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Abstract
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1. Introduction

The global financial crisis which began in 2008 lmeduced a shock to mass beliefs.
According to the International Monetary Fund’'s Mgmg Director, Dominique Strauss-

Khan, the financial crisis should encourage finahmarkets to shift from a short-term view

of financial performance to a more sustainable @ggn of economic development.

Benefiting from this cultural change in the assetnagement sector, Socially Responsible
Investment (SRI) is now gaining momentum. A growmgmber of mainstream investors

have strengthened their belief that SRI is a kespnmanent of a successful investment
strategy. In 2009, in line with this trend, thererev 560 signatories to the PRI (Principles for
Responsible Investment) Initiatife,an investor partnership with the United Nations
Environment Program Finance Initiative and the EchitNations Global Compact. This

represented more than $18 billion of investments.

Unlike other countries where SRI originally deveddpfor ethical reasons, SRI in France
has always followed a financial approach. HenceFiance, no company was initially
excluded from portfolios because of its sector. @leohol, gambling, pornography, tobacco
and weapons). Instead, SRI has consisted of fagté8RI criteria’ — such as environment,
social and governance issues — in to investmentitgctwvhatever the sector. This integration
of SRI criteria has two objectives: 1) to broademestment horizons by shifting investors’
focus from short-term financial performance to ldagn economic performance and 2) to
achieve better financial performance by anticigatinose costs linked to a below-average
performance in social, environmental and governaiadmains Although SRI used to be a
marginal approach, it has benefited over the magtylears from a growing interest among the
French asset management companies; an interesiynsparked by the largest French public
pension funds’ demand for SRI. Consequently, areasing number of mainstream investors
(i.e. ‘traditional’ investors usually only focused financial performance) are now integrating
SRI criteria, into their so-called SRI funds butrlm@gs more surprisingly, also into their
conventional funds. This phenomenon of integratib8RI criteria into conventional funds is

known as ‘SRI Mainstreaming'.

Source : PRI Initiative www.unpri.org
%Source : FIR: Forum pour [IInvestissement Responsab{Erench Social Investment Forum)
www.frenchsif.org
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Most of the financial actors committed to SRI (esgcial rating agencies, asset managers,
consultants, lobbies, pension funds and trade-shiolaim that SRI enables the spreading of
risk without endangering short-term financial pemiance. This should result in better
financial performance in the long-term (UNEP-FI,0Z20 FRR, 2008; Altedia IC, 2009;
Mercer, 2009). However, academic studies have beeme doubtful regarding the
relationship between SRI and financial performagMargolis and Walsh, 2003; Orlitsky et
al., 2003; Forget, 2010). Indeed, according tolitleeature, there is no evidence as yet that
more socially responsible companies will be theerofitable in the long term (Cavaco and
Crifo, 2009). As a result of this lack of evidenesset managers must often favor financial
performance over SRI criteria and (occasionallgewersa. Moreover, when implementing
SRI in practice, the ‘SRI analysts’ — those resgmador the integration of SRI criteria into
investment process — often face reluctance whangtrio convince asset managers of the

financial interest of SRI:

These [financial] people think that SRI is not fica, that it's a marketing
ploy, “green washing”... They don’'t have the cuituthey haven't been
educated about SRI, they haven’'t been interest&dRin.

SRI analyst, SRI Invest, 2009

Consequently, transforming practices in respons8Rd Mainstreaming is not an easy
task. It questions the exclusive focus on finanp&formance which has until now been one
of the dominant institutions of asset managemamintial performance is no longer the only
important element, SRI criteria also matter. Furtie@e, SRI Mainstreaming requires SRI
funds to be distinguished from conventional fundsparticular, asset managers have faced
major problems in fixed-income investment, compacedquity investment (Novethic, 2007).
Equity investment refers to the buying and holdifigshares in anticipation of income from
dividends and capital gain as the value of stos&sii Fixed-income investment refers to any
type of investment that yields a fixed and reguédurn. It usually consists of lending money
to a borrower, who has to regularly pay interest egimburse the loan after a fixed time
(from three weeks to ten years). Hence, despiteeappy similar and facing the same
institutional change, equity and fixed-income irnvesnt have been transformed in a different
way. Facing these surprising findings, this artigims at answering the following research
guestion: what explains practice variation when faced withstitutional change?
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Understanding this divergence is all the more irtgrdrsince fixed-income investment is of
major business interest for the asset managemetat §e

Previous research (Lounsbury, 2001; Schneiberg Soule, 2005; Hopper and Major,
2007; Lounsbury, 2007; Bogt and Scapens, 2009) demsonstrated that organizational
diversity within and among organizations in theefax institutional change is explained by
the competing institutional logics available to amgations. By providing a multiplicity of
rules and beliefs, these institutional logics akely to guide actors’ decision-making in
different ways, creating variation in practice. Hoxgr, we still know little aboudtow andwhy
these institutional logics impact the transformatd practices (Lounsbury, 2001, 2008; Cruz
et al., 2009). In particular, there has been lithpprochement between the management
control literature inspired by institutional thessi (Burns and Scapens, 2000; Dillard et al.,
2004) and practice theories. On the one hand,rémsformation of practices in response to
institutional change at the intra-organizationaklenas been under studied (Lounsbury, 2001;
Hopper and Major, 2007; Lounsbury and Crumsley,72@bgt and Scapens, 2009). On the
other, little attention has been given to the mileobjects in this process of transformation
(Miller and O'Leary, 2007; Miller, 2008).

This article attempts to bring these perspectieggther, by drawing on practice theories
and recent advances in institutional theories. th@ purpose, it combines the concept of
institutional logics (Friedland and Alford, 1991hdrnton and Ocasio, 1999, 2008; Friedland,
2009) with the concept of epistemic object (Rheigbe 1992; Knorr-Cetina, 1995, 1997,
Rheinberger, 1997). An epistemic object is synonysnwith a research object: an ‘object
which embodies what one does not yet know’ (Rheudre 1992). When searching,
researchers transform an epistemic object intalanieal object: an object stable enough to
be taken-for-granted. The article posits that actoansform their practices, institutional
logics and technical objects in response to instial change through transforming an
epistemic object. It expands previous researchemgahstrating that practice variation when
faced with institutional change is as much expldibg institutional logics, as by technical
objects and contingent elements. Empirical datalea/n from a three-year longitudinal case
study of two working groups within a French asseinagement company that attempted to
(re)design its equity and fixed-income funds inpasse to SRI Mainstreaming. The study

“For instance, in France, the proportion of SRIdiecome funds among the total amount of SRI funds
terms of assets increased from 43% in 2008 to 6V2009. Source: www.novethic.fr
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focuses on why the working group responsible fag flxed-income funds faced more
problems than the working group responsible forettpeity funds.

The article is structured as follows. Section 2laxs the theoretical framework. Sections
3 and 4 describe the research context and thercbse@ethods. Section 5 summarizes the
case study. Sections 6 and 7 compare and explaiditferences between the two working

groups. Lastly, section 8 discusses the findingspaints to further research.

2. Theoretical Framework

2.1. Explaining Institutional Change

Recent articles in management accounting haveeaffezlevant institutional contributions to
the emergent literature on the nature, the proseasd the resistance to accounting change
(Burns and Scapens, 2000; Dillard et al., 2004; bramet al., 2007; Hopper and Major,
2007; Lounsbury, 2008). Institutional theories hdeelared that organizational behaviors are
the product of ideas, values and beliefs which Hhee origins in their institutional context
(Meyer and Rowan, 1977; Meyer and Scott, 1983})itut®ns have been defined by Burns
and Scapens (2000) as the ‘taken-for-granted agsamspwhich underpin the rules and
routines that shape day-to-day practices’. Instiig enable actors to work and live together
(Berger and Luckmann, 1966). Given this, organmreti survival depends as much on
conformity to institutions as on economic efficign(®iMaggio and Powell, 1983; DiMaggio
and Powell, 1991; Scott, 1995). Since the two delwaoften reveal themselves to be
contradictory, organizations are likely to decoupleir symbolic displays from their technical
operations. In demonstrating this, institutionaédhes have advanced the understanding of
how and why institutional pressures lead organratito adopt the same organizational form.
However, institutional theories have failed to prdp address the processes by which
new practices emerge (and fail) through time (Bamd Scapens, 2000). Firstly, institutional
theories have neglected the role of power, agendyirsterest of actors within the process of
institutional change. Secondly, they have suffefiein a dualistic view which opposes
economic and institutional factors. Lastly, thewéaeen criticized for their decoupling
assumption, according to which institutional chadges not lead to practical change. Over
the past decade, numerous authors, in severalrceséalds, have attempted to fill these
gaps. In particular, they have explored the instihalization process, which refers to both
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the implementation and the internalization of neacfices in response to institutional change
(Zucker, 1988; Hasselbladh and Kallinikos, 2000;sté@a and Roth, 2002; Sahlin and
Wedlin, 2008). Notably, they have investigated denot as amutcomeof the process of
institutional change but as part of tipeocessof institutional change itself (Burns and
Scapens, 2000; Bogt and Scapens, 2009). In theuaiieg literature, several articles (Burns
and Scapens, 2000; Dillard et al., 2004; Dambriralet 2007; Hopper and Major, 2007;
Lounsbury, 2008; Ezzamel et al., 2009) have expadnidstitutional theory by adding
complementary theoretical frameworks. They haveppsed theoretical models of change
which recognize the political nature of institutdnchange (i.e. the role of agency), the
institutional dimension of economic issues and tleiprocal structuration which exists
between the practical, institutional and socialaiyics of change. Additionally, these articles
have mitigated the decoupling assumption by ofteran better understanding of how
institutional change can (not) trigger practicabiehe. To my mind, four key elements that
explain institutional change emerge from this work:

1. There is a recursive relationship between pragtinatitutional and social change:
institutional change is nurtured and nurtures $aaid practical change.

2. There is no theoretical difference between econamnit institutional issues: the
economic (i.e. technical) criteria are the resiltacsocial construction, in that
sense, they are also institutions.

3. Institutional change is transformed through theioast of actors: when actors
transform their practices in response to instindglachange, they (re)interpret them
and transform them according to their (re)interien.

4. The transformation of practices in response toitutginal change is a process
contingent upon actors: notably, this process dépem how actors transform
their institutional logics.

2.2. Explaining Practice Variation when Faced with Insttutional Change

According to previous research (Lounsbury, 2001ndeen et al., 2007; Hopper and Major,
2007; Lounsbury, 2007, 2008; Bogt and Scapens, )2Gfictice variation in the face of
institutional change is explained by the existeoiceompeting institutional logics (Friedland
and Alford, 1991; Thornton and Ocasio, 1999, 2(8&dland, 2009) in the organizational
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environment. Institutional logics were defined aset of material practices and symbolic
constructions — which constitutes its organizingngiples and which is available to
organizations and individuals to elaborate’ (Fraedl and Alford, 1991). Institutional logics
provide theschemes of meaninigy which actors make sense in practice of ingbifist

According to Bogt and Scapens (2009):

The institutional logics provide the mechanisms Wwhich the more
abstract institutions (i.e. taken-for-granted assumptioim§luence agents’

deliberations and provide the basis for intentidoetiaviour.

For instance, one of the reference institutionthefasset management sector is the belief in
the supremacy of financial performance. Thus,halrules and routines that shape day-to-day
practices in an asset management company are basiis assumption. However, a fixed-
income manager and an SRI analyst do not make sérbkes institution the same way. For
instance, a fixed-income manager believes thathdiis/decisions must be based on
mathematical financial models in order to achidwe lhest financial performance as possible.
In contrast, an SRI analyst is more likely to fa@omore intuitive assessment of companies
and to search for a compromise between financidiopeance and SRI criteria. Despite
belonging to the same sector, their institutiomalids differ. Institutional logics can equal
professional logics, but it is not always the caSer instance, the same profession can
comprise competing logics. Notably, this was theecavhen medical professionals in the
context of New Public Management reforms were tbetween accounting and medical
logics (cf. Kurunmaki (2004) for further details).

When transforming their practices in response tstitutional change, actors face
competing institutional logics. While their intetgsidentities, values and assumptions are
embedded in prevailing institutional logics, aleiae institutional logics are conveyed by
institutional change. These competing institutidogics provide actors with several ways to
transform their practices in the face of the sanstitutional change (Maguire et al., 2004;
Aldrich and Ruef, 2006; Lounsbury and Crumsley, 20Consequently, the form of practical
change depends on how actors collectively reingerpnd reconstitute their institutional
logics. However, despite acknowledging the rolecampeting institutional logics, we still

know little about how and why these logics impact the transformation of prastice

*Emphasized in the original text.
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(Lounsbury, 2001; Dillard et al., 2004; Gendroralet2007). Notably, little attention has been
given to the role of objects in this process: ‘ierss us to the ways in which certain
instruments or models can “mediate” between acém@ arenas such as science and the
economy’ (Miller and O'Leary, 2007). Actor Networfkeory (ANT) studies of institutional
change (Gendron et al., 2007; Hopper and Major/R0@ve paid greater attention to this
dimension. However, they have not really explovedy actors behave in a specific way.
Latour (2004) explains: ‘ANT is a method, and mpstinegative one at that; it says nothing
about the shape of what is being described witAa fill this gap, the next section suggests a
model of institutional change which explores thdrarorganizational mechanisms of

institutional change by focusing on the role ofemit$.

2.3.Understanding the Intra-Organizational Mechanisms & Institutional Change:

Proposal for a Theoretical Model

The theoretical model of institutional change ficjure 1) proposed in this section is based on
ever expending institutional theories with the aptof epistemic object (Rheinberger, 1992;
Knorr-Cetina, 1995, 1997; Rheinberger, 1997). Ttwacept of object has been favored over
the concept of instrument to underlie that instroteere ‘simultaneously things-to-be-used
and things-in-a-process-of-transformation’ (Knoeti@a, 1997). For Rheinberger (1992), an
epistemic object is any object under research:ofgject which embodies what one does not
yet know’ (Rheinberger, 1992). He distinguishesstgmic objects from technical objects,

which are fixed and provide stable knowledge. Epst objects can transform themselves

into technical objects and vice-versa. Accordingltmrr-Cetina (1997):

Rheinberger here draws upon the classic distindtietween the ready-to-
hand, unproblematic, and often industrially proadutechnical instrument
and the question-generating research object onwidne to becoming a

technical object.

Often, instruments are confused with technical ajéknorr-Cetina, 1997). It is to avoid this
confusion that the notion of object has been fadotedeed, the same instrument can be

either a technical or an epistemic object, depandin its status in the situation. In other
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words, an object is epistemic or technical accaydiits role in actors’ practices, not because
of its intrinsic nature. If actors use the instrurngvithout questioning it, it is a technical
object. If the instrument is no longer taken-foagied and actors aim to transform it, it

becomes an epistemic object. This relationship mesucontinuity between the successive
versions of the instrument.

FPractices
o /uu\ INITIAL
Technical Institutional
Chiects Logics
Fractices
AT — Epistemic Object & | TRANSFORMATION |
T Tharsforms Collective Inquiry STAGE
Technical Institutional
Ohjects Logics
Mew
Practices
<4 New FINAL
Impacts Collective STAGE
Activity
Hew Hew
Technical <> Institutional
sl Cbiects Logics

Figure 1: Epistemic Model of Institutional Change

Practice-based studies have tended to conflatetiggac technical objects, activity and
institutional logics. For instance, Jarzabkowskd(2) defined practices as ‘those habits,
artifacts, and socially-defined modes of actingtiyh which the stream of strategic activity
is constructed.” In contrast, the four dimensione distinguished in the model. This
distinction follows my goal to explain th@rocesseshrough which practices are transformed

in response to institutional change (i.e. how ther fdimensions are co-transformed through
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time). Practices refer to what people do. Thistesldao how they perform their institutional
logics and technical objects. Collective activisydefined as the processes through which
actors cooperate to collectively accomplish theppse of their group (Lorino, 2006). It refers
to the principles and mechanisms that underpinotiganization of the group. Nevertheless,
the model acknowledges that technical objectsectille activity and institutional logics are
all immanent in practice. In other words, actorskengense and perform their collective
activity, institutional logics and technical objeabnly in practice. Further details about the
relationships between the four dimensions are gbataw. The different stages of the model
can be summarized as follows:

1. Initial stage: the practices of actors are disrdpbg institutional change. To
maintain legitimacy, actors decide to transformirthellective activity.

2. Transformation stage: through a collective inquanyd by transforming their
epistemic object, actors transform their practicéschnical objects and
institutional logics.

3. Final stage: actors interrupt the process of tansdtion by transforming their
epistemic object into a technical object. In reg@oto institutional change, a new
collective activity has been generated, with neacpces, technical objects and
institutional logics. Actors aim to impact instiaal change in accordance with
how they have interpreted it.

Despite being divided into stages, this model eslabd a continuous process. For instance, the
disruption of practices and their transformatio® aften concomitants. This separation
between stages follows the successive states obbfext: epistemic and technical. The
duration of the model is relatively short sincdoituses on when practices are disrupted by
institutional change. As such, it differs from piaws models (Burns and Scapens, 2000;
Sahlin and Wedlin, 2008), which have aimed at tizény the whole institutionalization
process (i.e. the recursive relationships betweettipes and institutional change). To
provide a better understanding of how an epistemhiect is transformed into a technical
object, the example of the transformation of a kuag paper’ into an ‘article’ follows.

A working paper is an epistemic object. An epistewiject is in a constant process of
transformation, composed of a succession of evglyrojections, always open-ended and
indefinite. As the research process unfolds, theking paper changes, new ideas appear,

previous ones are left, suggestions made by peerneluded and research questions are
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clarified. The epistemic object suggests wherenestigate through the inadequacies it
displays. Once it is transformed according to theadequacies, the epistemic object suggests
new inadequacies which, in turn, guide the resegmattess. Through this long and
unpredictable process, the working paper maturestr@ry to popular belief, the researcher
does not ‘find’ the solution, he/she builds it. Tém@stemic object does not exist ‘out there’, it
cannot be found since it did not exist before tbgearch process; it has to be constructed
through the research process. This research progesscollective inquiry (Dewey, 1938;
Knorr-Cetina, 1995). Other researchers participatehe research process, occasionally
directly, through co-writing, conferences or reviegy at least always indirectly through the
articles read and referred to by the researches. Warking paper provides a common basis
for the discussion of findings. In doing so, théstgmic object plays a twofold role:

1. Itis a boundary object (Star and Griesemer, 1989jediating instrument which

enables and constrains the sharing of knowledgesa@ctors.
2. ltis a research object: a mediating instrumentcihgermits the transformation of
practices, institutional logics and technical olkgec

As the research process unfolds, the researchesfdrans his/her epistemic object, practices,
institutional logics and technical objects. Fortamee, he/she uses and interprets differently
the articles and the data on which he/she reliex:tiees, technical objects and institutional
logics all depend on each other; they cannot bsodiated either from the epistemic object or
from the collective inquiry. As the end approactibs,researcher is rarely fully satisfied with
his/her working paper. He/she believes that muchemark could have been done. Indeed,
an epistemic object can be transformed indefinitélpwever, the researcher decides to
interrupt the transformation of his/her working pago publish it. At this moment, the
working paper stops being an epistemic object ol a technical object: an article. A
technical object is an object sufficiently stalmlizto be taken for granted; it embodies the
knowledge available at a given moment in time.umt the article can be used by another
researcher in his/her research process. Years tatermay even judge that this article needs
to be (re)edited, which can imply significant chasgregarding the original version.
Therefore, a technical object can always becomeeg(@gain) an epistemic object and vice-
versa. For the epistemic object to be transformedhnical objects must provide the
researcher with the appropriate means to transtusmepistemic object. As Rheinberger
(1992) suggests:

10
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Without a system of technically-granted identityndiions, the differential
character of the scientific object remains meamisgjl in other words, the
particular piece of nature under inquiry does ndiilgt the characteristics

of a scientific object.

In other words, if the research process facescdities, part of the problem must originate
from the technical objects.

The article argues that when actors transform thegctices in response to institutional
change, they face a situation similar to reseaschdro aim at generating new knowledge.
They need to transform their practices, instituiologics and technical objects through an
epistemic object. This theoretical model is usedhia rest of the article to explore what
explains practice variation in the face of instdotl change. Nevertheless, regarding the
interest of the article for the transformation oégiices, the following sections will mainly

focus on the ‘Transformation Stage’ of the model.

3. Delineating the Structure and Institutional Constituents

In a specific context, not all actors perceiveitnfibnal logics as their own. Therefore, a key
point for institutional studies is to clarify thé&rscture and constituents of the organizational
field (Ezzamel and Robson, 2009). For this reasims,section aims to illuminate the nature
and the form of the institutional change under gtiudhe article.

3.1.The French Asset Management Sector

Unlike other countries — such as the United Statesthe United Kingdom — SRI in France
has never followed an ethical approach. At the fr@gg of the 2000s, SRI appeared due to
the desire of a few asset managers and formerdialaanalysts to restore a long-term view in
asset management. They claimed that the most oogsponsible companies will be the
most profitable in the long term. Hence, the puepo$ SRI has always been twofold: to
achieve better financial performance and to sdleetmost socially responsible companies.
Over the past few years, SRI has benefited fromowigg interest among asset management

companies. Notably, this interest was sparked eydimand for SRI from the two largest
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French public pension funds: tH&RR (Fonds de Réserve des Retraites)d theERAFP
(Etablissement de la Retraite Additionnelle de &nétion Publique) In 2008, SRI equity
funds represented 33% of the total assets of SiRIsfucompared to 67% in fixed-income SRI
funds. Namely, this proportion has been explainethb motivation of investors to invest in a
more secure type of investment since the finaraials. In 2009, there were 250 SRI funds,
proposed by 69 asset management companies. Thissegped between 2 to 3% of the
French assets under managenient.

Despite being small in terms of assets, SRI hggédred institutional change in the French
asset management sector: an increasing numbemeggbonal funds are now required by
clients to integrate SRI criteria to achieve betteancial performance. At the end of 2009,
90% of conventional funds in terms of assets watenated to integrate at least one SRI
criterion, compared to 61% at the end of 2008 &#tdaB the end of 2007 (Novethic, 2010).
This phenomenon is known as SRI Mainstreaming. Thstitutional change blurs the
distinction between SRI and the mainstream. Simceventional funds and SRI funds adopt
SRI criteria for financial reasons, the differermween the two becomes difficult to grasp.
As a result, SRI Mainstreaming disrupts the prastiof asset management companies: SRI
funds must be distinguished from conventional fuwtge both types of funds must integrate
SRI criteria and achieve financial performance. daithat financial and SRI criteria may
contradict each other, this transformation of fundsa difficult task. Moreover, until
September 2009 and the appearance of the first [&Rl’, no organization controlled the
content of SRI fund8Hence, any asset management company could clainitsHunds were
SRI. Nevertheless, despite appearing similar, bgples of funds differ on several points.
Firstly, whereas conventional funds may use onseweral SRI criteria, SRI funds usually
draw upon hundreds of SRI criteria. Secondly, wldonventional funds, SRI funds are
usually held accountable on the SRI aspects ofsinvent activity. Lastly, SRI funds are
encouraged to exclude companies only for SRI re;as®his exclusion, known as ‘SRI

selectivity’, is a key indicator for invitations tender.

®Pension Reserve Fund
"French Public Service Additional Pension Scheme
®This number only concern®PCVM — Organismes de Placement Collectifs en Valeurs Néwbs —
(Organizations for Collective Investment in Tramaf#de Securities) Source: www.novethic.fr
*The first ‘SRI Fund label’ was provided in SeptemB609 by Novethic. Since it is provided by a ptéva
organization, this label is neither controlled the tFrench government nor by the French Securities
Regulator Autorité des Marchés Financiers — AMF
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3.2. The Asset Management Company under Study

The company under study is a small French asseageament company, referred to as SRI
Invest!® managing €2 billion. In 2007, despite being spad in SRI since 1997, SRI
Invest became a laggard. According to the constsita@sponsible for invitations to tender, its
SRI funds were archaic. SRI selectivity was too kyeahile the form and the use of SRI
criteria were too simple. In addition, despite gdothncial performance, the investment
processes were not deemed sufficiently robust. Waeed with this problem, the new CEO
of SRI Invest — who arrived at the end of 2006 <idled during the summer of 2007 to
(re)design the funds. For this purpose, he credai®d working groups gathering
representatives of the three following Departmécitsfigure 2 for an organizational chart):

- Development: responsible for selling the funds.

- Asset Management: responsible for managing thestund

-SRI responsible for the SRI aspects of investrpentesses.

CEO
{? parsan)
Director of Busmess Director of Support
Development & SRI Functions
(I persan) {1 parean)
i . Asset Management
SEI Department Business Development Support Functions
(3 ) Department “ o) Department
eople sople
HRER {2 peopls) R {3 peaple)

Figure 2: Organizational Chart of SRI Invest

Each working group was composed of seven peoplevasdesponsible for the (re)design

of one type of funds, namely: equity and fixed-im& funds. Two representatives of the

SRI Invest is a pseudonym.
13
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Development Department and three representativateofSRI Department participated in
both working groups. In contrast, there were fouifetent people within the Asset

Management Department: an equity asset managea apdntitative analyst for the equity
working group, a fixed-income asset manager andGE® — also the head of the Asset
Management Department — for the other group. Amalssompany, SRI Invest did not count
buy-side financial analysts. The purpose of the waeoking groups was clear: to create new
funds with good SRI selectivity and good finangurformance, with a selection process
judged to be innovative and robust on both findneiad SRI aspects. The process of

(re)design lasted one year.

3.3.Institutional Logics at Stake within the Company

Five different institutional logics were presentle working groups (cf. figure 3).

SOCIETY SECTOR FRACTICES

W

& Diiptos
{ 3RI Logics

Sty Financial Logics

Zoctal Change Tnstitutional Change IasriniRkligies

‘Demand for SR’ 1 SR Mainstreaming’

Developtment Logics

{ SRI Logics

Fized-Income . Financial Logics

Institutional Logics ;
& Development Logics

Figure 3: The Structure and Logics of Institutional Change at the Initial Stage

Firstly, each Department followed an institutiolwgic, which equaled its professional logics:
-SRI logics: favoring the most socially responsitbenpanies.
- Financial logics: maintaining good financial perfance.
- Development logics: meeting clients’ demands.
Secondly, each type of investment conveyed its avwstitutional logics. This meant that
within the Asset Management Department, the ecaity the fixed-income asset managers

had two different institutional logics despite bejng to the same profession. In addition, the
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SRI analysts and project managers adapted theitutnsnal logics to the characteristics of

each type of investment. These differences camtverarized as follows:

15

An equity asset manager buys shares in anticipatidhe increase in their value
on the stock market. When selecting a company fumd, he/she thinks that the
latter will succeed and make profits which will pér shareholder value to
increase. Concerning risk, he/she has to invesallinsectors so that if one
particular sector suffers, other sectors could camspte for the loss. Hence, he/she
aims to select in each sector the two or three emmes which appear to be the
most promising financially speaking in the longatern total, between 40 and 50
companies are present in the fund. To make hisiecihe/she mainly relies on
his companies’ knowledge and experience.
A fixed-income asset manager lends money to a emrdor a certain period of
time. During the financial crisis, this period wsisort (between three weeks and
three months). The asset manager aims to seleéssbers which offer the best
interest rate and the best guarantees to reimhbeséan. Indeed, if a company
goes bankrupt, the asset manager will lose allntbeey he/she has lent. These
issuers can be either private companies or pubditititions, such as countries or
cities. Interest rates change over time, based \aariaty of factors, most of them
macro-economic ones, particularly rates set byFéweral Reserve. For example,
if there are few people in the market with freehceslend, the issuer will have to
offer a higher rate of interest. Consequently, éhex an inverse relationship
between interest rates and bond prices. This mbakis

0 As interest rates rise, bond prices tend to fall e yield increases.

0 As interest rates fall, bond prices tend to risdurcing the yield.
If interest rates rise and exceed the return oflbpthen bondholders are likely to
sell their bonds in order to invest in cash foredtdr return. Bond prices will fall
until they reach a level at which the yield becoratgactive again for investors.
Therefore, a fixed-income asset manager relies @shnon his experience and
knowledge as on actuarial models. Given the impeogaf these financial models,
fixed-income investment is said to be much morehemttically driven than
equity investment. This leads practitioners toroldéhat fixed-income investment

is more ‘objective’ and ‘rational’ than equity irstenent.
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Therefore, each working group referred to a paictype of institutional logics (equity
vs. fixed-income investment) and comprised thrdesiotnstitutional logics which related to
each Department (SRI, financial and developmenic&)g Before summarizing the main
stages of the (re)design, the following sectiorcdbss the research methods.

4. Research Methods

4.1.Research Position

This case study is based on a three-year doctesalarch project (2006-2009) conducted
within the asset management company by the aufolowing a pragmatist research method
(Dewey, 1938), according to which the researchévely constructs and transforms the
reality he/she studies (Lorino, 2008), | particgzhin the process of (re)design as a member
of the two working groups, as an SRI analyst. Agpratist epistemology does not aim at
describing from an externabjectivestance a social phenomenon, or at producing &*tru
which accurately replicates reality (Guia et a002; Lukka and Modell, 2009). Nor does it
imply a subjectivistposition referring to the interpretative archetygpecording to which
reality is only a projection of human mind (Morgamd Smircich, 1980). Instead, pragmatism
aims at co-producing accounts of situations whiah be practically experimented (Guia et
al., 2009). According to my pragmatist stance, phepose of research was to co-construct
knowledge about SRI that | could experience witH BiRRest members. For this purpose, |
used a cooperative inquiry method (Heron and Redsi8b; Heron, 1996), which consists of
conducting research with people rather than on lee@zchotter, 2006, 2009). This method is
based on the concept of inquiry developed by praigisa(Peirce, 1931; Dewey, 1938).
Cooperative inquiry ‘involves two or more peoplesaarching a topic through their own
experience of it, using a series of cycles in whithy move between this experience and
reflecting together on it’ (Heron, 1996). Notabdy) inquiry is characterized by the following
features:

- Experimental nature of knowledge: the inquiry igydered by an ‘existential
unease’: usual practices no longer allow actorowercome the obstacles of
everyday life. The purpose of the inquiry is toateea plausible narrative account
of the disruptive-tedsituation to generate two different outcomes: ractices

and new concepts (Lorino et al., 2010). Both pcastiand theories are temporary
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and fallible: truth is always partial and can alwaye changed according to
experience.

- Abduction: pragmatist research aims at ‘developifigventing”) theoretically
informed explanations for new and often surprisiegnpirical observations’
(Lukka and Modell, 2009). For this purpose, it niales an abductive mode of
reasoning (Peirce, 1931) — comprising intuitiomsaning and experimentation
(Lorino et al., 2010) — which consists of genemgtitew hypotheses and stories
that account for the situation in a plausible wiyhen using abduction, the

researcher can be compared to a detective. As @naka (1999) explains:

He collects observations of which he produces gecture, a hypothesis,
and then experiments, which sometimes leads tadhgation of certain
elements or the whole hypothesis, and finally pres¢he solution to the

stupefied criminal [...] or other witnesses.

- Mediation: to investigate, actors carry, use aadgform mediations, which can be
speech, discourses, texts or figures. Thus, theimngs both medited and
mediding (Lorino et al., 2010); it embodies a problem iregh and instruments
and transforms the speech and instruments as fisftnans the embodied
knowledge.

- Community of actors: the inquiry concerns a grotipators who need the inquiry
to come up with an agreement to be able to mairtaémr collective activity.
However, the community of actors is not holistidtimer monolithic. The inquiry is
a collective process made up of permanent exchahgegeen actors, whose
differences inject some dynamism into the inquigr this purpose, the inquiry
members need to share and negotiate their unddnsggnof the situations along
time (Schotter, 2009).

4.2.Research Process

To meet the four demands of pragmatism — experiaherdture of knowledge, abduction,

mediation and community of actors — | participatethe working groups both as a researcher
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and as a practitioner. When the working groups viemeched, it was one year since | had

begun to work as an SRI analyst. According to gpology of memberships of Adler and

Adler (1987), | held the position of a complete nbem which meant that | was ‘fully

immersed in the research setting’. | could understidne beliefs, values and goals of SRI

Invest members. To support my inquiry, | used déife data collection methods:

Diary and narratives: to mediate my research psydeseeded an epistemic object
(cf. section 2.3.) which helped me to continuowstalyze what | experienced as a
practitioner, with a research stance. To favor thftection, | wrote a diary on a
daily basis where | described the main events of eay | spent at SRI Invest and
commented on thert.| also wrote narratives which described what happeat
SRI Invest during the (re)design. These narrativiéésred a common basis for
exchange with my supervisors on what happenedtimworking groups. Lastly, |
wrote working papers which | submitted both to SIRVest members and
researchers to obtain their critical feedback.

Dialogues: during the process of (re)design, | tamtty discussed with SRI Invest
members about what happened in the working grongsl@ged the content of
these discussions in my diary. Nine months after ¢hd of the (re)design, |
conducted semi-structured interviews with all therking group members. The
eight interviews lasted between one and two hourd were recorded and
transcribed verbatim. For each stage of the (rggded asked interviewees to
explain to me in a retrospective way what they egpeed during the (re)design,
what they understood of the situation, how thed@sign concretely occurred, why
they acted in the way they did and if they thouightas a good choice. Lastly, |
regularly submitted my findings to other researshiershare my understanding of
the situation. Among them, my supervisors carefdthyjowed my research,
notably by regularly meeting up with the CEO of 3Rlest.

Documentary evidence: | analyzed documents — sagbr@ess presentations to
clients, e-mails and minutes of the meetings — Wigovided useful ‘traces’ of
what happened.

Theory: to support the theoretical account of erogirfindings, during the
research process | conducted a wide-ranging lusrateview about institutional

change and the micro-dynamics of change.

HThis represented hundreds of pages of notes.
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As in any research, knowledge was being generatddearesearch process unfolded (cf.

section 2.3.). This occurred through four main etag

1. RE-DESIGNING THE PROCESSEGAUGUST 2007-LLY 2008): this period was principally
committed to empirical work conducted as an SRIymtaAt the end of this year, |
had narratives which precisely described what haggén each working group. | was
able to analyze the situation in terms of instin#él change but not capable of
explaining why both working groups had differed.

2. STANDING BACK FROM THE FIELD (AUGUST 2008-ANUARY 2009): during these six
months, | left France and committed myself to redeaThis period allowed me to
confront my data analysis with the literature atigeo researchers. At the end of this
period, | had different hypotheses about how tolarpthe differences between
working groups.

3. VALIDATING BY EXPERIENCE (FEBRUARY 2009-ILNE 2009): | spent a further five
months as an SRI analyst at SRI Invest. Duringgbisod, | discussed my hypotheses
with the working groups members — notably, throsghmi-structured interviews —, to
collectively agree on the theoretical account aflings. However, not all members
wanted to participate in the research process. Narhméound it difficult to dialogue
with the fixed-income asset manager. | needed Bnt@alunderstand what this key
actor of the (re)design ‘really’ thought. Luckilg, new fixed-income asset manager
was hired during my six-month stay abroad. As weevaharing the same office, she
allowed me to gain a better understanding of tiséitutional logics of fixed-income
investment.

4. WRITING THE STORY (JULY 2009-DECEMBER2009): | left SRI Invest to write the case
study and confront my findings with the literatui@uring this period, | carefully
studied the interviews by analyzing the reasonsfautard by actors to explain the
differences between the working groups. During whiging process, | continued to
submit my working papers to SRI Invest members targntee the collective
agreement about the research findings. | considdradmy theoretical account of
findings was relevant when both SRI Invest members my supervisors agreed with
my analysis.

This analysis has generated a theoretical modatsbitutional change presented in the

theoretical section of this article. Interestinglyese open discussions conducted for academic
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purpose also helped the representatives of theaBRIAsset Management Departments to
understand each other. This, in turn, encouraget &RBlysts to collaborate with fixed-
income asset managers on new SRI criteria. In éxé section, an overview of the process of
(re)design in each working group is provided. Th#éofving sections will comment and

explain in further detail the practices at stakéhim (re)design.

5. The Case Study

5.1.What is an SRI Fund?

Before describing the process of (re)design, mar®@rination is needed about what
constitutes an SRI fund. A fund is an entity whedilects the money of different investors
(institutional or individual) in order to invest ih transferable securities (shares, bonds,
etcetera.). Hence, ‘selling a fund’ means receivitaqey from an investor for a specific fund.
Every fund must receive clearance from fF (Autorité des Marchés Financiet$) To
receive this, funds must comply with several finahand risks ratios, known as the ‘fund’s
profile’, and release this information. Each fursd under the responsibility of an asset
manager who decides where and when to invest maoceyrding to the fund’s ‘investment
policy’ (cf. below). An asset manager is assessedaoweekly basis on the financial
performance of his/her fund, regarding his/her bemark (i.e. the reference index to which
the fund compares) and peers’ performance (i.&imgh

When deciding to invest money in a fund, an investointerested in several criteria,
summarized as follows:

- Assets under management in the fund: for examplénstitutional investor who
wants to invest €40 million will exclude any fundhese assets are less than €400
million so as not to represent more than 10% of filned’'s assets (for risk
consideration).

- Fund’s financial performance and its associatedcking-error’: this measure
reports the difference between the fund’s returd #rat of the benchmark the
fund tried to imitate (i.e. a reference index swhthe DJ Euro Stoxx 50).

Investors will be more likely to invest in funds tiwvia long tracking-error

2French Securities Regulator
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(minimum three-five years) to be sure that the ftehaves’ well when stocks
both rise and fall.

- Administrative costs and services: an asset managiecompany usually receives
fees, which represent a few percent of the assalsrumanagement. Investors
aim to select the asset management company witlowest administrative costs
and the best associated services, such as thebiips$o follow a fund’s daily
performance.

- Investment policy: when an investor has decidethvest in a specific type of
fund — for example, an equity fund with a low rigiofile which invests among
the DJ Euro Stoxx 300 — and has selected a randgandfs with comparable
financial and administrative costs and serviceswil analyze the fund’s
investment policy. Here comes the so-called investnprocess. An investment
process describes how companies are selecteddqratttfolio; a portfolio refers
to the composition of the fund in terms of compani€his selection follows
different stages: 1) a financial analysis and, swlly, an SRI analysis; 2) the
definition of an ‘investment universe’ which conges all the companies among
the reference index which passed the financial @GRt analysis and 3) the asset
manager’'s selection of companies among this invastnuniverse. In other
words, an investment process must describe how rbeeats work together:
their collective activity. An investment processnimnes 1) actors’ usual
practices and 2) the physical representation cfetlpgactices, which can take the
form of diagram, texts, and so on (cf. figure 5daample).An investment process
is judged by clients to be good when it demonstrétat the process of selection
is robust (i.e. the criteria in-use must be pemegias ‘secure’ and ‘scientific’ to
maintain good financial performance) and innovafive a good process benefits
from knowledge that other companies do not possebgh should result in
better financial performance). As a process is shimg that is difficult to grasp,
asset management companies usually schematizeirtiegtment process using
PowerPoint presentations. Then, they comment an.the

Like all funds, an SRI fund follows the same setattprocess as the one described
previously. Additionally, the investment processaof SRI fund must demonstrate how and

why SRI criteria are added to financial criteriao®l SRI criteria are selected according to
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their potential impact on companies’ business.é@mple, CQemissions are assessed to be
more important in industrial sectors than in finahones. As for financial analysis, SRI

criteria are based on a sector approach — knovaestsin-class — which involves selecting the
most socially responsible companies in each seBtore often than not, the integration of

SRI criteria in portfolio selection follows a thrstage approach: firstly, a companies’ ranking
is obtained by compiling ‘SRI grades’, provided bgcial rating agencies. These grades
usually concern four aspects: environment, sogaljernance and society (i.e. the role of
company in society). Secondly, based on this rankind their knowledge and experience,
SRI analysts conduct further analysis. Lastly, 8Ralysts provide asset managers with an
SRI ranking for each sector. In the following sewtithe different stages through which each

working group (re)designed its investment proceaseslescribed.

5.2. Equity Investment Working Group

The first working group meeting took place in Sember 2007, under the responsibility of the
Director of Development & SRI. The investment psgé-use had not changed for ten years
and, given the development of SRI over the pastylears, was deemed by consultants to be
archaic. It consisted of a three-stage procesgraes provided by two social rating agencies
were compiled to provide an SRI ranking of 50 comgs; 2) SRI analysts conducted further
analysis on a few of these companies, which hadstimo impact on the SRI ranking; 3)
asset managers selected companies for the postfaithat the fund’s SRI grade (obtained by
adding each company’s grade) was above averagardeg the small number of companies,
this SRI constraint forced asset managers to inuesvery few companies. When asking SRI
analysts and asset managers about the financiaS&hdorofiles of companies, they were
knowledgeable. However, there was no written traicéhis knowledge. Furthermore, SRI
analysts and asset managers were frustrated. Angotd them, their personal advice was
often ignored when investing. They aimed at takimdvantage of this (re)design to
structurally transform their activity.

The representatives of the Development Departmevtic-arrived a few months before —
were convinced that the criticisms of consultardgarding SRI funds were down to
miscommunication only. As a result, they askedAkset Management and SRI Departments
to give more evidence of their work by providingitten assessments for 300 companies.
This assessment had to summarize in one page thegi@Res obtained by compiling
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hundreds of SRI and financial criteria and SRI gstal and asset manager’s personal advice.
The two Departments protested against this requiesth they judged unrealistic. For them,
the problem was not miscommunication, but compagigcsion. Working group meetings
were heated. The Director of Development & SRIrpteted the reluctance of SRI analysts
and asset managers as a refusal to work. SRI asalpsl asset managers thought that the
Director did not understand what SRI was. Nevee$gl despite disagreeing, the working
group tried over a period of several weeks to desigwerPoint presentations which could
precisely describe the various stages of the invest process. They also worked on the
content of the one page assessment. As they wesigndgy it, the working group faced a
number of problems regarding the company selegioness itself. New questions emerged:
which SRI criteria had to be selected in each s@dfdhat balance between SRI and financial
criteria had to be chosen? And so on. These qusstiade them realized that they could not
work only on the investment process presentatidhsy also had to (re)design their
investment activity.

During October 2007, three actors from each Depantrbegan to discuss these questions
in an informal way. They decided to seek a solutamether and took the lead of the working
group. They carefully studied what competitors wdoeng and compared this benchmark
with the funds of SRI Invest. Limits were clearethsset manager lacked freedom when
selecting companies and SRI criteria were too smigloreover, no company was excluded
merely for SRI reasons. Yet, this criterion — knoas1SRI selectivity — was deemed to be
very important by clients. From then on, the pugyotthe working group was twofold: 1) to
give more freedom to the asset manager when sslectmpanies by lessening the SRI
constraint; 2) to increase the SRI selectivity wids. As they were working on the SRI and
financial profile of companies, SRI analysts an@ #sset manager realized that many
companies deemed to be financially solid were atred as SRI laggards and vice-versa.
Therefore, the main challenge was to obtain a I8§H selectivity without endangering
financial performance. At each meeting, the threpdtments came up with new ideas and
submitted them to the other two. Reacting to thdsas, the Departments worked together on
the propositions made by each of them so that tweyd meet the requirements of each
Department. Gradually, a new way of selecting camgsaappeared. Meanwhile, the working

group compared its process to competitors. Betvmeeetings, the Development Department
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changed the PowerPoint presentations accordinigetméw propositions and submitted them
to clients and consultants to obtain their feedback

As they were (re)designing the process, the worknogip better understood the demands
of clients: as SRI Mainstreaming expanded, SRI perseived as a means to provide better
financial performance. Throughout, SRI analysts asdet managers worked on new SRI
criteria judged to impact business. Hence, theyeled SRI criteria they deemed less
important for the long-term survival of companisach as charity. They particularly studied
companies with a contradictory financial and SRifiee. They aimed to find out whether SRI
criteria gave information that the market did notegrate or whether SRI criteria were
meaningless in terms of business. For this purpgbeg,developed a data base of social rating
agency grades and translated their financial andp8Rsonal knowledge of companies into
grades. This allowed them to test the relationdiepveen SRI and financial performance
using an econometric approach. Throughout, theyeldped a ‘decision matrix’ method

which compared for each company its SRI and firemainking (cf. figure 4).

SRI PROFILE OF THE COMPANY
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Average | Bad Laggard
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Company overrepresented in the portfolio compargd
to its proportion in the reference index.

Company equally represented in the portfolio
compared to its proportion in the reference index.

Company under represented in the portfolio
compared to its proportion in the reference index.

Company excluded from the portfolio.

Figure 4: Decision Matrix (Source: SRI Invest)

They replaced the former SRI grade of the portfalith this matrix to favor companies with

the best SRI and financial profile. Companies ader@d laggards, both in terms of finance
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and SRI had to be excluded from the portfolio. @tbempanies were over, equally or
underrepresented in portfolios compared to thapertion in the reference index, depending
on their position in the matrix. In January 2008 new investment process had been
(re)designed ‘on paper’ (cf. figure 5). SRI selatyi was expected to be 50%. As SRI criteria
had been (re)framed in terms of business, thisprewess was deemed to meet both SRI and
financial demands.

Figure 5: Equity Investment Process (Source: SRI Ivest)

Nevertheless, before implementing the new investnpeocess in practice, SRI Invest
needed first to receive clearance from AMF. It also needed to test the investment process

on ‘fictitious’ portfolios — what the tracking-emonvould have been. Over a four month
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period, the working group continued to meet on aklebasis to discuss the results of these
tests. Meanwhile, all staff worked as if the newestment process was already in place. SRI
analysts and asset managers discussed companietheiit new criteria and matrix. In May
2008, clearance was received and tests were detamed successful. The asset manager
began to implement the new investment process. Mewenly a few weeks after the
implementation, difficulties appeared regarding SBlectivity. Too many companies with a
good financial profile were excluded for SRI reasoandangering financial performance.
Consequently, SRI analysts and the asset manageledeto lower the number of companies
excluded for SRI reasons (i.e. companies belongpnifpe category ‘laggards’) to 40%, then
25%. In July 2008, the working group officially esdd and the new investment process

appeared to work in practice.

5.3. Fixed-Income Investment Working Group

SRI Invest was less experienced in SRI fixed-inconvestment than in equity investment.
The selection of company and public issuers folldvee three-stage process: 1) an SRI
ranking was obtained through compiling SRI gradewided by two social rating agencies:
one SRI ranking for OECD countries (public issueasll one SRI ranking for companies
belonging to the DJ Eurostoxx 600 (i.e. 600 comgs)i2) asset managers selected issuers
according to their financial criteria; 3) SRI arstly controlled that the SRI grade of the
portfolio was above average. Since asset managefd also invest in companies which did
not belong to the index (i.e. DJ Eurostoxx 600)] 8Ralysts could not assess all companies
present in the portfolio. During the first workiggoup meeting, each Department submitted
its ideas to the other two: 1) the Development D@pent acknowledged its lack of ideas; it
had already studied what competitors were doing ramdbne seemed to have a different
investment process. However, it urged the other Departments to find a solution to meet
the increasing demands of clients for this typefuwids. 2) The SRI Department also
acknowledged its lack of experience in fixed-incomestment. Nevertheless, it wanted to
(re)design the whole investment process to obtmh BRI selectivity. 3) The asset manager
protested against this idea. According to him,rgjtieening SRI criteria would jeopardize the
financial performance of funds. He suggested nefirihe investment process presentation.
SRI analysts should maintain the control of the §Rte of funds but should not intervene in

the selection process as such.
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For weeks, the working group did not agree on wied to be done. At the end of
October, an SRI analyst and a project manager éeéd¢m work in an informal way on a new
investment process. For them, the SRI grade didnfioience the investment process. They
asked the asset manager to change his way of ingleéssuers according to SRI grades. In
line with his previous arguments, the asset manamggrained that this request was
unrealistic. When asking for further explanatiotit®e asset manager answered that fixed-
income investment was much more complicated thartyeqvestment. According to him,
SRI analysts could not understand why SRI critesralangered financial performance
because of their lack of financial background. BR analyst and the project manager had
the impression that the asset manager treated wigmcontempt. In November 2007, the
working group faced a deadlock and the asset manafesed to participate in further
meetings.

Encouraged by the demands of clients, the SRI ahayd the project manager kept
working on the investment process. They aimed eteasing SRI selectivity. After a few
weeks, they come up with ideas about new SRI @iteut could not test them in practice.
They realized that they did not know the asset mara selection process. Once again, they
analyzed what the competitors were doing and tmeadeés of clients but the whole sector
seemed to be in the same situation: nobody reakiyikwhat SRI should consist of for fixed-
income investment. Discouraged, they gave up theareh.

At the beginning of January 2008, SRI Invest wasipredicament. Its survival was
threatened by the financial crisis. The SRI eqtutyds had lost almost half of their assets;
which meant a decrease of 50% in the company'snt@se Therefore, it was urgent to
(re)design fixed-income SRI funds. For this purpate CEO decided to (re)launch the
working group. He organized a brainstorming sessharng which all actors had to propose
any idea, even the most extreme. The SRI analybtren project manager suggested several
elements: 1) to change the SRI ranking in-use domganies according to what had been done
in equity investment; the SRI ranking would mairgyy on the SRI grades provided by social
rating agencies but the compilation of these gradmdd follow the new process developed
in equity investment (i.e. SRI criteria would bdested according to their business impact);
2) to add new SRI criteria in the SRI ranking u@dcountries and to reframe it with a sector
approach, to wit: developed countries versus lesgldped countries; 3) to force asset

managers to invest at least 70% of funds’ asseatsnmpanies assessed by SRI analysts; 4) to
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exclude all issuers ranked as ‘SRI laggards’. Tésetamanager agreed with the first tt
propositions but waslearly opposed to the latter; this exclusion woefdlanger financie
perfomance. SRI analysts openly complained about the taay (re)design occurre
financial performance was clearly favoredthe expense of SRI selectivity. A significa
tension appeared. The CEO did not want to endaiirgancial performance and asked ¢
analysts to find a solution. He adjourned the megéind planned another one three days |

At the next meeting, one SRI analyst came up ‘a solution inspired by thprudent-
mean rules developed in the™ century to limit the power of large shaolders in US
corporationslt consisted of limitin issuers in terms of proportiai assetaccording to their
positionwithin the SRI rankin (cf. figure 6) Issuers with the best SRI gra((i.e. referred to
as category M1) haob represent at least Xof the portfolio’s assetahile the proportion of
other issuersvas limited. For instance, issuers belonging toctiegory Q1 had tepresent
not more than Y%This was a means to favor issuers with the best @BBfile without
excluding issuers with a bad SRI prol The working group discussed throportions, but
everybody agreed on the procelt was now February 2008nd a new procs had been

(re)designed on papérhe asset manager would implen it during the following montl

Less .
. Developed % in the
Companies countries develop.ed portfolio
countries

M1 M1 M1 — >X

Q1 Q1 Q1 <Y

Q2 Q2 Q2 } <7

Q3 Q3 @ |F <D

Q4 Q4 Q4 }- <E

Figure 6: Fixed-Income Funds’ SRI Constraint (Source: SRI Invest

In May 2008 the SRI andthe Development Department laegtc doubt the ‘real’
influence of the SRI constré. They voiced their concerns toet asset manag, who replied
that hehad significantly changehow he selected the issuers outre$pectfor the SRI
constraint. The SRI and Development Dements were not particulargonvinced; he funds
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had hardly changed. Two months later, an informsdugsion confirmed their impression: the
asset manager acknowledged the futility of SRlegat in his investment activity. In his
opinion, SRI was still meaningless for fixed-incomeestment, merely a formality to respect.
To be useful, SRI criteria should resemble financriteria and help him to identify the
companies more likely to go bankrupt. SRI analgstswered they were not capable of doing

it, since they did not have SRI criteria for thigpose.

6. Transforming the Investment Processes into EpistermiObjects

6.1. The Need for an Epistemic Object

At the initial stage, the two working groups faceimilar situation. They must (re)design
their SRI funds, in response to SRI Mainstreamifa. this purpose, two collective inquiries
are launched: a working group responsible for tiegdésign of equity funds and a working
group responsible for the fixed-income funds. Thbspartments participate in this inquiry,
each one with its own institutional logics (cf. sec 3.3). To mediate this (re)design process,
working groups use the representation of investmgrdcesses as epistemic objects
(Rheinberger, 1992; Knorr-Cetina, 1995, 1997; Ribeiger, 1997). At the beginning of the
transformation stage, most actors believe thatésyning the representation of investment
processes will be sufficient. In other words, tltgy not perceive it necessary to (re)design
also their collective activity. However, they ralgidealize that they cannot transform their
epistemic object without transforming their coligetactivity. Indeed, through transforming
their epistemic object, the working groups transfdheir practices, their technical objects
and their institutional logics. The four of themnoat be disassociated and depend on each
other (cf. section 2.3.). For instance, even befomglementing the new investment process,
SRI analysts and asset managers have changed dbiégctive activity: they discuss
companies using their new criteria and matrix. A®search object, the investment process
provides actors with a mediating instrument to gfarm their collective activity. The
investment process also plays the role of a boyndhject (Star and Griesemer, 1989).
Notably, it provides actors with a common basislistuss the competing institutional logics
at stake within the inquiry. This role is partialjaclear when (re)designing PowerPoint

presentations of investment processes (cf. figlur®¥ organizing the different stages of the
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investment process, the working groups aim to odfezoherent account of their collective
activity. The PowerPoint presentations enable actor better understand each other’s
practices, technical objects and institutional ¢sgi

An important moment refers to the transformationhef epistemic object into a technical
object. This transformation occurs when 1) the #&tweent processes are implemented in
practice (i.e. in March 2008 for the fixed-incomerking group and in May 2008 for the
equity working group) and 2) this implementatiorsiable enough to be taken-for-granted; in
other words, when the new collective activity whigksults from this implementation is
considered as the usual one. This occurs very sften March 2008 in the fixed-income
working group whereas the equity working group meédo more months to adapt SRI
selectivity. The end comes when the working grodpsd more particularly the CEO — have
judged that their epistemic object has been sefiity transformed, as the following
discussion with the CEO illustrates:

AUTHOR: After several months, something happened. Nothirenged for a
while, and eventually, you found a solution. S@ ¢md came about quickly,
really, didn't it?

CEOQ: Yes. [...] There comes a moment when you hawdp looking for
something else, since it's no longer useful — yan'dfind anything
further... It's a bit like doing research. But | doiave to tell you that, do
I? There comes a moment when you have somethingdoashouldn’t try

to improve. You must go with it and then... carry on.

In other words, even if the working group is nollyfuhappy with the transformation of the
investment processes, SRI Invest needs to go loastability. Indeed, it is essential for SRI
Invest to utilize steady investment processes. l@none hand, the stability of institutional
logics enables actors to work and understand etdwr @Berger and Luckmann, 1966). On
the other, an investment process should not evoleemuch since its value depends on its
tracking-error (i.e. practical experimentation).is'tend is synonymous of frustration for
certain actors; they would have liked to continbe tesearch process. This frustration is
particularly strong in the fixed-income working g actors feel that much more could have

been done:
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AUTHOR: So, in your opinion, there have been difficultvshin the fixed-
income group? What are the reasons?

SRIANALYST: Yes. [...] I'm sure that if we’d worked together naoif we’d
discussed our jobs more — how a fund works, thesriand so on — we’'d
have perhaps found something more relevant. | nadahis point... That

doesn’t mean that we’ve given up forever, though.

According to the SRI analyst, the working grouppaessible for the (re)design of the fixed-

income funds would have ‘perhaps found somethingemelevant’; which means that he

perceives the transformation of the fixed-incomeestment process as not fully relevant.

Along the same lines, the fixed-income asset managenowledges that more work could

have been done:

AUTHOR: Would you like to have worked more? Or are yopgawith it
[the existing investment process]?

FIXED-INCOME ASSET MANAGER To be honest, I'd like to do more.
Objectively, the problem is that it should be davith SRI. Yet, the very
few times | asked them, they told me that they dithave time... [...]
There’s no point in doing this alone, | absolutgbn’t have the time. And to
my mind, SRI analysts are here to try to help assmtagers, and not the
other way round.

Instead, actors in the working group responsibigtie equity funds feel that they have done

their best, as the equity asset manager explains:
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AUTHOR: Would you say that it [the process (re)desigrg been a success?
EQUITY ASSET MANAGER It’s a bit early to say so, but if we considemho
inexperienced the team was and the challenge iedplwhich | find, was
no mean feat, and if | take the short track-reasedhave today, then yes,
we’ve succeeded. [...] We worked very hard on thecpss. Really, we did
our best.
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Therefore, SRI analysts think that the transforomatf the equity investment process has
been more successful and relevant than in fixednrec investment. Moreover, the working
group responsible for the fixed-income funds fabkt the investment process has not been

transformed in an appropriate way. To explain ssehtiments, the rest of the article will

analyze the differences between both inquiries.

6.2. Comparing the Inquiries

6.2.1. Following the Transformation of Institutional Logics

This section gives an overview of how the instaogl logics of each Department and the

perception of SRI Mainstreaming by the working greunave changed over the three stages

(cf. table 1):

EQUITY INVESTMENT

Institutional
Change . Financial Development
‘SRI Sl Legles Logics Logics
Mainstreaming’
Selecting the most .
. : Favoring the L
socially responsible iall Maintaining : i ,
Initial Stage issuers maintaining most socially good financial Meeting clients
. . responsible demands
good financial . performance
issuers
performance
SRI appears to be & _ Selecting Using SRl as a
Transformation means to se_le_ct the ISSuers whose means to enrich  Preparing the
most promising business
Stage . : . ) asset future
issuers, financially | should benefit
: management
speaking from SRI
Enrichin Working with
SRI Mainstreaming . ng SRI to meet SRI
financial : ;
expands and : Mainstreaming .
. . . analysis . Arguing for SRI
Final Stage enriches previous which should be ) ;
IR thanks to a ) . Mainstreaming
equity’s institutional ) : financially
: non-financial . )
logics profitable in the
approach
long term

FIXED-INCOME INVESTMENT

Institutional
Change . Financial Development
‘SRI Il LelEs Logics Logics
Mainstreaming’
Initial Stage Selecting the most| Favoring the Maintaining Meeting
9 socially responsiblel] most socially = good financial clients’
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FIXED-INCOME INVESTMENT

Institutional
Change : Financial Development
‘SRI Il LelEs Logics Logics
Mainstreaming’
issuers maintaining| responsible performance demands
good financial issuers
performance
SRI appears to be InFeg_ratm_g SRI Lowerlng_ SRI
Transformation incompatible with criteria W'th.OUt c_onstramts .
; g , endangering | which threaten  Selling funds
Stage fixed-income’s ) . . .
e ; financial financial
institutional logics
performance performance
SR Mams_treamlng Controlling the | Being forced to Triggering
. cannot be integrated )
Final Stage O . , respect of SRI: manage with | change among
in fixed-income’s L . . -
L ; criteria SRI constraints . clients’ logics
institutional logics

Table 1: Institutional Logics at Each Stage

At the initial stage, both working groups are sanilSRI Mainstreaming is not well
perceived. Institutional change takes the formhefdlient demands: SRI criteria and financial
performance. However, no assumption is made abwutreélationship between financial
performance and SRI criteria. The SRI Departmemsato select the most socially
responsible issuers; the Asset Management Departmants to maintain good financial
performance while the Development Department aitnaeeting the demands of clients by
providing innovative funds.

Both working groups differ during the transformatistage. On the one hand, SRI
analysts and the equity asset manager converdgaeeadda that SRI may be a means to select
the most promising companies in the long-term,rfaialy speaking. This change refers to
what SRI Mainstreaming conveys. On the other, SRalyasts aim at forcing the fixed-income
asset manager to integrate SRI criteria withoutaagdring financial performance. Contrary
to the equity working group, SRI analysts and tlked-income asset manager perceive SRI
and financial performance as contradictory.

At the final stage, two situations have appearadthe equity working group, SRI and
financial logics have melded; SRI is deemed to obnrinvestment activity and SRI
Mainstreaming has been integrated by actors ird¢o thstitutional logics. Instead, the fixed-
income working group has achieved a divergence dmtwSRI and financial logics: SRI is
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not judged to be helpful for the investment procdasother words, SRI Mainstreaming

contradicts the institutional logics of fixed-incermvestment.

6.2.2. SRI Impact on Investment Activity

On which aspects have the inquiries differed? Amswgethis question requires remembering
what the original request of clients was: they wednan integration of SRI criteria into the

selection process to achieve better financial perémce. Yet, at the final stage, both funds
integrate SRI criteria: equity funds through a ixattecision process (cf. figure 4); fixed-

income funds through an SRI constraint (cf. figBje Therefore, both inquiries appear to
have transformed their epistemic object in respaosgdient demands. So, what explains the
sentiment of frustration among the fixed-income kirog group members? | asked the CEO
about the differences between the two working gsaopshed light on this question:

AUTHOR: What was the role of each actor in the workingugs?

CEO: [...] For the SRI criteria to be deeply integadhtinto the selection
process [of equity investment], and this, sincevéilgy moments companies
were selected, the asset manager had to validatentlestment process
which was proposed in the working group. He haddoept it, to be fully

committed to the (re)design, to tell if this wouhdpact his tracking-error, et
cetera. [...]

AUTHOR: And what about the fixed-income working group?

CEOQO: In the fixed-income working group, | would gt it was somewhat
the opposite. It was the asset manager who wor ainted it because |
didn’t believe that such an integration of SRI cbbe obtained in fixed-
income. [...] Honestly, | don’t see what else SRIldquiay in fixed-income

but a marginal or minority role.

According to the CEO, SRI criteria in fixed-incorfuends impact investment activity to a
small extent: they play ‘a marginal or minorityeblThis analysis is confirmed by the doubts
of SRI analysts and project manager about the’ ‘neglact of SRI on the fixed-income asset
manager’s practices (cf. section 5.3). In contiasgquity investment, SRI criteria have been
‘deeply integrated into the selection process’. ¢¢grdifferences could be explained by the
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impact of SRI criteria on investment activity: Setiteria would be more integrated in equity
than in fixed-income investment. However, this seant is misleading. Since they are
different, funds cannot be compared on this pomtsaon as SRI criteria impact both
investment processes. Yet, the fixed-income assetager is limited when investing. For
instance, he cannot ‘bet’ (i.e. investing 10% ad fand’s assets) on a company, should this
company be considered a laggard in terms of SR, thies situation did occur a few times
and occasionally revealed itself costly in terms fofancial performance. Therefore,

differences between both inquiries cannot be desdrin terms of SRI impact.

6.2.3. Inquiry W inners

According to the CEO, there was another differebhetveen both working groups: when
(re)designing the funds, the equity asset managas fully committed to the (re)design’
whereas the fixed-income asset manager did ‘somtetttea opposite’ and ‘won’. What
happens in the working groups confirms this assertthe fixed-income asset manager
clearly resists the (re)design process as his tepairom the working group in November
2007 illustrates. However, when the CEO decidgsejpaunch the working group because of
the financial crisis, the asset manager has nocehioiit to change his investment activity.
Then, has the fixed-income asset manager really?wim for the impact of SRI criteria on
investment activity, it is difficult to argue invfar of this sentiment. Obviously, SRI analysts
in the fixed-income working group are forced to @td@ protect financial performance. For
example, they cannot exclude SRI laggards. Howedespite appearing more consensual,
this adaptation also occurs in the equity workingug: SRI selectivity is lowered from 50%
to 40% and 25%. Hence, in both working groups, SRdlysts have to adapt to the asset
manager and vice-versa. A compromise between &drsagvas inevitable in both groups for

the inquiry to end. Therefore, the two inquiriesmat be differentiated in terms of winners.

6.2.4. The Meaning of Institutional Change in Practice

Since the main difference seems to concern theafobsset managers in the (re)design and
the impact of SRI criteria on investment activiy, answer should be found by interviewing

the asset managers about the impacts of SRI eribertheir practices:
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Discussion with the equity asset manager:

AUTHOR: Has the integration of SRI changed the way ywestf?

EQUITY ASSET MANAGER Yes. It has made it more interesting, more
elaborate and it brings alive the investment aigtivi...] It's surprising
sometimes to see some companies with a very goaddial profile and a
very bad SRI profile. When you read financial asab; it's written that
they are excellent. And when you listen to SRI gstsl they describe things
inside companies which don’t work. So | wonder hin@se companies can
succeed at the end of the day. How can they maké&wupad working

conditions, for example? [...]

Discussion with the fixed-income asset manager:

AUTHOR: What does SRI mean for you?

FIXED-INCOME ASSET MANAGER It's a constraint you have to respect when
investing, like any constraint.

AUTHOR: When there’s a constraint, is it difficult to nzaye?

FIXED-INCOME ASSET MANAGER It's always difficult to manage a constraint.
AUTHOR: Is it because it's an SRI constraint?

FIXED-INCOME ASSET MANAGER No, no. It's not linked to the fact that it's

an SRI constraint.

The difference of interpretation of the role of SRInvestment activity between the two asset
managers is impressive. Whereas the equity asseagar thinks that SRI has made his
investment activity ‘more interesting’ and ‘morelebrate’, the fixed-income asset manager
perceives SRI as a constraint ‘like any constraint'other words, the equity asset manager
believes that SRI has enriched his investment iactivy expanding his knowledge of
companies. He considers SRI criteria when seleatmmpanies since he thinks that they
complement his financial analysis by providing neMormation. In contrast, the fixed-
income asset manager describes SRI in terms oftreants he does not relate SRI to his
selection process. Even more interesting, he doeshimk that the fact that this constraint
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concerns SRI makes a difference. In other wordsgctntent itself of the SRI constraint does
not influence his investment activity; it is a ciagt ‘like any constraint’. This means that —
contrary to the equity asset manager — SRI doesepoésent anything in terms of financial
logics for the fixed-income asset manager. Conttanyhat SRI Mainstreaming conveys, the
fixed-income asset manager does not believe thatiSR key element of a successful
investment strategy. The CEO himself shares thalyars: ‘I didn’'t believe that such an
integration of SRI could be obtained in fixed-inahirherefore, while SRI appears relevant
for equity investment in terms of financial logigs,s perceived as meaningless for fixed-
income investment. The CEO explains:

AUTHOR: What does SRI bring to investment activity?

CEO: We come back here to the fundamental probllemquity, everybody
can understand that SRI is a positive thing forestinent activity; it's

intrinsically linked to the management of companies] But, for all the

fixed-income asset managers in Paris, almost &l fiked-income asset
managers in the world, integrating SRI into investinactivity means
nothing.

Hence, the fundamental difference between the hgairies results from the fact that the
transformation of the epistemic object in fixedante investment ‘means nothing’ in
practice. Whereas the transformation of the eduityls into an epistemic object has enabled
the generation of new knowledge - literally new \Wfemige about companies —, the
introduction of SRI criteria in fixed-income invesnt has not enriched investment activity.
Unlike the demand of SRI Mainstreaming, SRI craeniave not been incorporated into the
financial logics of the fixed-income asset manadggoth SRI and financial logics are
separated. Therefore, why has the inquiry beenmrugted in fixed-income investment? The

following section aims to shed light on this questi
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7. Explaining Differences between the Inquiries

7.1.What If Everything Was about Contingency?

To what extent do the differences between the twoking groups result from the actors

themselves? This explanation is given by the ptojenager:

AUTHOR: What has been the key success factor accordipgu@

PROJECT MANAGER At the end, the only factor, finally, is the eripa
people have for each other. [...] | think that probéeoccur when people
don't see a company’s interest but their interdésteverybody put a
company’s interest before his or her professiomdérest, rather than
personal, surely things would be easier. [...] Vdechto better understand

each other and their work.

The project manager refers here to the contingenemsion of any research process. An
inquiry is unpredictable. It depends on how actaegyotiate various elements which
participate in the inquiry. This comprises politjazognitive, emotional and ethical elements.
Thus, solidarity and mutual understanding alsoigpete in explaining why both research
processes have differed. Notably, this agency p@xplains why despite being embedded in
prevailing institutional logics, actors may change.addition, the environment impacts the
research process. For instance, the financialscascelerates the necessity for (re)designing
the fixed-income funds; which leads to the intetian of the CEO in the working group.
Competitors and clients also play a key role. lniggnvestment, they provide a benchmark
to which SRI Invest can compare and resourceatstorm their practices.

In line with the project manager, when | beganralgze the case study, | thought that the
differences between the two working groups werenigadue to personal dimensions.
However, as | was discussing with the working groogmbers, | increasingly realized that
despite playing a role, these contingent elemergsewot the main explanatory element.
Instead, actors insisted on the role played bytutginal logics and technical objects. Other
elements participated in convincing me of this img@oce. Firstly, other asset management
companies have faced the same difficulties (Noeeth@07; La Tribune, 2009). Secondly,

when a new fixed-income asset manager arrived arfenths after the end of the (re)design,
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with a strong aim to commit to SRI, SRI Invest f¢ke same difficulties. In fact, since asset
management companies in the French asset managseotnit refer to the same institutional

logics, have the same clients, educate their ath@esame way and participate in the same
professional associations, what has happened atrsBdt may have happened everywhere.
Hence, practice variation when faced with SRI Ma@e®ming is not only explained by

contingent factors. With this in mind, the followisections analyze the other two dimensions
identified by the working group members as key @pts to understanding the differences

between both working groups: institutional logicsldechnical objects.

7.2. Institutional Logics Prevailing in Each Working Group

Despite belonging to the same asset management,ga@vailing institutional logics in each
working group differ between equity and fixed-inamvestment (cf. section 3.3). To gain a
better understanding of thpractical impact of these differences on inquiries, further

explanation is needed about what the ‘fundamemtddlpm’ evoked by the CEO refers to:

AUTHOR: What were the main problems in fixed-income itatien to
equity?

CEO: In fixed-income, there’s something abstrats; an actuarial model
[...] fixed-income cannot be embodied in reality,ig® difficult to integrate
SRI. [...] In equity, there’s an idea of durabilitgffort, success and
permanence of the fund which embodies SRI. In fixedme, all
investments are made according to a permanentaybitso there’s a total
volatility. It's very difficult to embody somethingvhich is linked to
sustainability in an investment which is, by desigolatile.

What does the CEO mean by the ‘abstract’ and ‘ilelatspects of fixed-income
investment versus the ‘durability’ and ‘effort’ demsions of equity investment? As explained
in section 3.3., the equity asset manager aim®lectsthe two or three most (financially)
promising companies in each sector. For this pupls mainly relies on his knowledge and
experience. Since SRI criteria are deemed to impasiness, SRI provides a means to

identify companies which are more likely to succaethe long term. That is the reason why
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there is an idea of ‘durability’ and ‘success’ whieeward the ‘efforts’ of the company. In
contrast, when selecting issuers, the fixed-incasget manager does not rely only on his
knowledge; he also uses an ‘actuarial model’ whitbws the modeling of different scenarios
regarding interest rates. Then, investment degsioriixed-income investment depend more
on macro-economic factors and less on the knowledgssuers than in equity investment.
That is the reason why the CEO describes fixedAmednvestment as being ‘volatile’ and
‘abstract’. Hence, the fact that SRI criteria ptagmaller role to select issuers explains why
SRI plays a ‘marginal or minority role’ in fixeddgome investment, compared to equity

investment.

7.3. Technical Objects Available for the Inquiry

The previous section has demonstrated that difte®mn terms of institutional logics (and
their associated practices) between both typesneésiment explain why SRI plays a
‘marginal or minority role’ in fixed-income investnt. However, it has not elucidated why
SRI ‘means nothing’ in fixed-income investment. éed, since the most socially responsible
companies are deemed to be the most profitableeitong-term, SRI criteria should also help
the fixed-income asset manager to select the isswi#th the best risk/interest profile.
Namely, SRI criteria should enable the identifioatdf the companies which are more likely
to go bankrupt: the main risk of fixed-income inwvesnt to which SRI criteria may
contribute. Interestingly, at the end of the (rs)de of fixed-income investment, the asset
manager asked SRI analysts to provide him with smébrmation. However, the SRI
Department did not meet his request. Accordinght® fixed-income asset manager, SRI
analysts answered that they did not have timeségtion 6.1.). However, when asking an SRI
analyst, the reason differs:

AUTHOR: In July 2008, he [the fixed-income asset manageked you to
(re)design the process. How did you interpret teiguest? How did you
react?

SRIANALYST: | found it very positive, except for the contefitthe request.
| remember exactly that he asked us to identifyfélegors which will impact
a company’s value. So, in short, he asked us to five “philosopher’'s

stone” of SRI. [...] To find the essence that allehissanagement companies
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are looking for today, an essence they don't fifltey don’t find it because
it's a bit too early, there are no historical datad they find it difficult to

identify all these things.

Therefore, according to the SRI analyst, the latkeohnical objects explains why no
relationship between SRI criteria and the probgbibf going bankrupt has yet been
identified: all asset management companies ‘findlifficult to identify all these things’.
Because of this lack of relationship, SRI critecannot enrich fixed-income investment
activity. This explains why the CEO thinks that SReans nothing’. However, this does not
clarify why the technical objects available in thquiry have not permitted the identification
of such a relationship. Shedding light on this aspequires the analysis of the SRI criteria
used by SRI analysts.

7.4. Integrating Institutional Change into Technical Objects

One way of understanding why the technical objessilable in the fixed-income inquiry
have not permitted SRI criteria to help the assatager in selecting issuers is to ask the asset

manager what the SRI criteria should have bee toelpful:

AUTHOR: So, in theory, SRI criteria could be useful fauybut they don’t
help you today?

FIXED-INCOME ASSET MANAGER Exactly, since we don’t have anything to
measure them, there’s no point in looking at th&ml[criteria]. [...] | think
that [social] rating agencies are totally incapaifleoing this. To be honest,
knowing how the company has really integrated SRiera... [...]
intellectually speaking is a Herculean task. Th&RI criteria] are so
approximate, that it's impossible to rely on them.

AUTHOR: You mean that finance is much more reliable.

FIXED-INCOME ASSET MANAGER | think so. Firstly, there are many more
obligations which concern finance: very simple gsrsuch as publishing

the accounts, certifying them, etcetera. [...] Dat@ eomparable; they've
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existed for a very long time. It's arithmeticalsinot qualitative. They are
not declarations or protocols... but concrete elesmesmt can control.
AUTHOR: Therefore, you can rely on financial criteriat lyou cannot rely
on SRI criteria?

FIXED-INCOME ASSET MANAGER Yes, to work, SRI criteria should be like

financial criteria. The social rating process skdug like the financial one.

SRI criteria should have been ‘like financial ai#é to be integrated into the financial
logics of the fixed-income asset manager. The prabévoked here relates to the form and
content of SRI criteria. According to the fixed-ome asset manager, SRI criteria are not
‘reliable’ since he does not have ‘anything to nneaghem’. Then, how can the equity asset
manager rely on them? This results from the diffees in terms of institutional logics and
technical objects between both types of investmAnfixed-income asset manager has a
mathematical background; he relies as much onaaetumodels’ as on financial criteria. For
him, criteria must be ‘arithmetical’, ‘not qualita’, in short ‘figures’. In contrast, an equity
asset manager relies much more on his knowledgexgretience. He is used to rely as much
on financial criteria (i.e. figures) as on othemgany dimensions, such as governance and
social issues. This difference between both tygeswestment is notably illustrated by the
lack of behavioral finance studies (i.e. the infloe of psychology on asset managers’
practices) in fixed-income investment.

Yet, SRI criteria have originally been framed owe tbgics of equity investment. Each
company is assessed in comparison with its seg@ess. For example, a company X and a
company Y may be respectively rated 55/100 andObdn the ‘CQ Emissions’ criteria.
This difference of ten points may result from tlaek of reduction targets in company Y.
When providing these grades to asset managersai&ysts comment on them. Regarding
company Y, they may 1) advise not to invest in ttampany or 2) explain that this grade is
one-year old and does not reflect the recent affoftthe company and as a result, favor
company Y instead of company X despite its worselgr

On the one hand, the equity asset manager willdswith SRI analysts to find out which
company business is more likely to suffer from@&mnissions; which may reveal itself useful
information to select which ‘company can succe&tth SRI and financial analyses will be
integrated in company selection, namely becausec8Rlia are deemed to impact business.

The equity asset manager explains:
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AUTHOR: At the end of the day, do SRI criteria make ybink when
investing?

EQUITY ASSET MANAGER Yes, | think that one advantage of a small
company is that there are many exchanges. | rééulse forced to call upon
SRI analysts to speak about SRI when we are iningsetvith clients. |
don’'t want to say each time we speak about SR&t iy analyst speak,
because, you know, I'm not an expert. [...] | donamw to stay with a sort
of watertight compartment between SRI analysis @rydanalysis. | want
them to be correlated. Otherwise, it would mearnt thaelect issuers
regarding criteria | don’t control at all. Regargliclients, it wouldn’t be

credible.

On the other hand, the fixed-income asset manajeask SRI analysts which company
is more likely to go bankrupt and what to do if pmne company offers bonds. Yet, SRI
analysts cannot answer the fixed-income asset neanagmely because ‘it's a bit too early’.
Firstly, no relationship has yet been identifiedw®en these grades and the probability of a
company of going bankrupt. Secondly, SRI criteriavédn been developed to provide
comparisons between sectors. Moreover, they refegualitative information based on
declarations and qualitative assessments, whiclaiespwhy the fixed-income asset manager
cannot ‘rely’ on them. They are neither ‘arithmatiaor ‘like financial criteria’ and cannot
be integrated in his ‘actuarial models’ (i.e. teichhobjects). Hence, SRI criteria cannot help
the fixed-income asset manager to select issueey; do not fit his institutional logics and
practices. In other words, the technical objectslakle in the second working group do not
provide the ‘system of technically-granted identitgpnditions’ (Rheinberger, 1992) to
transform the epistemic object. Hence, the lackpafcific technical objects for fixed-income
investment explains why the fund has not been fuijnsformed and why SRI ‘means
nothing’ for this type of investment. Henceforwawhat remains to be clarified is why SRI

criteria have not yet been framed on the featurésed-income investment.
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7.5. Institutional Factors

Three explanations can be given as to why SRIr@iteave not yet been developed according
to the institutional logics and practices of fixedome investment. These explanations all
refer to institutional factors of the French ageanagement sector:

Firstly, SRI was originally developed in equity @stment since 1) the first asset
managers who developed SRI were equity asset manage 2) despite the lack of evidence,
the assumption according to which the most sociabponsible companies will be the most
profitable in the long term has been deemed retebgnthe remainder of equity asset
managers.

Secondly, as was the case for SRI Invest, otheat @asanagement companies have faced
difficulties when transforming fixed-income funds irresponse to SRI Mainstreaming.
Notably, this results from the lack of knowledgeabthe relationship between SRI criteria
and the probability of going bankrupt. Hence, oer past few years, the purpose of SRI in
fixed-income investment has been shifting fromnaficial to an ethical approach. Gradually,
SRI no longer appears as a means to achieve falgmmiformance but as a way of favoring
the most socially responsible issuers (L'AGEFI, 00a Tribune, 2009). In fixed-income
investment, SRI Mainstreaming itself is questioned.

Lastly, clients have been more reluctant to integr8RI criteria in fixed-income
investment than in equity investment. There are teasons for this: 1) fixed-income
investment is perceived by clients as being morghemaatically driven than equity
investment and therefore less likely to integrai®d &iteria deemed to be ‘qualitative’ and
‘approximate’; 2) fixed-income investment is deemntedbe financially more secure than
equity investment, which explains why clients h&deen more reluctant to accept innovation
in a type of investment which appears to be sdieally grounded and steady (i.e. at least

more than equity investment).

8. Discussion and Conclusions

8.1. Explaining Practice Variation in Socially Responsilke Investment

The case study explains the differences betweeityeapd fixed-income investment in terms
of institutional logics, technical objects and ¢ogént elements. While contingent elements,
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such as the financial crisis and the readinessctira to cooperate, have influenced the
framing of practices, the article argues that thainmproblem faced in fixed-income
investment has been due to institutional logics t@atinical objects. SRI and financial logics
contradict each other. The idea conveyed by SRhdteaming, according to which the most
socially responsible companies will be the morefifable in the long term, is not deemed
relevant. Namely, the lack of relevant technicajeots explains this contradiction. SRI
criteria have not been framed for fixed-income siw@ent and do not enable the identification
of companies more likely to go bankrupt. Instita@b factors — such as the reluctance of
clients to integrate SRI criteria and the currdmttgrom a financial to an ethical approach —
have favored this trend. In contrast, SRI critbia@e been judged by asset managers to enrich
equity investment by offering a way of selecting thost promising companies.

Regarding the lack of means dedicated to researctSRI criteria in fixed-income
investment and the reluctance of clients, SRI Ma#asning is not likely to rapidly expand
into this type of investment. Instead, SRI Mainatnéng should continue to develop in equity
investment. As SRI logics will be integrated inditial logics, this institutional change will

continue to question the differences between SRicamventional funds.

8.2.Understanding Practice Variation when Faced with Irstitutional Change

Although one must be careful in generalizing frone @ase, this study allows some tentative
conclusions with regards practice variation wherethwith institutional change. Firstly, it
expands existing research on institutional changecdmbining institutional and practice
theories (Hopper and Major, 2007; Lounsbury, 2008js joint approach confirms previous
research on the role of agency and institutiongickowhen transforming practices in response
to institutional change (Lounsbury, 2001; Gendromale 2007; Lounsbury, 2007; Bogt and
Scapens, 2009). Enriching previous research, theleamargues that practice variation is
explained as much by institutional logics as bytecal objects and contingent elements. By
focusing on the role of objects, this case studp &lirthers our understanding of the role of
instruments in explaining practice variation. Ndyabt argues that actors transform their
collective activity by transforming an epistemicjeai, trough a collective inquiry. Through
transforming their epistemic object (Rheinberge®92; Knorr-Cetina, 1995, 1997;

Rheinberger, 1997), actors transform their prastitechnical objects and institutional logics.
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This transformation is possible thanks to the dabd of an epistemic object. As a boundary
object (Star and Griesemer, 1989), it is a commasisbfor discussion for actors. As a
research object, it provides actors with a mediarmansform their collective activity.

Secondly, the transformation of the epistemic dbjeto a technical object enables the
exploration of the relationship between stabilindachange. This allows the (re)introduction
of mimetic processes within the process of ingbondl change itself. Indeed, whereas
previous research on institutional change has eggloow actors attempt to transform their
institutions, this article studies how actors aterto return to stable institutions. Though
differences between both approaches can appe@nificant, this introduction of stability
may offer a better understanding of the recurselationships between social, institutional
and practical change. Moreover, it also confirmsiintional theory by demonstrating that a
process of institutional change aims as much atstoaming institutions as at conveying
isomorphism. Nevertheless, other studies of irtgbimal change in practice are needed to
generalize these findings more broadly.

Thirdly, the article enhances the understandingao? institutional logics can ‘hybridize’.
Institutional studies have explored the challerfgeed by organizations which face conflicts
among the logics they embody (Thornton et al., 200®veman and Rao, 2006). However,
they have paid little attention to how organizasiodeal internally with these tensions
(Battilana and Dorado, 2009). Despite not beingnitsin focus, the article provides an
interesting case study in which logics hybridize,tbe one hand, and oppose each other, on
the other. Notably, it explores why the hybridieatiof logics can vary within organizations.
Furthermore, it enriches previous studies on theritdization of logics by integrating
exogenous and endogenous aspects of institutibaalge (Thornton et al., 2005).

Lastly, the concept of epistemic change enrichesl Awudies (Gendron et al., 2007;
Hopper and Major, 2007) by furthering the underdiiag of why actors transform their
practices in a specific way. Moreover, the conadmpistemic object has revealed itself very
convenient to analyze the transformation of prastias a specific ‘passage point’ (Star and
Griesemer, 1989) of the network. However, regardivgy little exploration of this aspect in
this article, further research is needed to eladboom the potential contributions of the

concept epistemic object to ANT.
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8.3. Implications for Further Research

This study suffers from several limitations whialrther research may remedy. Firstly, the
article has not examined the relationships betvgeemal and institutional change, on the one
hand, and social and practical change, on the .othéeed, the study has mostly focused on
the impact of institutional change on practical o at the transformation stage. Moreover,
interactions between SRI Invest and the sector mtebeen explicitly explored. Further
work is required to develop a multi-level epistermmdel of institutional change. In
particular, the time dimension needs to be exploFed instance, it may be expected that
practices will change in the long term, which manwey isomorphism among practices.
Secondly, despite studying tipeocesseghrough which actors transform their practices, th
article has not analyzed in detail what happeneelaich working group. For example, it has
not studied the content of meetings or discussabwut the PowerPoint presentations. Yet,
analyzing these micro-dynamics of (re)design shéwtther our understanding of the process
of institutional change. Lastly, the epistemic modkinstitutional change suffers from its
division in three stages. Despite acknowledging tihe process of change is continuous, this
model may convey the image of punctuated changeepso Further work is needed to
account for the passages between the three stagggite these limitations, this article could
contribute to research on institutional change kplaing the role of objects at the intra-
organizational level. By combining institutional cappractice theories, the purpose of the
article has been to meet the challenge of linkmgjitutional research to practices. In doing

so, this article has also been a call to draw anadeto practice.
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