bespoke store interiors that 

are matched to local cultures down to a street level. In building a signature store in New 

York, Priam had used a ladder system for displaying product based on a design by Sarpedon, 

one of Priam’s former business partners. ‘Our country manager saw this and had a fit,’ said 

Priam’s creative director. Beyond the legal implications, Priam’s leadership recognised that 
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exactly copying the supplier’s design constituted improper professional conduct. The firm’s 

creative director continued: 

We all swing into major damage control. I get on the phone to these architects and say, “This is what 

has happened. I’m about to send you photos of these shelves and if you are in any way disturbed then 

we will remove the ladders from this store today and replace them with another form of shelving… 

Philosophically, I’m completely fine if they’ve come up with the idea of the ladder—which is a generic 

item—and we’ve applied a personal interpretation of that idea. But it is, I think, unethical to have 

reused the design dimensions. 

In this example, the exclusion norm appears to have functioned in a manner akin to 

copyright, in protecting a particular form of the material expression of the idea, rather than 

the underlying design idea itself. 

As prior literature suggests, socially desirable behaviours may be reinforced through 

the internalisation of norms as default heuristics (Peysakhovich & Rand, 2016; Rand et al., 

2014). In the present study, firms such as Priam which interact repeatedly in the design 

services market appear to get into a habit of cooperating. Following Priam’s transgression in 

Case 16, the firm internalised the exclusion norm as a value guiding its behaviour in future 

market relations. Reflecting on Priam’s experience with Sarpedon, Priam’s director said: 

Even though there was not malicious intention there and they’ve been paid for the work, we have to 

respect that to take and replicate that work is just morally wrong. In one respect that was great because 

we realized that we can never do that again. 

Prior research shows that cooperative habits may be carried over into atypical 

situations in which the ‘rules of the game’ are less likely to make cooperation advantageous 

(Peysakhovich & Rand, 2016). Consistent with this, Priam’s director emphasised the costs 

that his firm has incurred by observing cooperative norms in one-shot interactions with its 

suppliers. Priam’s preference when entering a new market would be to invest in collaboration 

with a local designer to learn local tastes, then to build on principles learnt in that initial 
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interaction in the execution of subsequent stores. However, observing IP-related norms in the 

initial collaboration precludes Priam from reusing jointly created assets. As such, Priam’s 

observance of norms imposes costs on the firm should the initial relationship turn out to be a 

one-shot interaction. Priam’s director said: 

What is becoming less sustainable is the one-night stand with an architect. For example, when we 

began in Germany it was very important that we began in a neighborhood in Berlin, and that we began 

with a particular type of practice, because it would frame that we were perceived within that market… 

As we go into middle Germany and we have these strong totems of distinction planted around—so you 

might also do something wacky in Hamburg—we’d like to apply the same ethos and principles but 

with the interpretation much safer, significantly more contained and calculated. 

A second type of cooperative choice is the decision by a client to allocate intellectual 

control rights to a supplier. In design service relationships, commercial clients are typically 

the higher-power actor in an exchange (e.g. Rogan & Greve, 2015). Yielding intellectual 

control rights to a supplier may be considered honourable because it creates investment 

incentives for suppliers to produce innovative products and services (Leiponen, 2008). As in 

other industrial contexts, the production of high-quality outputs is critical for design firms to 

enhance and maintain their reputations (Shapiro, 1983; Weitgelt & Camerer, 1988). 

The importance of allocation norms, defined here as conventions governing which 

party in an exchange retains intellectual control rights, is illustrated by Case 15 (Priam and 

Paris). An informant in this case described Priam’s leadership as having acted virtuously by 

allocating intellectual control rights to Paris, a young architecture firm: 

[Priam’s director] is virtuous. He behaves as a good citizen should. He doesn’t look for the opportunity 

to scrimp and save. He has a strong sense of what things are worth and he behaves consistently within 

that parameter. He employs designers at totally different levels of the game and pays them reasonably 

well for the opportunity that he provides. He could confidently see that allowing [Paris] off–the–leash, 

to design something remarkable, would bring immense reputational value to that firm. 
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Allocation norms specify the right of a supplier to retain majority control rights over 

jointly created assets. Majority ownership may also confer on a supplier control over 

elements of the collaborative task environment, thereby reducing the likelihood of friction 

from disagreements between partners (Ahuja et al., 2009; Conner & Prahalad, 1996). In 

design service relationships, a key element of the collaborative task environment is the design 

process. At the outset of a new relationship, experienced design service clients will often 

signal to suppliers their intent to yield control over the design process.  

Open briefing is a prevalent, socially recognised practice by which clients signal their 

intent to yield control over the design process. A design brief is a written statement that 

details the client’s expectations including the functions of a proposed design, activities to be 

performed in the exchange, and policies for achieving these ends in relation to quality, time 

and cost. An open-ended brief contains only limited proscriptive information about the 

outcomes to be achieved or procedures to be followed. An open briefing practice allows the 

supplier to exercise a high degree of discretion over the design activities and outcomes. At 

the same time, it creates scope for an interdependent design process, which involves iterative 

flows of design information and feedback across firm boundaries (Baldwin, 2007; 

Christensen, Verlinden & Westerman, 2002). 

A third type of norm that emerged in our interviews was what Fauchart and von 

Hippel (2008) refer to as an attribution norm, involving the right to be acknowledged as the 

creator of a design that one has created. The importance of the attribution norm in the design 

services context is illustrated by cases featuring Atrides as the common client. Atrides is a 

family-run property development firm that operates also as a creative production house. The 

firm’s showcase project is Mycenae, a large-scale precinct of mixed-use commercial, 
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residential and public buildings, landscaped gardens and community/art spaces. To attract 

visitors to the precinct, Atrides developed a boutique ‘design hotel’ at the centre of the 

precinct. To develop the hotel, Atrides collaborated with over 60 creative suppliers. In 

interview, Atrides’ creative director discussed the importance of attribution: 

That’s the crux for most creative people. The creative industry is built on reputation and that reputation 

attaches itself exclusively to work. Often creatives don’t want other creatives working on the same 

project—architects don’t want other architects working on a single architectural project—because who 

designed this, where do you draw the lines? 

Atrides’ preference for multiparty collaborations created a dilemma for the firm around how 

strongly it should resist external expectations and demands that designs be attributed to 

individual suppliers. 

Direct Effects of Norms on Suppliers 

Social norms have direct effects not only in relation to primary behaviours. Social norms 

have direct effects also in inducing actors to enforce norms by conferring sanctions or 

rewards on others (Bendor & Swistak, 2001). 

In the design services market, suppliers may act as enforcers, denying (or providing) 

exchange opportunities to clients in return for cooperative conduct. Two cases illustrate how 

suppliers may reward clients for norm-conforming behaviours. In Case 8 (Atrides and 

Diomedes), Atrides was described by the supplier as an ‘ideal client’ for having allocated 

control rights to the supplier. The client had signaled its intent to yield control rights during 

tie-formation using an open-ended brief. Diomedes’ founder said of Atrides’ director: 

He had a big brief, and a very established vision of what he wanted, but he was open to us rebelling 

against that vision or fitting within it in some capacity. It was an intellectual conversation from the 

beginning and that is exactly what [Diomedes] was set up to do. 



 

 
 

 

147	

In response to Atrides’ open briefing practice, Diomedes invested a high level of extra effort 

toward fostering the collaboration. An intensive research and prototyping program was 

undertaken to diagnose Atrides’ needs. One of Diomedes’ lead designers described the 

significant up-front investments made in the process: 

All of our pieces were inspired by research... We would create concepts via our research then we'd 

present them to [Atrides’ director]. He'd say whether he liked them or not. From there, we'd move 

forward on the piece. Not all of the pieces were put into production; some of it was cost, or [Atrides] 

had another idea that they liked more from someone else. 

Providing a counterfactual to the above, in a separate case involving Diomedes, a 

client of the firm failed to provide an open-ended brief. In response, Diomedes was strongly 

disinclined to invest extra effort toward fostering the collaboration. This case is described in 

some detail later in the ‘Analysis’ section. 

A second example of how suppliers reward clients for cooperative choices is found in 

cases involving Priam as the client. Priam’s founder described the quality of Priam’s design 

collaborations as a countersignal reflecting the firm’s open briefing practice: 

We generally have very good relationships with the architects that we work with. The functional 

requirements are consistent globally—each store needs lighting, security, a cash desk, storage, a 

breakout area for the staff, basins because we demonstrate the project using water—but the 

interpretation and expression is allowed to vary from store to store. 

Case 1 (Priam and Polydamas) illustrates how Priam’s cooperative choices during tie-

formation have encouraged its suppliers to expend extra effort in collaboration with the firm. 

The founder of Polydamas, a young industrial and interior design studio, described the open 

brief offered by Priam as an early indicator of its value as a client: 

The discussion with a good client like [Priam] is that they come to you with an open brief, a vaguer 

brief. With [Priam], the brief is, “We’ve got x amount of product, we need a point-of-sale unit that 

functions, the rest is up to you.” 
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Having identified Priam as a ‘good’ client, Polydamas expended a high level of extra effort to 

learn Priam’s needs. Polydamas’ founder explained: 

You can learn a lot from working with someone who knows what they want and has a way of teasing 

an idea out. It feels like being back at university sometimes: they’re pushing you to do things that 

maybe you aren’t comfortable with, or you’re rethinking things again. 

Polydamas’ investment of effort in learning constituted a response to and 

reinforcement of Priam’s cooperative choices. Though young and inexperienced, Polydamas 

generally does not place weight on learning opportunities in pursuing relationships with 

clients. For Polydamas, learning is an unanticipated consequence of working with a client 

perceived as likely to uphold Polydamas’ interests. ‘I’ve learnt from certain jobs,’ 

Polydamas’ founder said, ‘but that was a bit of an afterthought. Usually the priority is more 

that you’re going to have something that will give you influence later on with other clients.’ 

Illustrating the above, in a separate case involving Polydamas, the firm was heavily 

disinclined to invest extra effort toward diagnosing the needs of a client that failed to 

demonstrate adeptness in the commissioning process. Polydamas’ founder said: 

You can sit them down and wow them in front of a big render [i.e. a design illustration] but that’s 

going to cost you a lot of money. They might just say, ‘No, we don’t want that.’… The worse thing is 

when a good idea doesn’t get out. It just sort-of mills around. The budget’s not there, or the client 

decides they want to go in another direction. You’re sitting on a nice idea that’s never founded. 

This case illustrates the perceived risk for a supplier in fostering collaboration with a client 

that fails to observe cooperative norms. 

Direct Effects of Norms on the Clients’ Customers 

Prior literature stresses that the obligation to enforce social norms is not restricted to second-

parties (those who would be harmed by a norm’s transgression); the obligation to retaliate 

must extend to third-parties and potentially an entire community for the norm to remain 
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stable (Bendor & Swistak, 2001). This study’s findings suggest that, in the design services 

context, a diverse set of constituents are involved in enforcing cooperative norms. 

For some design service clients, their own customers may provide reward (or 

sanction) for cooperative (or non-cooperative) behaviour. This is particularly the case for 

client firms whose target buyers include members of the ‘creative class’, a demographic 

composed of professionals working in the creative industries and knowledge-intensive 

occupations who tend to concentrate in prosperous or regenerating urban areas (Florida, 

2004). For a client targeting this demographic, its customers may be drawn from the same 

communities to which its creative suppliers also belong. If a firm is perceived to transgress 

cooperative norms, the firm may be exposed to retaliatory threats from its customers as well 

as from its suppliers. Conversely, firms perceived to act honourably in relationships with 

design suppliers may be rewarded by their target customers with exchange opportunities. 

Several firms featured in the present study have sought to capitalise on the above 

dynamics, leveraging their positive relationships with suppliers to build engaged 

communities of consumers around their commercial interests. Priam leverages its 

relationships with local designers and architects to build its customer base upon entering new 

geographic markets. Priam’s founder in this way explained the incentives for his firm to 

respect the informal IP rights of its business partners: 

If we manage that [the IP issue] in the right way then it is mutually beneficial: the arts community, the 

graphics community, the architectural community, these are significant segments of our demographic 

so if we’re seen as an ally rather than as an exploiter why wouldn’t we do it... Besides that, what we 

now have are lists of architects and designers that approach us every day because they feel that there’s 

a cache in doing something for us and that it would be nice on their CV. 

Similarly, in developing the Mycenae precinct, Atrides has sought to leverage its 

relationships with designers and artists to build an engaged community of consumers around 
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its development (in which Atrides retains substantial commercial interests). A supplier to 

Atrides thus noted how in partner selection Atrides had sought creative suppliers that 

‘conveyed an understanding of how communities form… they want to retain ownership over a 

certain number of apartments and go into joint venture with hospitality people, so they want 

to know there’s going to be a community around what they make.’ 

Atrides’ director emphasised how his firm’s involvement with designers is shaped by 

the firm’s concerns to enhance and maintain its reputation with its customers. ‘The consumer 

is savvy,’ the director said. ‘They know whether or not you’re authentic, whether or not 

you’re committed to social causes. That’s why our grassroot involvement with creative 

practitioners is so important: they’re people on the fringes that have credibility so that 

involvement bestows credibility on us’. He continued: 

When we commission artists and designers, they’re friends of ours and we invite them in, we give them 

a home and we feed them. Spending money on art is easy. The hard thing is actually doing the process 

with them, holding their hands, dealing with their idiosyncrasies, writing and managing the briefs. 

An implication of Atrides’ approach of building reputation based on its commitment to 

design is that the firm is exposed to retaliatory threats from its customers should it be 

perceived to transgress cooperative norms. In this regard, cooperative norms are seen to 

operate on a client’s customers, in imposing on them a responsibility to enforce the norms. 

Diffuse Effects of Norms on Clients and the Media 

Social norms have direct effects, impinging on primary behaviours for which they are 

developed as well as enforcement behaviours (Bendor & Swistak, 2001; Ellickson, 2001). 

Social norms can also have diffuse effects, as when actors observe and react to norm-

enforcement by others (Ellickson, 2001). These diffuse effects can be illustrated with respect 

to the behaviour of clients in the partner selection process. 
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Given the potential benefits of conformity to clients, they may choose to reward 

enforcement behaviour by their own suppliers. In Case 1 (Priam and Polydamas), Priam 

placed strong weight in partner selection on the postgraduate accreditation of Polydamas’ 

founder. In particular, the accreditation indicated that Polydamas’ founder would be receptive 

to how Priam approaches IP-related issues. Priam’s director said: 

The thing that I really like about [the Delphi Design Academy] is that they’re one of the few industrial 

design institutions that really instills in their graduates a sense of the value of design. They work very 

closely with their students in terms of protecting their IP rights. The graduate show that they do every 

year is attended by industry heavyweights and it’s very easy to take a vulnerable green student and 

have them on. They’re really invested in helping these kids understand the value of ideas and the 

commercialization of what they develop. 

In selecting Polydamas as a supplier, Priam anticipated that the supplier would serve 

as an active enforcer of IP-related norms. Given the mentorship and training received by 

Polydamas’ founder, the supplier was likely to both attend to and reinforce the client’s 

cooperative choices. Having searched for appropriate countersignals of character during tie-

formation, Priam pre-emptively rewarded the supplier with an exchange opportunity. 

3.4.2 Character Signaling and the Social Judgment of Cooperative Choice 

Prior literature suggests that receiving a positive character assessment may enhance a firm’s 

ability to attract potential exchange partners (Mishina et al., 2012). Based on inferences about 

a firm’s character, its potential partners can predict the firm’s future behaviour, thereby 

lowering agency concerns (Jones, 1995; Zolotoy et al., 2017). This section illustrates through 

several case examples how cooperative choices by a client that conform to prevailing norms 

may support positive inferences about the client’s character. 

Typically, for design service firms, a key criterion in partner selection is whether a 

client can provide reputational advantages. Consistent with prior research (e.g. Ahuja et al., 
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2009; Hsu, 2004; Stuart, 1998), it is common for design service firms to sacrifice more 

favourable contract terms to connect with experienced and well-connected clients. According 

to Priam’s director, Priam’s ability to provide reputational advantages often comprises an 

implicit term of trade in its dealings with design suppliers: 

The purpose of doing a job for [Priam] is not that it will be the most lucrative job—it’s certainly fairly 

paid and above industry measures in many instances but our overall budgets are quite tight for a 

store.... I think they get something different out of it: it’s the association, the shared learning, the kudos, 

the exposure that they get and the other jobs. 

An informant from Polydamas confirmed that the reputational value of affiliating with Priam 

factored into their negotiated terms of trade: ‘Some of the best projects, even working for 

Priam, the reputation is the “high-design” part, the bit where you get paid.’  

In its exchange with Polydamas, Priam’s open briefing practice supported an 

inference from Polydamas that Priam was fair-minded. In yielding control over the design 

process, Priam was ensuring that the supplier would be given opportunity to produce 

signature design outcomes. Priam’s cooperative choices during tie-formation thus increased 

confidence that it would provide reputational advantages and thereby honor what was an 

implicit term of the exchange. Polydamas’ founder said: 

They come to you with a budget and your fee as a package and ask, ‘Do you want it or not?’ They 

know what their value is for the designer—of course, for [Priam] it’s pretty big. There’s a fairness in 

there. It’s a fair price. Their whole approach and their direct commissioning of design is polished. 

From our interviews it emerged that experienced design service clients tend to employ 

rhetorical strategies that frame their cooperative choices as motivated by deeply held social 

ideals. Case 8 (Atrides and Diomedes) illustrates how a supplier may identify and respond 

positively to such rhetoric during tie-formation. 
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Underpinning Atrides’ real estate development activities is a sustainability agenda. 

The Mycenae precinct was described by Atrides’ managers as ‘a world-class prototyping 

model for dense sustainable cities.’ The firm’s goal in developing the precinct was to 

stimulate cumulative innovation in sustainable design practices. To that end, Atrides adopted 

an open intellectual property strategy. ‘We don’t believe in protecting creative knowledge,’ 

an informant from Atrides said. ‘Our view is the IP is in the people, it’s embedded in the way 

that we work.’ The firm had taken on in-house writers and photographers to document the 

design development process, the informant continued. ‘It’s not for us; it’s for allowing other 

people to take that information and do other things with it.’ 

Atrides’ adoption of a cooperative orientation in its relationships with suppliers was 

deemed critical to the firm executing upon its sustainability agenda. Atrides’ director said: 

If you’d don’t support local producers, then we’re not going to have opportunities to use their expertise 

any more. You’re going to have built form that is decaying, and we’ll be ripping it down every 20 

years. Environmental sustainability relies very much on promoting those people. 

Suppliers to Atrides were evidently receptive to its character signals. According to Atrides’ 

director, suppliers are willing to expend extra effort in collaboration with Atrides because 

‘they know’ that Atrides will uphold the suppliers’ rights: 

We get great outcomes because the projects we undertake have capacity for the creative to flourish... 

Those guys will work 24 hours, even if their fee was to work until 8pm. They're prepared to do that 

because they know that we’re not going to give up, we're not going to destroy or dilute their dream... 

We spend profit, we spend the money to see it through, because it’s what we do. I think ultimately what 

matters most is tenacity and commitment; never ever giving up no matter how hard it is… That’s what 

gives us credibility and that’s what gives us the capacity to continue to do this. 

As previously mentioned, in Case 8 (Atrides and Diomedes), the supplier responded 

to Atrides’ open briefing practice by investing up-front in an R&D program to diagnose the 

client’s needs. In the process, Diomedes was strongly receptive to the ideals that Atrides 
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claimed motivated its cooperative choices. In the design propositions that they put forward, 

the firm’s designers sought to encapsulate the client’s stated values, an informant said: 

The collection is entirely inspired by [a group of architects]. Why? It's not just that they were the first 

architects of [Mycenae]: they were proto-environmentalists who believed in collapsing architecture 

into the surrounding ecology; they shared so many of the same values as the [Atrides] family. 

To summarize, previous research suggests that cooperative norms can function ex-

post to stabilize the relationship between two partners (Granovetter, 1985). Such enhancing 

factors can ex-ante increase the likelihood of two potential partners forming a tie (Gulati, 

1995b; Rosenkopf & Padula, 2008). I propose, based on this study’s analysis thus far, that 

during the formation of a client-supplier relationship, cooperative norms influence the client 

to make cooperative choices. The positive effect of these choices on the relationship 

development process will be mediated by the supplier’s judgment of the client’s character. 

Proposition 1: A supplier’s judgment of its client’s character mediates the positive 

effect of the client’s cooperative choices on the likelihood of the client and the 

supplier developing an interorganisational tie. 

3.4.3 Social Judgment at High and Low Levels of Asymmetry 

Prior literature on social judgment suggests that different stakeholder groups may differ 

markedly in their reputational assessments of a firm (Rindova et al., 2005). Evaluators may 

focus on different behaviours or react differently to the same behaviours and come to 

different conclusions about the same firm (Mishina et al., 2012). In this section I examine 

whether the impact of cooperative choice in supporting positive inferences about a client’s 

character varies with the level of power asymmetry in a relationship. 

.



 
Table 3.4 Relational outcomes of Power asymmetry and Character signal/receiver attention similarity 
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Quadrant D Quadrant A 

Power-Dependence Relations 
• Relationship is relatively 

balanced (e.g. a prominent, 
resource-rich and experienced 
client collaborates with a well-
established supplier). 

Cooperative Choice & Character 
Judgment 
• The client may choose to 

discard its cooperative habits, 
anticipating that the supplier is 
only weakly receptive to the 
client’s character. 

Power-Dependence Relations 
• The client has a significant 

power advantage, having a 
strong portfolio of ties and 
internal design capability. 

• The supplier lacks proven 
competences or a balanced 
portfolio of clients. 

Cooperative Choice & Character 
Judgment 
• The client makes cooperative 

choices that evoke prevailing 
norms (e.g. adopts an open 
briefing practice, which signals 
its intent to yield intellectual 
control rights to the supplier). 

Expected Relational Outcomes 
• Non-adoption of cooperative choices by the client have little bearing on 

relational outcomes. The client may take advantage of the opportunity to 
retain control over collaboration activities and assets, departing from 
prevailing norms. 

Expected Relational Outcomes 
• Positive perceptions of the client’s character induce the supplier to 

expend extra effort toward fostering collaboration (e.g. by investing 
toward diagnosing and accommodating the client’s needs) 
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Quadrant B Quadrant C 

Power-Dependence Relations 
• The client’s power advantage is 

eroded by the supplier’s strong 
partner substitutability. 

Cooperative Choice & Character 
Judgment 
• Cooperative choices by the 

client during tie-formation may 
be attributed by the supplier to 
extrinsic inducements rather 
than to internal characteristics. 

Power-Dependence Relations 
• Relationship is dominated by the 

client (e.g. an established client 
in collaboration with a new 
supplier). 

Cooperative Choice & Character 
Judgment 
• The supplier is strongly attentive 

to the client’s character. 
• Non-adoption of cooperative 

choices by the client may result 
in considerable behavioural 
uncertainty for the supplier. 

Expected Relational Outcomes 
• To the extent that they are taken as weak indicators of character, the 

client’s cooperative choices may have little bearing on relational 
outcomes. 

Expected Relational Outcomes 
• Unable to form strong expectations about how the client is likely to 

behave throughout a relationship, the supplier may be inclined to reduce 
its ex-post effort toward fostering the collaboration or may ex-ante avoid 
the tie. 



 
To test this proposition, a framework was developed shown in Table 3.4. The framework 

focuses on the impact during tie-formation of two covariates. The first covariate is the level 

of power asymmetry in a relationship, moving from low to high along the horizontal axis. The 

second covariate is the degree of character signal/receiver attention similarity, moving from 

low to high along the vertical axis. These variables and the underlying coding schema used in 

their construction were described in the ‘Methods’ section. Mapping cases drawn from this 

study’s sample onto the framework in Table 3.4 allowed me to treat the cases as a series of 

experiments that either confirmed or disconfirmed my emergent theory. The quadrants of the 

table are discussed with relevant case examples below. 

Cases Involving Norm-Observance by Clients 

My analysis begins by focusing on cases in which the client observed cooperative norms. I 

compare how clients’ cooperative choices were received by suppliers in relationships 

characterised by varying levels of power asymmetry. The findings indicate that as a firm’s 

power increases relative to that of its client, the firm will be more likely to impute positive 

character to the client for conduct that conforms to prevailing norms. 

Within Quadrant A, in the upper-right of Table 3.4, belong relationships characterised 

by a high level of power asymmetry in the client’s favour. These asymmetric relationships 

are distinguished also by the extent to which cooperative choices by the client supported 

positive inferences about the client’s character. There is generally strong parity between the 

strength of character signals sent by the client and the strength of the supplier’s receiver 

attention to character during tie-formation. 

Two cases detailed in the previous sections—Case 1 (Priam and Polydamas) and Case 

8 (Atrides and Diomedes)—fall into this quadrant. The client in each case had, by tie-

formation, acquired significant power: both Priam and Atrides had developed high-
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performance portfolios with many, diverse ties. Their portfolios included ties to prominent, 

resource-rich and experienced design providers. Priam’s director thus described his firm’s 

two-pronged approach to partner selection:  

There are two camps of architects that we like to work with: there are “young prodigies,” and then 

there are “enormously talented and past-their-used-by-date guys.” If they are prodigies, we want to 

know that they are extremely well-regarded by their professors. If they’re older, we want to know that 

they have a strong body of work behind them. At the moment, we’re working with a Pritzke winner, 

and in the world of architecture Pritzker is the Nobel or the Oscar. 

In Cases 1 and 8, the clients both enjoyed strong partner substitutability, which eroded 

the bargaining power of their suppliers. In addition, both clients had acquired internal 

capability needed to vertically integrate the supply of design inputs, lessening their 

dependence on external design suppliers.  

Conversely, the suppliers in Cases 1 and 8—Polydamas and Diomedes—were both 

new firms that lacked proven competences or balanced portfolios of clients. Polydamas’ 

founder remarked on the difficulty that his firm faced in attracting new clients: 

Clients have got to take a risk to want to work with a designer like me who’s really still starting out. I 

haven’t had a lot of experience, so usually the people that are using me realize that they are taking a bit 

of a risk. 

In these highly asymmetric cases, cooperative choices by the client during tie-

formation supported positive inferences about the client’s character. As previously described, 

for Polydamas, Priam’s open briefing practice led the supplier to impute a sense of fairness to 

the client. For Diomedes, Atrides’ open briefing practice supported an inference that the 

client would likely back the supplier’s innovation objectives and see the collaboration 

through to completion. In both cases, positive character assessment of the client encouraged 

the suppliers to expend extra effort toward fostering a collaboration. 
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In Quadrant B, in the bottom-left of Table 3.4, we find counterfactuals to the above 

cases. Relationships that fall into this quadrant are characterised by a relative balance of 

power (though, in the cases that comprise this study’s sample, by a slight imbalance of power 

in the client’s favour). These symmetric cases are distinguished also by the low extent to 

which cooperative choices by the client supported positive inferences about the client’s 

character. There was generally strong disparity between the strength of character signals sent 

by the client and the strength of receiver attention to character by the supplier. Cooperative 

choices by the client were attributed to extrinsic inducements (even ulterior motives) rather 

than to internal characteristics of a client firm. 

A good example is Case 11, involving Priam in collaboration with Achilles, a well-

established supplier of marketing and publishing services. By tie-formation, Achilles had 

developed a strong portfolio of clients by publishing a popular series of online city guides. 

These guides had demonstrated to a wide audience that the firm had distinctive service 

capabilities and valuable creative industry networks. The firm had attracted a diverse set of 

clients and diversified into new service categories, said Achilles’ founder: 

We developed these online city guides as a potent exemplar of our purpose as a business... Over nine 

years, we’ve formed strong opinions about what works and networks of creative practitioners that we 

can tap into to help realize an outcome. This puts us at an advantage to other consultants. We had by 

accident, rather than design, property developers, governments and brands come to us and say, “You 

seem to understand what inner city people do. Can you help us with our problem?” 

Due to its strong partner substitutability, Achilles was less dependent on Atrides than 

were many of Atrides’ other suppliers. This reduced Atrides’ power advantage in the 

relationship. It is worth noting that even in this symmetric dyad, Achilles was willing to 

absorb some risk in an effort to obtain reputational advantages, said Achilles founder: 
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I like to set up my business so that 70% is reliable, trustworthy work, 20% is exemplary—it makes you 

famous and hopefully gets you paid—and 10% is just a total risk. More often than not you fly those 

projects straight into the sun. I thought that Mycenae would be in the 20%. 

In this case, Atrides’ cooperative choices did not elicit a positive character assessment 

from Achilles. Indeed, Achilles was only weakly attentive to Atrides’ cooperative habits and 

rhetoric in choosing the level of effort to expend in the exchange. Furthermore, Atrides’ 

yielding of control over the design process was interpreted by Achilles as an abrogation of 

responsibility on the client’s part. Achilles identified but did not ‘buy in’ to the rhetorical 

strategy used by Atrides to establish its character reputation. Achilles’ founder said: 

You could write two stories about [Atrides]. One is the commonly held opinion about its generosity in 

enabling a whole bunch of creative practitioners to express themselves in that way when they otherwise 

would not have the opportunity. The other—if you were cynical—would be to say, here are people who 

understand very clearly how culture translates into capital and they are pushing the pressure point for 

creative people. What we haven’t done well is either buy into it completely, and happily sacrifice time 

and thinking, or just not do it; we’ve found ourselves lost in the middle. 

Previously, I proposed that a supplier’s judgment of its client’s character mediates the 

effect of the client’s cooperative choices on the likelihood of the two firms developing a tie. 

Based on the cross-case analysis thus far, I propose that a firm’s power relative to that of its 

client will condition the firm’s assessment of the client’s character. 

Proposition 2: In a client-supplier relationship, the positive effect of the client’s 

cooperative choices on the supplier’s judgment of the client’s character is attenuated 

by the supplier’s power relative to that of the client. 

In principle, it would be possible to map onto Quadrants 1 and 3 cases that would 

disconfirm the above proposition. For example, in Quadrant 1 there would belong highly 

asymmetric relationships in which the client failed to observe cooperative norms to little 
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effect because the supplier was inattentive to the client’s character signals. In Quadrant 3 

there would belong balanced relations in which the client failed to observe cooperative norms 

with a strong effect on relational outcomes. No cases in this study’s limited sample 

comported with these descriptions. 

Taken together, my findings are consistent with an account whereby character 

reputation is shaped through a process of motivated attribution (e.g. Weber et al., 2005). 

Following this reasoning, with increased dependence, a firm will be more motivated to 

interpret its client’s cooperative choices in a light that is favourable to the client and to 

impute to the client positive character for conduct that conforms to prevailing norms. 

Cases Involving Norm-Avoidance by Clients 

It is possible that differences in observed relational outcomes are solely the result of variation 

in the level of power asymmetry across dyads, and do not reflect the observance of 

cooperative norms. To assess this possibility, I included in my analysis cases in which clients 

avoided observing cooperative norms during tie-formation.  

The results (discussed below) largely corroborate my emergent theory concerning 

how power relations condition character judgment. In highly asymmetric relations, non-

adoption of cooperative choices by clients resulted in considerable uncertainty for suppliers. 

The suppliers in these cases were strongly attentive to character signals not sent by their 

clients. Conversely, in cases featuring more balanced power relations, some clients 

anticipated that their habits of cooperation would be taken as weak indicators of character 

and took advantage of this opportunity to discard their cooperative habits, e.g. by retaining 

control over collaboration activities and assets.  
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In Quadrant C, in the bottom-right of Table 3.4, belong relationships characterised by 

high power asymmetry, and by disparity between the strength of character signals sent by the 

client and the strength of receiver attention to character by the supplier. Cases in this 

quadrant illustrate the high receptivity of low-power suppliers to character signaling by their 

clients. When a client avoids observing cooperative norms, the inability of the supplier to 

predict the client’s future behaviour can have a strong bearing on relational outcomes. 

Case 7 features Diomedes—the same young design firm as in Case 8—in 

collaboration with another high-power client. In this case, the client’s non-adoption of an 

open briefing practice left Diomedes uncertain as to whether the client would commit to see 

the collaboration through to completion. Diomedes’ founder said: 

We were commissioned to come up with signature pieces for the foyer of a large building. I quickly 

realized from the speed of the briefing that they were not in the habit of a circular conversation, where 

they take elements of what we’re doing and shape it through the building. We’re interested in doing 

works that are radical; therefore, it’s a bit much to assume that we can just go off and make something 

without them freaking out, unless they’re willing to go along on the development journey with us. 

Given a high level of behavioural uncertainty, a supplier may ex-post be inclined to reduce 

the level of effort that it expends toward fostering a collaboration, or may ex-ante choose to 

avoid the tie. 

 In Quadrant D, in the top-left of Table 3.4, belong relationships characterised by low 

power asymmetry, and strong parity between the strength of character signals sent by the 

client and the strength of receiver attention to character by the supplier.  

A good example is Case 5, involving Priam in collaboration with Hector. It is worth 

recalling that in Case 1 (Priam and Polydamas), Priam had actively sought out a supplier 

likely to reinforce Priam’s cooperative choices. By contrast, in engaging Hector, a well-
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established architecture studio, Priam discarded its cooperative habits. Priam’s creative 

director described Priam’s approach during tie-formation: 

We went to the firm and said, ‘We would like to develop an architectural design vocabulary for 

shopping malls within Australia only. We will pay you a development fee and an implementation fee… 

That’s worked reasonably well because it’s created a foundation of principles that we’re learning from, 

whereas with some of the other, more dynamic firms... their focus and diligence would begin to wane. 

In this case, Priam negotiated to retain control rights over collaboration activities and assets, 

anticipating that Hector would be only weakly responsive to Priam’s character signals. 

3.5 Discussion 

Prior literature about interorganisational relations has classically emphasised the network or 

power constraints that impede the ability of poorly endowed firms to form interorganisational 

ties (Ahuja, 2000; Ahuja et al., 2009; Casciaro & Piskorski, 2005). But there is growing 

evidence that poorly endowed firms can act strategically to improve their network 

performance (Hallen, 2008; Katila et al., 2008; Ozcan & Eisenhardt, 2009) and that 

circumstantial factors may lead powerful resource holders to search for distant partners 

(Rosenkopf and Padula, 2008; Sorenson & Stuart, 2008). These explanations for how 

asymmetric relations form downplay the possibility that powerful resource holders must also 

act strategically in forming asymmetric ties, given the inherent vulnerability of such 

relationships (Greve et al., 2009; Polidoro et al., 2009). Using inductive multiple-case 

analysis, the present study has sought to provide insight into how collective norms affect the 

cooperative choices of powerful firms, and the contingencies which affect how these firms’ 

choices are likely to be received during tie-formation. 
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3.5.1 The Effects of Social Norms in Early Stage Interorganisational Relations 

Direct and Diffuse Effects of Cooperative Norms 

This study identifies a prevailing system of cooperative norms that operates in the design 

services market. It describes the effects of these norms on a diverse set of market participants. 

Previous research suggests that social norms have direct effects, impinging on behaviours 

that have an external cost or benefit for a group (Coleman, 1990; Ellickson, 2001). The direct 

effects of norms extend to group members involved in their enforcement (Bendor & Swistak, 

2001). Building on prior work examining norm-based IP systems (Fauchart & von Hippel, 

2008; Loshin, 2010), this study shows that client firms in the design services market are 

induced to make cooperative choices that conform to several IP-related norms. Suppliers 

reward such choices by expending extra effort toward fostering collaboration. However, the 

obligation to enforce cooperative norms is not restricted to suppliers; it may extend to other 

constituents including a client’s customers. This would appear to be a distinguishing feature 

of the design services market because clients’ target customers often include members of 

communities to which design suppliers also belong. 

This study offers insights regarding the diffuse effects of social norms, that is, how 

the cooperative choices of clients are reinforced through their interactions in the market. I 

observe that because design service firms tend to reward their clients for conduct that 

conforms to prevailing norms, clients may confer exchange opportunities on suppliers 

perceived as likely to serve as active enforcers. 

Social Judgment of Cooperative Choice and the Moderating Influence of Power 

A central aim of this study was to identify circumstances under which conduct that conforms 

to prevailing norms will support positive inferences about a firm’s character. Based on a 
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study of client-supplier relations, I propose that the effect of a client’s cooperative choices on 

the relationship development process is mediated by a supplier’s judgment of the client’s 

character. Using cross-case analysis, I propose that the reputational assessment process is 

conditioned by a firm’s power relative to that of its client. This study thus suggests a 

previously unidentified contingency in the process by which firm reputation forms: as a 

firm’s power increases relative to that of its client, the firm will be more likely to form 

positive judgments about a client for conduct that conforms to prevailing norms. Should this 

emergent theory survive more definitive empirical tests, an implication would be to refine our 

theoretical understanding of why a firm’s reputation varies across different stakeholder 

groups. Validation of this study’s findings could also suggest a novel theoretical driver that 

helps asymmetric relationships to form. 

3.5.2 Alternative Explanations and Boundary Conditions 

In the present study, the observed tendency of clients to allocate intellectual control rights to 

their suppliers could be the result of several factors besides the influence of prevailing norms. 

Following the property rights theory of the firm, control rights over an asset are optimally 

allocated to the party best positioned to make noncontractible investments toward the asset’s 

development and use (Grossman & Hart, 1986; Hart, 1995; Hart & Moore, 1990). Yet 

bargaining power differences may distort control rights allocation in practice (Aghion & 

Tirole, 1994). In light of these predictions, it is striking that design service clients sometimes 

allocate control rights to suppliers over whom they hold an apparent power advantage. It is 

conceivable that these firms are choosing to write contracts strategically, to create investment 

incentives for their suppliers (Leiponen, 2008). If so, these cases offer to the literature rare 

examples of such behaviour. The fact that client firms may stand to benefit from these 
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contracting practices need not be taken to contradict the assertion that such practices are 

structured by industry norms. As institutional theorists have noted, social norms may be 

developed for behaviours that have significant economic consequences for a group (Elster, 

1989; Fauchart & von Hippel, 2008). 

The yielding of control rights by a client may be attributed not to an attempt by the 

firm to establish pragmatic legitimacy, but rather to enlightened self-interest. Indeed, an 

alternative interpretation of cases belonging in Quadrant B of Table 3.4 would emphasise the 

attributing of cooperative choices by clients to ulterior motives. In social judgment research it 

has been argued that positive acts are likely to be taken as weak indicators of character to the 

extent that those acts are attributed to ulterior motives or enlightened self-interest (Zolotoy et 

al., 2017). This study’s findings could be re-interpreted more generally as indicating a 

contingency in how stakeholders assess behaviour shaped by extrinsic inducements. 

An implication of the present study is that firms who primarily interact in cooperative 

environments get into cooperative habits. A question not substantively addressed in my 

analysis is whether such habits are carried over into atypical situations beyond the reach of 

the normative institutions in which the habits are formed. There is some evidence that design 

service clients carry over their cooperative habits into one-short interactions when entering 

new geographic markets. Future research is needed to assess the direct and diffuse effects of 

cooperative norms when carried into outside domains. Such research might contribute to 

developing a more general theory about how social norms diffuse across geographic contexts. 
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3.6 Conclusion 

This study takes some first steps toward exploring how powerful resource holders manage 

impressions attributed to them, and the circumstantial contingencies that affect how 

cooperative choices are received during tie-formation. Through inductive multiple-case 

analysis, I examine how cooperative norms function in the development of early stage 

interorganisational relations, and I derive several propositions: 1) cooperative actions by a 

client may yield a positive impact on the relationship development process, the effect of the 

client’s choices during tie-formation being mediated by a supplier’s judgment of the client’s 

character, and 2) the social judgment process is conditioned by the power relations between 

firms. Should this emergent theory survive substantive empirical tests, it would suggest a 

novel theoretical driver that helps asymmetric relationships to form.



 
 

4 

Conclusion 

Triangulation, in its most common use, refers to the application of two or more 

methodologies to study the same phenomenon (Denzin, 1978) which, if the results converge, 

provides confirmation of the validity of the portrayal of a studied phenomenon. But 

triangulation can involve more than simply seeking agreement between two methods. 

Through the use of multiple methods, a holistic portrayal of a phenomenon can be captured, 

encompassing multiple dimensions; each method revealing illuminating elements of context 

to which a single method would be blind (Jick, 1979).  

This dissertation presents two studies that diverge in both method and in focus. Each 

addresses the effects of a different type of institutional system on a distinct organisational 

outcome. Yet the studies are tied to the same social phenomena and each study provides 

illuminating context for the other’s findings. The research set outs to describe and explain 

how firms respond to institutional forces operating on their prospective clients, including by 

forces that emanate from outside domains. Taking a holistic view, it shows how institutional 

effects diffuse, within and across contexts, and it explores the role that firms’ relations may 

play as a conduit for that diffusion. 

The first study in this dissertation examined how external regulation and partner 

dependence combine to drive practice adoption. Regulation that encourages adoption of 
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voluntary standards by firms in a focus industry can send an important signal to that 

industry’s suppliers that new products and services specialised to the new standard are likely 

to be in demand. The results of the study suggest that suppliers may choose to respond to 

regulations in jurisdictions where they do not operate but where their prospective clients do. 

Extending on and corroborating this finding, firms are found to vary in their receptivity to 

extra-jurisdictional regulation to an extent that depends on a firm’s power relative to that of 

its clients. In anticipating and in preparing to help clients to meet their regulatory 

requirements, low-power firms are expected to respond to extra-jurisdictional institutional 

influences that higher-power firms would avoid. 

Useful context for my analysis in Chapter Two is provided in Chapter Three where 

literature is cited which suggests that although low-power firms have strong motivations to 

develop interorganisational ties, their opportunities to do so are generally circumscribed. 

Adopting new practices may serve to improve the firms’ chances of success in tie-formation, 

but the adoption of such practices can carry risk. My second study explores how powerful 

client firms obtain the confidence of their suppliers during tie-formation. Prevailing norms 

can be seen to inform client’s cooperative actions and how these are received by various 

market players. The most significant contribution of this study is to suggest a contingency in 

the judgment process through which a client’s reputation forms: as a firm’s dependence on its 

client increases, the firm is more likely to form a positive judgment of its client’s character 

for conduct that conforms to prevailing norms.  

Taken together, the studies in this dissertation indicate that firms are highly receptive 

to how institutional effects operate on their prospective clients, contingent on a firm’s power 

relative to that of its clients. Institutional effects diffuse, within and across contexts, through 
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the market relations between firms. In the process, those effects are moderated by structural 

properties of the firms’ relations. 

Besides its findings on diffusion, this research invites us to broaden our theoretical 

understanding of how markets function, change and grow. Both studies suggest mechanisms 

that may affect whether firms that exist at the periphery of a market will connect with other 

more central market actors. In Chapter Two, the diffusion of regulatory effects is shown to 

render more compatible as exchange partners firms operating at a geographic distance. This 

may thus serve as a mechanism by which distant geographic markets conjoin and grow. 

Should the emergent theory presented in Chapter Three survive more definitive empirical 

testing, it would suggest a novel theoretical driver that helps asymmetric relationships to 

form. By increasing the participation within a market of loosely connected firms, this could 

contribute over time to transforming the market’s structure (Ahuja et al., 2009).  

This dissertation therefore has practical implications for managers and policymakers 

with an interest in controlling the evolution of markets. For suppliers in an emerging market, 

assessing how institutional forces are likely to influence the behaviour of their clients and 

their peers would appear to be a key strategic endeavour. This can usefully extend to 

assessing the likely impacts of extra-jurisdictional institutional influences. An implication of 

my findings is that powerful incumbents may have an interest in resisting institutional change 

in outside contexts: such change could provide impetus for entry into their local markets. For 

policymakers, the effects of public policy and regulation ought to be evaluated in the light of 

their potential effects on competition in external jurisdictions. Policymakers who choose to 

pursue external regulation as an approach to nurturing emerging markets might usefully 

consider how regulatory effects are likely to be moderated by existing network structures. 
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