W) Check for updates

AM>

AMERICAN MARKETING

Article ASSOCIATION

Journal of Marketing

1-22

© American Marketing Association 2018
Article reuse guidelines:
sagepub.com/journals-permissions

DOI: 10.1177/0022242918805405
journals.sagepub.com/home/jmx

©SAGE

The New Product Portfolio Innovativeness—
Stock Returns Relationship: The Role
of Large Individual Investors’ Culture

Paola Cillo, David A. Griffith, and Gaia Rubera

Abstract

The marketing—finance interface literature has investigated the direct link between innovativeness and stock returns. The authors
extend this research by focusing on two open questions: How and under what conditions is innovativeness associated with stock
returns? Answering these questions is important for managers who have to defend innovation investments to board members and
time the introductions of new products. The authors investigate large individual investors and their national culture in the food
and beverage industry. Combining multiple data sets, they first examine the relationship between innovativeness and large
individual investors’ stock holding decisions (i.e., to sell, hold onto, or buy a firm’s stocks). The results indicate that national
culture moderates this relationship. At the firm level, the authors show that large investors’ stock holding partially mediates the
innovativeness—stock returns relationship and that the culture of a firm’s large investors moderates this mediated relationship.
Thus, they unveil a special segment of investors, large individual investors, who influence the extent to which firms benefit from

innovativeness in the stock market in the food and beverage industry.
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In the last decade, the marketing—finance interface literature
has emerged as a fertile area of research, with the goal of
making marketing’s contribution to firm value more visible
to top managers and investors (Srinivasan and Hanssens
2009). Research in this area has particularly focused on the
innovativeness of the new products that a firm introduces each
period (e.g., Sorescu and Spanjol 2008; Srinivasan et al. 2009).
We define this as “new product portfolio innovativeness”
(“innovativeness” hereinafter). Historically, this literature has
investigated the direct link between innovativeness (and mar-
keting actions, in general) and stock market performance.
While it has convincingly shown this link exists, significant
research questions remain unanswered.

First, how is innovativeness associated with stock returns?
Prior research (Chen, Chow, and Shiu 2015; Ng and Wu 2009)
and anecdotal evidence hint to a special group of investors,
large individual investors (“large investors” hereinafter), who
influence stock returns to firm actions. Many small investors
mimic large investors’ stock holding decisions through portfo-
lio trackers, and some fund managers use large investors’ deci-
sions to inform choices about their own funds (Ghosh 2017).

For instance, on October 19, 2015, Oprah Winfrey announced
that she had purchased a 10% stake in Weight Watchers. In 2
days, her stock holding decision generated $700 million in
stock market value for Weight Watchers (Vardi 2015). In addi-
tion, when the famous Indian investor Rakesh Jhunjhunwala
bought stocks in Prakash Industries, the price increased by
13%. When he sold his stocks in Design Arena, the stock lost
12.4% of its value the day after the announcement (ETMar-
kets.com 2017; MoneyControl.com 2017). Given their rele-
vance, we identify large investors’ stock holding as one of
the possible mechanisms through which the innovativeness—
stock returns relationship occurs. To understand this
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mechanism, we start with an investor-level perspective that
analyzes each large investor’s stock holding decision (i.e., to
buy, hold on to, or sell stocks) associated with innovativeness.
We then move to a firm-level perspective that investigates
whether large investors’ stock holding mediates the innovative-
ness—stock returns relationship.

Second, under what conditions is innovativeness associated
with stock holding and stock returns? Thus far, the literature has
treated these relationships as unconditional. However, investors
are heterogeneous in their preferences for firm actions (Manconi
and Massa 2013; Schnatterly and Johnson 2014), which suggests
that the stock returns associated with innovativeness are condi-
tioned on the characteristics of the firm’s large investors. Theo-
retical and empirical reasons lead us to focus on the national
culture of large investors. Prior literature has shown that cus-
tomers vary in their response to innovativeness depending on
their national culture (Chandrasekaran and Tellis 2008; Steen-
kamp, Ter Hofstede, and Wedel 1999). If national culture
(“culture” hereinafter) plays the same role for investors, then
large investors from different cultures might react differently
to innovativeness. It is particularly important to understand the
role of culture in the context of increasing diversity in the nation-
ality of firms’ investors. Foreign holdings of U.S. stocks and
bonds hit record levels in 2016: foreign investors account for
20% of the U.S. equity market and 50% of publicly traded debt
(Bryson and Pershing 2016). In the next 5 to 10 years, foreign
investors may own one-third of U.S. stocks (Long 2015). Simi-
larly, the investor profile of foreign stock markets is increasingly
diverse (International Monetary Fund 2014). We use a national
cultural, work-oriented-values approach (i.e., Hofstede, Hof-
stede, and Minkov 2010) to study how culture moderates the
relationships between innovativeness and (1) stock holding and
(2) stock returns.

We contribute to the literature in three ways. First, we iden-
tify large investors’ stock holding as one of the routes through
which the innovativeness—stock returns relationship occurs. In
this way, we advance the marketing—finance interface litera-
ture, which has previously focused on the direct link, by shed-
ding light on one of the mechanisms through which marketing
creates value in the stock market. For managers, who must
defend their innovation investments to board members, it is
important to understand the process wherein innovativeness
creates value.

Second, we identify one key boundary condition of the inno-
vativeness—stock returns relationship: given the same level of
innovativeness, stock returns are contingent on large investors’
culture. As such, we highlight how the characteristics of a
firm’s large investors magnify or dilute the contribution of
marketing actions to firm value. We also extend the cross-
cultural marketing literature, which has examined consumers’
financial decisions (Petersen, Kushwaha, and Kumar 2015), to
the investor domain. For managers, whose compensation is tied
to stock price, it is important to understand not only whether
innovativeness is associated with stock returns but also under
what conditions it is most lucrative.

Third, Srinivasan and Hanssens (2009) note that firms spend
substantial resources in communicating with the market, and
they call for research to advise managers on which marketing
actions to communicate to specific investors. Despite this call,
the marketing literature has been largely silent about which
investors matter and what to communicate to them. To
researchers and managers, we delineate a relevant segment of
investors (i.e., large investors) to target with customized com-
munication. Drawing on our results, we suggest how to best
position innovativeness depending on the cultural specificities
of each large investor. More generally, we suggest that key
marketing concepts such as segmentation, targeting, and posi-
tioning that have been traditionally adopted for customers can
be applied to investors too.

Collectively, our findings provide a reframing of future
research in the marketing—finance interface literature from the
question of whether marketing action or assets increase firm
value in the stock market to a more complex set of questions:
How and under what conditions does marketing create value in
the stock market, and for which investors does this occur?

Framework and Predictions

New Product Portfolio Innovativeness and Large
Investors’ Stock Holding

The marketing—finance interface literature theorizes that mar-
keting actions that enhance and accelerate cash flows, reduce
their volatility, and increase residual firm value stimulate
investors, including large investors, to increase stock holding
(Srivastava, Tasaddug, and Fahey 1998). The introduction of
innovative products accomplishes these tasks in the following
ways.! First, innovative products enable firms to dominate
markets while protecting the firm from competitive attacks,
as it takes time for competitors to imitate innovative new prod-
ucts (Sorescu and Spanjol 2008). Innovativeness signals inves-
tors that the firm will stay ahead of competition, appropriating
quasimonopolistic rents that increase the value of the firm for
investors (Rubera and Kirca 2012). Second, more innovative
products provide benefits not offered by any existing product in
the market, allowing a firm to secure a unique positioning in the
marketplace and command a higher premium price, thus
enhancing cash flows. Third, innovative products enable a firm
to address new customer segments or new needs, thereby
reducing cash flow volatility (Srinivasan et al. 2009). Finally,
investors view innovative products as platforms for future
product introductions, increasing investors’ view of residual
value of the firm (Srinivasan et al. 2009).

' Firms can also innovate through process innovation, which can be
instrumental to product innovation and can result in cost reductions.
Consistent with prior research in marketing, we focus on product innovation.
We thank an anonymous reviewer for pointing out the importance of process
innovation. Our focus on product innovation alone is a limitation of our
research.
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Beyond this framework that applies to all investors, we
identify two additional characteristics of large investors that
further increase their favorable disposition to innovativeness.
First, large investors own a significant block of a firm’s stocks.
They cannot sell their stocks without depressing the stock price
and taking a substantial loss on the transaction (Kochhar and
Parthiban 1996). Given this high investment level, large inves-
tors are likely to respond positively to innovativeness strategies
that have the aforementioned positive effects on firm cash
flows. Second, large investors tend to have an extensive knowl-
edge of the firm (Kochhar and Parthiban 1996). Research has
shown that, for individual investors, deeper knowledge is asso-
ciated with lower risk perceptions and higher expectations
about future returns (Long, Fernbach, and De Langhe 2018).
This suggests that risk concerns that might curb positive
response to innovativeness (Srinivasan et al. 2009) are less
likely to arise in the case of large investors.

In summary, our theory leads to the prediction that individ-
ual large investors will buy more of a firm’s stocks when inno-
vativeness increases. In addition to this individual investor
level, we also theorize and test this effect at the firm level to
expand the development and importance of our effect. We
denote these as “individual” and “firm” levels, respectively,
for the remainder of the article. At the firm level, this translates
into an increase of large investors’ stock holding (i.e., the total
percentage of stocks in the hands of large investors). Formally,

H;: New product portfolio innovativeness positively influ-
ences the stock holding of (a) individual-level large inves-
tors and (b) firm-level large investors.

The Moderating Role of Large Investors’ National Culture

The finance literature theorizes that decision biases lead inves-
tors to respond differently to the same information (in our case,
innovativeness) (Shleifer 2000). Representativeness bias—that
is, the tendency to attribute one characteristic to imply
another—has received significant scholarly attention (Shefrin
2005). This bias leads investors to buy stocks in firms with
attributes that they deem desirable, regardless of the objective
value of the specific attribute (Shefrin 2005).

We argue that representativeness bias, founded in an inves-
tor’s personal values, influences a large investor to increase her
stock holding in innovative firms more when she considers
innovativeness a desirable attribute than when she does not.
Consistent with this theorization, prior literature has found that
culture influences the extent to which innovativeness is per-
ceived as a desirable attribute (e.g., Steenkamp, Ter Hofstede,
and Wedel 1999). We theorize that, given the same level of
innovativeness, large investors from cultures that value inno-
vativeness will increase their stock holding more than large
investors from cultures that do not value innovativeness to the
same degree. We recognize that representativeness bias may
lead investors to increase stock holding in firms with attributes
other than innovativeness that they may consider desirable as
well (e.g., process innovation).

The role of culture (i.e., the collective programming of the
mind that separates the members of one group of people from
another; Hofstede 2001)—and, in particular, the role of Hof-
stede’s cultural dimensions—in influencing investment decisions
is well documented. For instance, Chui, Titman, and Wei (2010)
find a positive correlation between individualism and momentum
trading strategies; Schmeling (2009) reports that investors from
countries low in individualism and high in uncertainty avoidance
rely on market sentiment to make stock holding decisions more
than other investors. Consistent with this research and the argu-
ment that representativeness bias is influenced by an individual’s
values, we employ the work-oriented value framework of Hof-
stede (e.g., Hofstede, Hofstede, and Minkov 2010) to study stock
holding decisions because these are personal business decisions
that affect an investor’s personal wealth.

Hofstede’s work-oriented value framework consists of six
value dimensions (i.e., individualism, uncertainty avoidance,
power distance, masculinity, long-term orientation, and indul-
gence; Hofstede, Hofstede, and Minkov 2010). Hofstede
(1983) argues that scholars should employ dimensions that are
theoretically relevant to the phenomenon under study. In this
work, to gain the broadest theoretical understanding of the
phenomenon, we employ all six dimensions. Next, we hypothe-
size the specific moderating role of each of these six values for
both a single large investor as well as for the overall large
investors’ stock holding.

Individualism. Individualism refers to the strength of relations
between members of a society (Hofstede 2001). It is anchored
by individualism and collectivism. Members of individualist
cultures value independence and aim to separate themselves
from others. Members of collectivist cultures value group cohe-
sion and harmonious interdependence. Because investors typi-
cally view innovativeness as a means to distinguish a firm from
its competitors (Srinivasan et al. 2009), a firm introducing
innovative products should be more appealing to large inves-
tors from individualist cultures than to those from collectivist
cultures. This suggests that, owing to representativeness bias, a
large investor from an individualist culture would buy more
stock in innovative firms than a large investor from a collecti-
vist culture. At the firm level, given the same level of innova-
tiveness, the percentage of stock in the hands of large investors
will increase as the individualism among a firm’s large inves-
tors increases. Thus, we hypothesize,

H,: The positive effect of new product portfolio innovative-
ness on (a) individual-level large investors’ stock holding
and (b) firm-level large investors’ stock holding increases as
large investor individualism increases.

Uncertainty avoidance. Uncertainty avoidance refers to how a
society manages future uncertainty (Hofstede, Hofstede, and
Minkov 2010). Low-uncertainty-avoidance cultures accept
higher levels of risk; high-uncertainty-avoidance cultures
work to minimize future uncertainty. When firms introduce
innovative products, investors face uncertainty regarding
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when these products will generate cash flows (Srinivasan
et al. 2009). Because large investors from higher-
uncertainty-avoidance cultures tend to avoid risk, they should
view innovativeness as a less desirable attribute than investors
from lower-uncertainty-avoidance cultures. Following the
same logic adopted for individualism, we hypothesize,

Hj: The positive effect of the new product portfolio inno-
vativeness on (a) individual-level large investors’ stock
holding and (b) firm-level large investors’ stock holding
decreases as large investor uncertainty avoidance
increases.

Power distance. Power distance refers to the way a society
addresses differences among its members (Hofstede 2001).
Higher-power-distance cultures value greater social strati-
fication and increased social hierarchy, similar to markets
characterized by market leaders and market followers.
Lower-power-distance cultures work to minimize inequal-
ities. Innovativeness is typically considered a way to create
inequities in the marketplace (Tellis 2013). Inequities are
favored in larger-power-distance cultures, which view the
world as consisting of winners and losers (Hofstede, Hof-
stede, and Minkov 2010), but are less desirable in lower
power distance cultures. Thus, stocks of a firm that introduces
more innovative products are more appealing to large inves-
tors from high-power-distance cultures than to those from
low-power-distance cultures, because of representativeness
bias. Thus,

Hy: The positive effect of new product portfolio innovative-
ness on (a) individual-level large investors’ stock holding
and (b) firm-level large investors’ stock holding increases as
large investor power distance increases.

Masculinity. Masculinity refers to the distinction between gender
roles in a society (Hofstede, Hofstede, and Minkov 2010). It is
anchored by masculinity and femininity. More masculine cul-
tures value autonomy, dominance, success, and wealth (Hof-
stede 2001). More feminine cultures are concerned with the
overall welfare of the entire society. Large investors from more
masculine cultures value firm actions that are aggressive and
aimed to dominate the market more than large investors from
feminine cultures. Because innovativeness is considered a
strategy to displace existing market leaders and dominate mar-
kets (Tellis 2013), we theorize that, owing to representative-
ness bias, the stocks of firms that introduce more innovative
products are more appealing to large investors from more mas-
culine cultures. Thus,

Hj: The positive effect of new product portfolio innovative-
ness on (a) individual-level large investors’ stock holding
and (b) firm-level large investors’ stock holding increases as
large investor masculinity increases.

Long-term orientation. Long-term orientation refers to the life
orientation of people in a society, reflected in virtues oriented
toward future rewards. Long-term-oriented cultures value per-
severance and maintaining the status quo and are suspicious of
change. Short-term-oriented cultures value change and quick
results (Hofstede, Hofstede, and Minkov 2010). Investors typi-
cally view innovativeness as a firm’s commitment to establish-
ing a long-term competitive advantage (Srinivasan et al. 2009).
Innovativeness should be a more desirable quality for large
investors from long-term-oriented cultures, who are more
forward-looking and appreciative of a firm’s long-term com-
mitment to growth, than for investors from short-term-oriented
cultures. This prediction is consistent with Petersen, Kush-
waha, and Kumar (2015), who find that people from long-
term-oriented cultures have higher saving rates than others.
Thus,

Hg: The positive effect of new product portfolio innovative-
ness on (a) individual-level large investors’ stock holding
and (b) firm-level large investors’ stock holding increases as
large investor long-term orientation increases.

Indulgence. Indulgence reflects whether a society values
gratification of human desires related to enjoying life and
having fun (Hofstede, Hofstede, and Minkov 2010). This
value is anchored by indulgence and restraint. People from
cultures higher in indulgence value the satisfaction of per-
sonal desires and increase spending for personal gratifica-
tion (Kumar and Pansari 2016). Societies that value
restraint adhere to strict social norms that curb gratifica-
tion. We argue that a firm’s introduction of innovative new
products provides excitement. Investors in more indulgent
cultures value this excitement compared with investors
from more restrained cultures, because it creates gratifica-
tion in the acquisition of the firm’s stock. Thus, innova-
tiveness should be a more desirable quality for large
investors from cultures higher in indulgence. Following
this logic, we hypothesize,

H: The positive effect of new product portfolio innovative-
ness on (a) individual-level large investors’ stock holding
and (b) firm-level large investors’ stock holding increases as
large investor indulgence increases.

New Product Portfolio Innovativeness and Stock Market
Returns

Thus far, we have theorized about how large investors make
stock holding decisions in response to innovativeness. Because
the compound of each investor’s stock holding decisions deter-
mines a firm’s stock market returns, we next theorize about the
innovativeness—stock returns relationship.

The direct effect. A vast body of studies have consistently shown
that the introduction of more innovative products is positively
linked to stock returns (e.g., Rubera and Kirca 2012; Sood and
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Tellis 2009; Sorescu and Spanjol 2008; Srinivasan et al. 2009).
To set a baseline hypothesis, we state,

Hg: New product portfolio innovativeness positively influ-
ences stock returns.

The mediating role of large investors’ stock holding. Higher demand
(i.e., investors who buy stocks) and lower supply (i.e., investors
who do not sell stocks) increases stock returns (Warren and
Sorescu 2017; Xiong and Bharadwaj 2013). We maintain that
large investors’ stock holding mediates the innovativeness—
stock returns relationship by influencing demand and supply
of a firm’s stocks associated with innovativeness and, ulti-
mately, stock returns. We theorize two reasons why this med-
iation might occur.

First, an increase in large investors’ stock holding subsumes
higher demand of stocks by large investors coupled with con-
strained supply, because large investors who own the firm’s
stocks are not willing to sell. Second, other investors, espe-
cially retail investors, mimic the behavior of correlated trading
by large investors (i.e., they buy when large investors buy, and
they sell when large investors sell; Chen, Chow, and Shiu 2015;
Lee, Lin, and Liu 1999; Ng and Wu 2007). Thus, innovative-
ness is associated with higher demand by both large investors
and, owing to imitation, other investors in the market. It is also
associated with constrained supply by large investors and,
owing to imitation, other investors. Higher demand and con-
strained supply creates a shortage that increases stock returns
(Xiong and Bharadwaj 2013). We theorize that large investors’
stock holding is one of the routes through which the innova-
tiveness—stock returns relationship occurs. Because we do not
expect large investors to fully influence other investors, we
argue for partial mediation:

Ho: The positive effect of new product portfolio innovative-
ness on stock returns is partially mediated by large inves-
tors’ stock holding.

The moderating effect of large investors’ national culture. The cul-
ture of large investors determines the magnitude of the effect of
innovativeness on large investors’ stock holding (H,,—H7p). It
follows that the innovativeness—stock returns relationship is
one of moderated mediation, in which culture moderates the
path between innovativeness and large investors’ stock hold-
ing, the latter being a mediator of the innovativeness—stock
returns relationship (Ho).

Given the same level of innovativeness, a firm experiences
higher stock returns when large investors from cultures that
value innovativeness own more of the firm’s stocks. These
investors increase their stock holding, thus raising demand,
while holding onto the stocks that they already own, thus con-
straining supply. Stated differently, given the same level of
innovativeness, a firm experiences lower stock returns when
large investors from cultures that do not value innovativeness
own more of the firm’s stocks. These investors sell stocks,
causing price drops. Price drops are more dramatic when these

large investors own more stocks because they supply a larger
quantity of stocks to the market. Thus, the route through which
innovativeness influences stock returns (i.e., large investors’
stock holding) strengthens or weakens depending on the culture
of a firm’s large investors. Because this route partially deter-
mines the innovativeness—stock returns relationship (Ho), we
hypothesize,

H;o: The positive effect of new product portfolio innova-
tiveness on stock returns increases as the (a) individualism,
(b) power distance, (c¢) masculinity, (d) long-term orienta-
tion, and (e) indulgence of the firm’s large investors
increases, whereas (f) it decreases as the uncertainty avoid-
ance of the firm’s large investors increases.

Method

Data Collection

The sample begins with the population of firms tracked by
Mintel Global New Products Database (GNPD), which intro-
duced at least one new product in the food and beverage indus-
tries worldwide in the 20062014 time frame. We select these
industries because product innovation is an integral component
of their strategy, and they have been the focus of many other
innovation studies (e.g., Moorman et al. 2012; Sorescu and
Spanjol 2008). We use Thomson One to retain listed firms.
To rule out the possibility that stock holding decisions are
driven by product introductions that are observable by inves-
tors but not by us, we retain listed firms whose North American
Industry Classification System codes belong to the food and
beverage industries only. We exclude one company listed in
two stock exchanges. This results in 56 firms on 27 stock
exchanges (Web Appendix A).

For these firms, we collect quarterly data about large inves-
tors’ stock holding. Thomson One reports information about
individual investors who are required by national legislation to
notify the stock exchange that their stock holding has reached a
minimum threshold. Because different countries have different
minimum thresholds (see Web Appendix A), we perform a
robustness analysis on just those investors whose stock holding
is higher than 10%, the highest disclosure threshold in our
sample. The results do not change. We exclude officers who
own stock as part of their compensation plans, their relatives,
and board members because their stock holding decisions may
be influenced by their managerial role or by information not
fully available to investors. We also exclude firm founders or
relatives because their stock holding is independent of the
firm’s innovation activity.

To ensure that we track stock holding decisions from the
first quarter that a large investor owned a firm’s stocks, we
restrict our sample to large investors that bought stock in our
firms for the first time either in the first quarter of 2006 or
later. Our final sample comprises 458 large investors in 36
quarters, for a total of 4,057 observations in the 20062014
time frame.
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To gain a sense of how frequently managers meet with large
investors, we analyze the annual reports of firms in our sample
listed in the Shenzhen stock exchange. Since 2009, these firms
must disclose investors’ site visits in their annual reports, and
this is the only publicly available source identifying the inves-
tors with whom managers meet privately (for an example, see
Web Appendix B). We found that visits by large investors
represent 15% of total visits.

Variables in the Investor-Level Analysis: Measures

Independent variable: New product portfolio innovativeness. Con-
sistent with previous literature (e.g., Sorescu and Spanjol 2008;
Srinivasan et al. 2009), we define innovativeness from a con-
sumer perspective. We use Mintel GNPD to collect data on new
products that firms introduced. The GNPD classifies products
as new to the market, line extensions, or new formulations.
Products that are introduced for the first time in a country are
classified as new to the market. We measure new product port-
folio innovativeness, defined as the innovativeness of the new
products that a firm introduces each period, as the ratio
between the number of new-to-the-market products and the
total number of new products that a firm introduces in a quarter.
This is consistent with Srinivasan et al. (2009), who consider
new-to-the-market products as the most innovative type of
products. Web Appendix C provides examples of products
from Mintel GNPD. The descriptive statistics for the number
of new-to-the-markets products introduced each quarter are as
follows: M = .64, SD = 1.63, Max = 20 (Parmalat in the fourth
quarter of 2007). As for number of other products: M = .89, SD
= 2.23, Max = 20 (Ottogi in the third quarter of 2014). We
collect data on mergers and acquisitions of the firms in our
sample to ensure that we assign products to the correct firm,
consistent with Sorescu and Spanjol (2008).

Dependent variable: Stock holding change. Stock holding change
is the percentage of firm f’s outstanding stocks that investor i
holds at the end of quarter t, minus the percentage of f’s out-
standing stocks that i held at the end of quarter t — 1. We collect
this data from Thomson One.

Moderating variables: Six dimensions of a large investor’s national
culture. We measure the six dimensions of a large investor’s
national culture through index scores from Hofstede, Hofstede,
and Minkov (2010).

Control variables at the investor level. We control for the relevance
of the firm in the investor’s portfolio—that is, the extent to
which the performance of an investor’s portfolio depends on
the performance of the firm (Higgins and Gulati 2006).
High firm relevance means that investors are more inter-
ested in the firm’s long-term growth (Higgins and Gulati
2006). We measure this as the portion of investor’s portfolio
(in U.S. dollars) invested in the firm. The data are from
Thomson One.

Frequency of trading is the average holding period for
stocks in the investor’s portfolio. Investors who frequently

trade their stocks are more sensitive to short-term gains than
other investors (Bushee 1998). These data are from Thom-
son One, which classifies investors as high or low fre-
quency. We use a dummy variable that takes a value of 1
when the average holding period is less than one year, sug-
gesting a short-term investment horizon and frequent trad-
ing, and 0 otherwise.

Because innovativeness is risky, investors may limit the
purchase of stocks of innovative firms if they hold a risky
portfolio. We control for the beta and alpha of investor i’s
portfolio. We collect information from Thomson One about
the percentage of i’s portfolio that is invested in each firm. For
all the firms in i’s portfolio, including those not in our sample,
we collect the daily market returns from Compustat Security
Daily. We calculate our betas and alphas with a three-factor
Fama-French model similar to the one described in Equation
0, daily data, and a 120-day rolling-window approach,
weighted by the dollar percentage of i’s portfolio invested
in a firm. Quarterly betas/alphas are the average of the
three-month periods.

The disposition effect in the finance literature indicates that
investors may sell stocks whose price has gone up since pur-
chase (Shefrin and Statman 1985). We control for the differ-
ence between the closing stock price at the end of quarter q and
the purchase price, divided by the purchase price. Stock price
data are from Compustat Security Daily.

Tenure is the length of the relationship between the investor
and the firm. Consistent with previous research on financial
decision making, we control for tenure, measured as the num-
ber of quarters the investor has held the firm’s stock (Petersen,
Kushwaha, and Kumar 2015).

Local investor controls for possible home bias—namely,
investors’ tendency to tilt their portfolios towards local stocks
(Seasholes and Zhu 2010). We use a dummy variable that takes
a value of 1 when the investor owns stock in a firm headquar-
tered in his or her same country and 0 otherwise.

Gender is a dummy that takes a value of 1 when the investor
is male and 0 otherwise. Research has shown gender differ-
ences in investment behavior (e.g., Barber and Odean 2001).
We use the Gender API (available at gender-api.com) to derive
gender from an investor’s name.

We control for the investor’s country regulatory profile (i.e.,
the level of corruption in the investor’s country), which influ-
ences financial decision making. We measure this variable with
the corruption perception index by Transparency International
(Petersen, Kushwaha, and Kumar 2015). Finally, we use two
dummies for the first or last period in which an investor holds a
firm’s stocks.

Control variables at the firm-level. We control for the innovative-
ness of the firm’s existing products with two variables: (1) num-
ber of new-to-the-market products and (2) number of other
products introduced in the previous 3 years. The data are from
Mintel GNPD.

The number of investors in the firm (including institutional
investors) may influence the extent to which a large investor
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can influence the firm’s activities. The mean number of
investors is 44 (including institutional investors), median is
22, and maximum is 889 (Parmalat in the first quarter of
2011).% Our firms have an average of 3.1 large individual
investors (SD = 2.42, Mdn = 2, Max = 12). The data are
from Thomson One.

Branding strategy reflects the firm’s approach to branding
its products. Investors prefer firms that adopt corporate brand-
ing strategy rather than house-of-brands or mixed branding
strategies (Rao, Agarwal, and Dahloff 2004). We use two
dummies, with mixed branding strategy serving as the refer-
ence category. We collect this information from each firm’s
website.

Stock price difference refers to a firm’s stock price fluctua-
tions between quarters. Large price changes catch investors’
attention, influencing their stock holding decisions (Barber and
Odean 2008). We compute stock price difference as closing
price at the end of quarter t minus the closing price at the end
of quarter t — 1. The data are from Compustat Security Daily.

Abnormal trading volume refers to variations in a firm’s
trading volume. Investors pay more attention to stocks that
experience abnormally heavy trading volume (Barber and
Odean 2008). For each stock in each quarter, we calculate the
ratio of the stock’s trading volume to its average trading vol-
ume in the previous three quarters. The data are from Compu-
stat Security Daily.

The number of countries variable is the number of countries
in which a firm has introduced products in the current quarter.
We control for this variable because the introduction of new
products in more countries may be more visible than the intro-
duction of new products in fewer countries.

Stock index growth may influence investors’ stock holding
decisions: investors may prefer to invest in firms listed in
indices that perform well. We measure it as the index closing
price at the end of quarter t minus closing price at the end of
quarter t — 1. The data are from Yahoo! Finance.

We control for the institutional context (i.e., economic,
regulatory and cultural system) of the countries in which a
firm introduces new products. Prior research has shown that
some countries are more conducive to the success of innova-
tive products than others, causing innovativeness to generate
higher cash flow and firm residual value (Steenkamp and
Geyskens 2014).

The economic system of the countries in which a firm intro-
duced innovations refers to how a country’s economic institu-
tions fulfill the material needs of its people. We consider three
components of the economic system. First, we consider market
size, which ensures that innovations have a potential large pool

2 Unlike individual investors, who must disclose their holdings only when they
pass a certain minimum threshold, in the countries in our sample, institutional
investors that invest more than a certain amount in equities must disclose all
their holdings in every firm, even if the holding in a single firm is below the
minimum threshold. For instance, in the United States, all institutional
investors with at least $100 million in U.S.-listed equities must disclose all
their holdings.

of consumers who can buy them. We measure market size as
the log-transformed yearly gross domestic product (GDP; in
USS billions) at purchasing power parity (Steenkamp and
Geyskens 2014), which we obtain from the Global Competi-
tiveness Report (GCR), and the total expenditures (in US$) in
the food and beverage industries, which we obtain from Pass-
port. Because a firm may introduce products in more than one
country each quarter, we measure market size as the average of
country k’s GDP/expenditures weighted by the percentage of
all firm f’s products introduced in country k at time t (i.e.,
countries are weighted in proportion to the number of products
introduced therein):

N
GDPg = Z (GDP,, x %New products )
=1

We use the same approach for all the institutional context
variables. Our data for economic and regulative system are
yearly but tend to be stable over time. Thus, we measure the
institutional context of each quarter with the corresponding
yearly data (e.g., we measure the market size of France in the
first quarter of 2011 with the French GDP in 2011).

Second, we consider market efficiency using a yearly
indicator provided by the GCR, which measures the extent
to which a country is characterized by healthy market com-
petition (67%) and by quality of demand conditions (33%).
Third, market infrastructure allows for faster dissemination
of information about the distribution of new products,
increasing the diffusion of new products (Chandrasekaran
and Tellis 2008). We measured this component with a
yearly indicator from the GCR, assessing the quality of the
transportation (50%) and of the electricity and telephone
infrastructure (50%).

Rule of law is a key element of a country’s regulatory
system (Steenkamp and Geyskens 2014). It refers to the
degree to which the behavior of individuals and organizations
is guided by formal and transparent rules. A strong rule of law
guarantees protection from imitation and counterfeit products,
which limit the cash flow that a firm can generate from its
innovations. Thus, investors may see more favorable innova-
tions introduced in countries with stronger rule of law. We
control for the rule of law with a composite indicator provided
by the World Bank.

The cultural system of the countries in which a firm intro-
duced innovations represents the customs, traditions, norms,
values, and habits of a society (Steenkamp and Geyskens
2014; Steenkamp, Ter Hofstede, and Wedel 1999). In coun-
tries where consumers are more open to innovation, new prod-
ucts may take off faster, accelerating cash flows. Marketing
scholars have relied on the work of Schwartz and colleagues
(e.g., Schwartz 1992) to understand consumer attitudes
toward new products (e.g., Rubera, Ordanini, and Griffith
2011; Steenkamp, Ter Hofstede, and Wedel 1999). Thus, we
use Schwartz’s seven values (Schwartz 2008) to measure the
cultural system.
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Variables in the Firm-Level Analysis: Measures

Dependent variable: Stock returns. We use a Fama—French (1993)
three-factor model:

th =+ Bﬂ\/IKTRF MKTRFft + BfSMB SMBft (0)
+ B HML g + &4,

where Ry is the raw return of firm f in excess of the quarterly
risk-free rate in quarter t; MKTRF is the difference between
the quarterly return of the stock market portfolio and risk-free
rate in quarter t; and SMB and HML are returns of factor-
mimicking portfolios for size and book-to-market, respec-
tively. The raw quarterly data for stock market portfolios,
risk-free rates, SMB, and HML are from Kenneth French’s data
library, which provides data for five areas: the United States,
Europe, Japan, Asia Pacific, and global (which includes the
data from the previous four areas and areas they did not cover).
Ideally, we would have information for each country in our
sample; however, these data are not available, and Kenneth
French’s data library is the best available source.

Mediator: Change in large investors’ stock holding. The mean large
investors’ stock holding is 13.37%, standard deviation is
15.88%, and maximum is 75.18%. We measure the change as
the percentage of firm f’s outstanding stocks that large inves-
tors collectively hold at the end of quarter t minus the percent-
age of f’s outstanding stocks that they held at the end of quarter
t— 1.

Moderating variables: Six dimensions of the national culture of firm’s
large investor base. For each dimension, we calculate the sum of
the scores of each dimension of all N large investors i weighted
by i’s stock holding. For instance, the individualism of the
firm’s large investor base is as follows:

N
(FirmCULT) Firm Indy = »  IND; x Stock holding;g.
i=1

Control variables. We control for the innovativeness of the firm’s
existing products, the institutional context of the countries in
which new products are introduced, and branding strategies as
described previously. We control for number of outstanding
stocks. These data are from Compustat.

Investor Level: Model and Results
Model

Unexpected new product portfolio innovativeness. Investors react
only to new, unanticipated information (Sorescu and Spanjol
2008). This means that investors respond if innovativeness is
higher or lower than expected. Thus, we estimate the unantici-
pated components of innovativeness as follows (see Sorescu
and Spanjol 2008):

INNOVATIVENESS ¢ = 0g¢ + 0; INNOVATIVENESS ¢_,

+ € UNEXPf,

(1)
where 0¢ is the firm-specific intercept that measures time-
invariant firm heterogeneity, 0, is the first-order autoregres-
sive coefficient depicting the persistence of the time series, and
eunexpie 18 the unexpected innovativeness of firm f at time t,
which we then use in our analysis.

Unconditional random-intercept cross-classified hierarchical linear
model (HLM). We have a repeated cross-sectional design in
which firms are monitored repeatedly every quarter for 9 years,
and we observe the stock holding of each large investor within
these firms. Thus, our data have a hierarchical structure: at the
lowest level, our data consist of observations about large inves-
tors’ stock holding change (Level 1), nested within investors’
countries as well as within time (i.e., each quarter; Level 2).
Unlike a traditional HLM, our observations are nested within
two membership structures: investors’ countries ¢ and time t.
Furthermore, because we have a cross-sectional design, time
periods are nested within firms f (Level 3), which in turn are
nested in their own countries k (Level 4). We depict our struc-
ture in Web Appendix D.?

To estimate the most appropriate model for our data, we
start testing a random-intercept cross-classified model as
follows:

A Stock hOldingL’ o, fk = Yi o, i = Q00000 + Uc + Uk + T
+Vk+ € ¢, fk

(2)

ei ot i~ N(0, 62); u.~ N(0, 62); un~ N(0, 62);
I~ N(Oa sz)v Vi~ N(Oa Gi)v

where

® Y, is the observed stock holding change of investor i
in investor’s country c at the end of quarter t in firm fand
firm’s country k;

e 0goooo 1s the grand mean of an investor’s stock holding
change across investors, investor’s country, time, firms,
and firm’s country;

® & is the random investor coefficient, or the devia-
tion in stock holding change from the mean of investor i
in investors’ country c at time t, in firm f and firm’s
country k;

u. is the random intercept of investor’s country c;
Uy is the random intercept of time t;

3 We empirically check for multiple membership of investors within firms but
find that 98% of investors own stock in just one of the firms in our sample. In
addition, because we consider a firm’s country k to be the country where the
firm’s headquarters is located, each firm belongs to just one country,
eliminating concerns about membership of firms within multiple countries.
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e g is the random intercept of firm f; and
e vy is the random intercept of firm’s country k.

Because a Woolridge test reveals no auto-correlation in
our data, we use a regular variance-covariance structure.
This model partitions the total variance of Y; ¢ n
(0% = o2+c2+ o2+ o2+ o}) into five components:
Level 1 among investors, Level 2a among the investor’s coun-
try, Level 2b among time within firms, Level 3 among firms
within the firm’s country, and Level 4 among the firm’s coun-
try. The proportion of total variance (PV) attributable to each
level is calculated as follows: o2/c? is the PV among inves-
tors, 62/ is the PV between large investors’ countries, 62/
o’ is the PV across time, 6%/ c? is the PV between firms,
and 62/c? is the PV between firm’s countries. This partition-
ing enables us to understand whether we can estimate a simpler
model with fewer levels—an important step, because unneces-
sary levels inflate standard errors (Raykov 2010).

To understand the best nested structure to represent our data,
we perform a model selection analysis, which we detail in Web
Appendix E. We estimate the model with a Bayesian estimation
approach, which provides more precise estimates than tradi-
tional approaches by producing the best linear, unbiased pre-
dictor. We use MLwiN 3.01 software and the Markov chain
Monte Carlo procedure with a Bayesian estimation (Browne
2009). We estimate the initial values of the parameters neces-
sary to run this procedure using iterative generalized least
squares, which are equivalent to the maximum likelihood esti-
mators. We run MLwiN in Stata with the “runmlwin” com-
mand. The best model is a cross-classified one in which
observations are nested in both the investor’s country ¢ and the
firm f, and the two random coefficients are additive. We use
this structure for our analysis.

Conditional cross-classified HLM. We develop our model, in which
stock holding change varies according to the unanticipated
component of innovativeness at the firm level (i.e.,
INNOV ) and cultural variables at the investor’s country level
(CULT ). Our model is as follows:

6 10
Lit Yiert = Bocre + Z Bict TV — INViege + Z Bicr NTV
i=1 i—7

—INVier + et
(3a)
where

e TV —INV are the following time-varying variables at
the investor level: relevance of the firm in the investor’s
portfolio, alpha and beta of the investor’s portfolio, stock
purchase price difference, and dummies for the first and
last periods that an investor holds stocks in the firm;

e NTV — INV are the following time-invariant variables
at the investor level: frequency of trading, tenure, local,
and gender; and

e & is the random investor intercept.

At Level 2, we include variables at the investor’s country level
and at the firm level:

;
L2 Bocrt = Yoo0o + Yorc INNOV ¢ + Z Yos CULT]
s=2
13
+) 7os(INNOV, x CULT)) + y¢14 REGe
s=8

33 35
+ 3 Yo TV — FIRMy; + > 7,, BRANDING;
s=15 s=34

62 73
+ > Yo INDEX; + Y vo TIMEg + uc + 1,
s=36 5=63
(3b)
where

e INNOV is the residual term €yngxps from Equation 1
and represents unexpected innovativeness;

e 1represents the following time-invariant variables at the
investor’s country level: individualism, uncertainty
avoidance, power distance, masculinity, long-term
orientation, and indulgence;

e REG is the regulatory profile of the investor’s country,
which is time-varying;

e TV — FIRM are the following time-varying variables at
the firm level: number of previous new-to-the-market
and incremental products, number of investors, stock
price difference, abnormal trading volume, number of
countries where the firm introduced new products, stock
index growth, and variables about the institutional con-
text of the countries in which a firm has introduced
products (market size [GDP and consumer expendi-
tures], market efficiency, market infrastructure, rule of
law, and the seven Schwartz’s values);

e BRANDING represents time-invariant dummies that
refer to the branding strategy of the firm;

e INDEX represents dummy variables for the stock
exchange in which a firm is listed to control for unob-
served stock index effects;

e TIME represents dummies for years and quarters to
control for unobserved time effects; and

e U, and r¢ are as defined previously.

The other slope coefficients from Level 1 are treated as fixed.

Consistent with Steenkamp and Geyskens (2014), we
mean-center the continuous Level 1 predictors within inves-
tors’ countries and firms and center at the grand-mean the
continuous investors’ country- and firm-level predictors. This
centering helps us obtain results purified of possible sources
of endogeneity across firms and investors’ countries. We con-
trol for stationarity because nonstationarity may produce
spurious results, and inferences based on t-values can be mis-
leading (Steenkamp and Geyskens 2014). The Fisher-
augmented Dickey—Fuller panel unit root test on stock
holding change reports no evidence of unit roots (P = 615.57,
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Table I. Correlation Matrices.

A: Investor-Level Analysis

Mean sD | 2 3 4 5 6 7
I. Stock holding change 2.77 7.04 I
2. Innovativeness .16 .30 .04*
3. Individualism 63.43 3243 .10* —.05% |
4. Uncertainty avoidance 50.54 22.58 .07* .05% —.04* I
5. Power distance 64.79 15.84 —.04 .04* —.56% —47* |
6. Masculinity 53.96 15.2 —.0l —.11* .14* —. 3% 23% I
7. Long-term orientation 74.45 31.29 —.08* .04* —.66* —. 2% 48* 3I* I
8. Indulgence 40.19 15.28 .0l —.10% A4 22% —.74* —.26% —.64%
B: Firm-Level Analysis

Mean SD | 2 3 4 5 6 7 8
I. Stock returns .02 .36 |
2. DLISH? A7 3.95 .10*
3. Innovativeness .15 3l .10% .04 I
4. LI individualism 449 7.36 .0l 19% .0l |
5. LI uncertainty avoidance 6.14 8.64 .05% 22% —.0l .56* |
6. LI power distance 7.28 10.53 .05% 19* —.0l A5* .62* I
7. LI masculinity 6.24 9.41 .0l —.18*% —.0l 64* 74* .78% |
8. LI long-term orientation 7.85 11.75 .03 A7* .0l .32% .66* 78*% J2% |
9. LI indulgence 4.66 7.40 .04 22% -0l 0¥ 67* .62% ik A46*

*p < .05.
?Change in large investors’ stock holding.

Notes: LI = large investors. The Web Appendix reports the full correlation matrix.

p < .05). We use an iterative maximum likelihood estimation,
which enables us to simultaneously estimate relationships at
multiple levels. We use the procedure XTMIXED in Stata 14
for estimation.

Accounting for endogeneity of innovativeness. The decision related
to innovativeness may be endogenous, which might cause us to
underestimate standard errors and thus overestimate the signif-
icance of the results. We identify three possible sources of
endogeneity in our study. First, at the firm level, there may
be some unobserved variables that drive both innovativeness
and a large investor’s stock holding decision. For instance, the
possession of more resources may help a firm introduce prod-
ucts that are more innovative than those of its competitors. At
the same time, high resources may make a firm more visible to
a large investor: for instance, the firm may invest more in
advertising, which has an impact on investors’ willingness to
buy stock (Srinivasan and Hanssens 2009). Thus, firm
resources may also influence stock holding decisions, as large
investors may prefer to increase their stock holding in firms
with many resources than in firms with few resources. We
alleviate this concern by taking advantage of our model speci-
fication: in HLM, centering at the firm mean yields coefficients
purified from all between-firm variation (Enders and Tofighi
2007). Therefore, the results reported in Table 2 are purified of
possible variations across firms.

Second, time effects may drive both innovativeness and
stock holding change. For instance, research has shown that

some firms strategically pace their new product introductions
across quarters (Moorman et al. 2012). In addition, the finance
literature has shown that investors tend to sell stocks in the last
quarter for tax reasons (Shefrin and Statman 1985). We account
for unobserved time effects by including year and quarter dum-
mies in our main analysis.

Third, stock exchange effects may drive both innovativeness
and stock holding changes. Firms may pursue a certain innova-
tiveness to gain legitimacy in the stock market. For the same
reason, large investors may prefer more innovative firms listed
in countries that traditionally value innovativeness. We control
for this issue with stock exchange dummies.

The only remaining source of endogeneity is both firm and
time specific. The traditional instrument approach is good, as
the instruments are uncorrelated with errors, but there is no way
to empirically determine whether the exclusion restriction is
satisfied. Thus, we use instrument-free methods: the Blundell-
Blond estimator and Lewbel’s instrument method. Collec-
tively, eliminating the effect of unobserved variables at the
firm level, controlling for unobserved time and stock exchange
effects, and finding that our results are robust to different
instrument-free methods minimize endogeneity concerns.

Results

In the raw data, we find a positive correlation between innova-
tiveness and stock holding change (p = .04, p < .05; see Table 1).
Table 2 reports the results of the cross-classified HLMs and
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Table 2. Investor-Level Analysis: Results of the HLM Analysis.

DV: Stock Holding Change Model | Model 2
Intercept .142 (2.183) 418 (2.178)
Unexpected innovativeness (INN)  .169 (.084)** .843 (.306)**+*
INN x Individualism (IND) .027 (.008)***
INN x Uncertainty avoidance (UA) .017 (.006)***
INN x Power distance (PD) .045 (.01 I)y*#+*
INN x Masculinity (MASC) —.027 (.006)***
INN x Long-term orientation .013 (.005)**
(LTO)
INN X Indulgence (INDULG) .027 (.009)***
IND —.014 (.015) —.014 (.015)
UA .001 (.012) .001 (.012)
PD —.002 (.013) —.001 (.013)
MASC .008 (.013) .007 (.013)
LTO —.002 (.012) —.001 (.012)
INDULG .003 (.026) .005 (.026)
Market GDP —.004 (.045) —.007 (.045)
Market consumer expenditures .002 (.002) .003 (.002)
Market efficiency —.093 (.182) —.036 (.188)
Market infrastructure —. 113 (.125) —.144 (.126)
Rule of law .062 (.167) .059 (.168)
Consumer conservatism 9.926 (5.117)* 10.230 (5.158)**
Consumer affective autonomy —.341 (.245) —.266 (.255)
Consumer intellectual autonomy  .571 (.394) 651 (401)
Consumer hierarchy .605 (.295)** .551 (.298)*

Consumer mastery —1.367 (464)** —1.217 (473)**
Consumer harmony .252 (.301) 275 (.306)
Consumer egalitarian commitment —9.322 (5.069)* —9.920 (5.105)*

Firm’s relevance .001 (.001) .001 (.001)
Frequency trading —.063 (.116) —.067 (.115)
Investor’s portfolio beta .072 (.146) .046 (.146)
Investor’s portfolio alpha —.001 (.001) —.001 (.001)
A Stock purchase price —.013 (.034) —.0I1 (.034)
Investor tenure —.001 (.003) —.001 (.003)
Local Investor —.006 (.133) .024 (.133)
Gender .001 (.041) .002 (.041)
First period 1.055 (.510)**  1.054 (.508)**
Last period =717 (.092)¥  —713 (.092)*+*
# new-to-the-market productsin ~ .001 (.008) .002 (.008)
prior 3 years
# incremental products in prior .001 (.004) —.001 (.004)
3 years
# investors —.001 (.001) —.001 (.001)
Corporate branding .006 (.080) —.004 (.080)
House of brands —.006 (.082) —.001 (.081)
Stock price difference .099 (.087) .093 (.087)
Abnormal trading volume .004 (.009) .004 (.009)
# countries —.048 (.042) —.041 (.042)
Stock index growth —.170 (.191) —.164 (.191)
Investor country’s regulatory —.534 (285)*  —.466 (.287)
profile
Random Effects
Country (c32) .0000006 .00000005
Firm (o?) .0000004 .000000003
Errors (o2) |.27%#%% 1.26%*
—Log likelihood 5,865.97 5,852.37
Akaike information criterion 11,879.93 11,870.74

*p < .10. ¥p < .05. FFp < 01,
Notes: DV = dependent variable. Quarter, year, and stock index dummies
included.

Model 1 reports the results of the direct-effects model. We find a
positive relationship between innovativeness and stock holding
change (b = .169, p < .05), which indicates that large investors
increase their stock holding in companies that introduce more
innovative products, in support of H;,. As for the other control
variables, consumer hierarchy (b = .605, p < .05) and the first
period in which large investors buy a firm’s stocks (b = 1.055,p <
.05) increase stock holding. In contrast, consumer mastery (b =
—1.367, p < .01) and the last period in which a large investor
holds a firm’s stock (b = —.717, p < .01) decrease stock holding.

Model 2 adds the moderation effects. We find that indivi-
dualism positively moderates the innovativeness—stock holding
change relationship (b = .027, p < .01), in support of H,,. To
further understand how this relationship varies at different lev-
els of individualism, we perform a floodlight analysis (Spiller
et al. 2013). We use the Johnson—Neyman technique (Johnson
and Neyman 1936) to identify the region in the range of indi-
vidualism for which this relationship is significant. We plot the
relationship and the confidence interval in Figure 1, Panel A.
Because we mean-center the moderators in our analysis, to
obtain more meaningful results in the figure, we rescale the
x-axis by adding the mean back (Hayes 2013). The analysis
reveals that the relationship is significant when the individual-
ism score is higher than 36 (B = .18, SE = .09, p = .05).

Uncertainty avoidance positively moderates the innovative-
ness—stock holding relationship (b = .017, p < .01), contra-
dicting H;,. We find that this relationship is negative for values
of uncertainty avoidance below 30 (Bjy = —.30, SE = .15,
p = .05), not significant for values between 31 and 54, and
positive for values above 55 (Bjy = .19, SE = .09, p = .05).
Figures for uncertainty avoidance and all other cultural vari-
ables appear in Web Appendix F.

Power distance positively moderates the innovativeness—
stock holding change relationship (b = .045, p < .01), in sup-
port of Hy,. This relationship is negative for values of power
distance less than or equal to 52 (Bjy = —.26, SE = .13, p =
.043), not significant for values between 53 and 61, and posi-
tive for values of 62 or higher (Bjy = .19, SE = .09, p = .032).

Masculinity negatively moderates the innovativeness—stock
holding change relationship (b = —.027, p < .01), rejecting
Hs,. The floodlight analysis (Figure 1, Panel B) shows that this
relationship is positive for values of masculinity below 50 (Bjy =
.17, SE = .085, p = .05), not significant between 51 and 66, and
negative for values above 67 (Byy = —.28, SE = .14, p = .05).

Long-term orientation positively moderates the innovative-
ness—stock holding change relationship (b = .013, p < .05), in
support of Hg,. This relationship is negative for values of long
term orientation below 32 (Bjy = —.44, SE = .22, p = .05), not
significant for values between 33 and 76 (Bjy = .18, SE = .09,
p = .05), and positive at higher values.

Indulgence positively moderates the innovativeness—stock
holding change relationship (b = .027, p < .01), in support
of H,. This relationship is negative when indulgence is 30 or
below (Bjy = —.29, SE = .14, p = .043), not significant
between 31 and 45, and positive at values above 46 (B =
.20, SE = .10, p = .043).
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Figure |. The Effect of Innovativeness on Stock Holding Change at

Different Values of Individualism and Masculinity.

Notes: The solid line represents the point estimate; the dotted lines

represent the upper and lower limits of the 95% bias-corrected con-
fidence intervals.

Robustness analyses. Our results are robust to different measures
of innovativeness, methods to deal with endogeneity, modera-
tion effect of the institutional context, nonlinear effect of inno-
vativeness, foreign bias, and the exclusion of firms listed in
Taiwanese stock exchanges, which have the highest minimum
disclosure threshold (10%). For detailed robustness analyses,
see Web Appendix G.

Firm-Level Analysis: Model and Results
Model

Unconditional means HLM. Our firm-level data are nested
within the firm’s stock exchange k. To control what per-
centage of the total variance of change in large investor’s
stock holding (ALISHg) occurs at the stock exchange
level, we estimate an unconditional means model with no
predictor. At Level 1, we express the observed ALISH in
firm f in stock exchange k at time t as the sum of a fixed
intercept (Bgpowe) plus a random component (rsype) that
defines the deviation in ALISH from the mean of firm f
in stock exchange k at time t:

Level 1 :ALISHf = Bspow + IsHekt, Where rsgeie ~N(O, 02).
(4a)

At Level 2 (the stock exchange level), we express the stock
exchange intercept as the sum of the grand mean of A LISH
(Ysmoo) and a series of random deviations from that mean
(uSHy) that represent the random-intercept at the stock
exchange-level:

Level2 : Bsyox = ¥smooo + Uskk, Where vspx ~N(0, Tgo).
(4b)

The portion of variance that occurs at the stock exchange
level is 24%, which supports the appropriateness of using
HLM.

We estimate a similar unconditional means model for abnor-
mal stock returns:

Rkt = YreTo00 + TRETHKt + URETK, Where rreTa
~N(0, (52) and VU RETk NI\I(O7 ’Coo).
The portion of variance that occurs at the stock exchange level

is 16%, indicating that using HLM is appropriate in this case as
well.

(4c)

Conditional HLM. To estimate the relationship between innova-
tiveness and stock returns, the mediating role of change in large
investor’s stock holding (A LISH), and the moderating role of
the culture of a firm’s large investors, we estimate the follow-
ing simultaneous system of equations (in the interest of space,
we report our HLM in compact form):

;
ALISHf = ¥suo00 + ¥ srio INNOVy + Z Vsnso FIRM CULTy,
s=2

13
+>  Ysuso INNOVyy, x FIRM CULT},))
s=8

29 31
+3 VsuoCrie + > ¥ 50 BRANDING
s=14 s=30
42

+ Z ¥ stso TIMEfie + Tshm + Ushk,
s=32



Cillo et al

13

where

e INNOV is the residual term &yngxps from Equation 1
and represents unexpected innovativeness;

e [ represents the six variables that define the national
culture of the firm f’s large investor base. Each of them
is computed as described in the equation (FirmCULT);

e C represents the following time-varying variables:
number of previous new-to-the-market and incremen-
tal products, number of countries where the firm intro-
duced new products, variables about the institutional
context of these countries, and number of outstanding
stocks;

¢ BRANDING and TIME are as described in Equation
3b; and

e rsyrk and ugpi are as defined in Equations 4a and 4b.

We then employ the stock return response modeling
approach, an analytical tool to evaluate whether information
contained in a metric is associated with changes in stock returns
(Srinivasan and Hanssens 2019). We model abnormal returns
as a function of innovativeness, predicted change in large
investors’ stock holding from Equation 5 (A LISH};), and a set
of control variables:

Rexe = YreTooo + ¥V reT10 MKTRFfkt + ¥ RT20 SMBikt

+ Yrer30 HMLike + ¥ rera0 INNO Vi
21

+ YrersoA LISHg + Z YreTso Crit
s=6
23 34

+ Z Y rerso BRANDINGfy + Z Yretso TIMEfi
§=22 s=24

+ I'RET#t + URETk -

(6)
where Ry, MKTRF, SMB, and HML are defined in Equation
0, the other variables are as defined in Equation 5; rrereye and
uggtk are as defined in Equation 4c.

Results

We present the results in Table 3. In Model 1, we begin esti-
mating the relationship between innovativeness and large
investors’ stock holding change. In support of H;y,, we find a
positive association (b = .875, p < .05). This finding indicates
that increases in innovativeness are positively associated with
large investors buying more of a firm’s stocks.

In Model 2, we test for the moderation role of the culture of
the firm’s large investors on the innovativeness— large inves-
tors’ stock holding path. We find that this relationship becomes
stronger as the individualism (b = .610, p < .05), power dis-
tance (b = .478, p < .05), long-term orientation (b = .435,p <
.05), and indulgence (b = .880, p < .05) of the firm’s large
investors increases, in support of H,,, Hygp, Hep, and Hyy,
respectively. This relationship becomes weaker as the mascu-
linity of the firm’s large investors increases (b = —1.879, p <

.01), contradicting Hs,. We find no significant moderation
effect for uncertainty avoidance (b = —.357, p > .05; Hjp).
In Model 3, we estimate the direct innovativeness—stock
returns relationship. In support of the existing literature and
Hg, the relationship is positive (b = .169, p < .01). In Model
4, we add our mediator. We find that it is positively associated
with stock returns (b = .046, p < .01): the more stocks large
investors buy, the higher the stock returns. In addition, the
relationship between innovativeness and stock returns remains
significant (b = .125, p < .01), indicating that large investors’
stock holding only partially mediates the innovativeness—stock
returns relationship (Baron and Kenny 1986). To test for Ho,
which advocates an unconditional mediating role for large
investors’ stock holding, we run a bootstrap analysis with
1,000 resamples (Preacher and Hayes 2008). We explain this
analysis in detail in Web Appendix H. The mediated effect of
innovativeness on stock returns is equal to .028 (i.e., .88 X
.032). The bias-corrected confidence interval does not contain
zero, suggesting that large investors’ stock holding mediates
the innovativeness—stock returns relationship, in support of Hg.

Moderated mediation analysis. H,, maintains that the innovative-
ness—stock returns relationship is contingent on the cultural
characteristics of the firm’s large investors. To test for this,
we run a moderated mediation analyses, which we explain in
detail in Web Appendix H. We find that this relationship
increases as individualism, power distance, long-term orienta-
tion, and indulgence of the firm’s large investors increases, in
support of H;p,_, and H;g4_. This relationship becomes weaker
as the masculinity of the firm’s large investors increases, con-
tradicting H;o.. We find no significant moderation effect for
uncertainty avoidance (Hjoy).

Robustness Analyses

We control for possible endogeneity with Lewbel’s method.
We also control for change in number of outstanding stocks
rather than just the number. The results, reported in Web
Appendix I, are stable to the use of these alternate estimation
approaches.

Portfolio analyses: The moderating role of large investors’ cultural
variables in the direct innovativeness—stock returns relationship. We
check the robustness of the results using a portfolio approach
similar to Liu, Shankar, and Yun (2017) and Xiong and Bhar-
adwaji (2013). First, we divide the sample into two subsamples
according to the unexpected innovativeness. Each quarter, we
insert firms whose unexpected innovativeness is below (above)
the average unexpected innovativeness of the quarter in the low
(high) portfolio. We update the portfolio each quarter. We
calculate the average monthly abnormal stock returns
(AVMSR) in month t over N, firms in portfolio p as in Liu,
Shankar, and Yun (2017):

Np
AVMSR, = <Z AbnRit> / N,
1
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Table 3. Firm-Level Analysis: Results of the HLM Analysis.

Model | Model 2 Model 3 Model 4
DV: ALISH* DV: ALISH* DV: Stock Returns DV: Stock Returns

Intercept 480 (.395) 460 (.392) —.001 (.039) —.024 (.039)
ALISH? .046 (.008)***
Unexpected innovativeness (INN) 875 (.394)** .788 (.392)** 169 (.036)*** 125 (.037)**
Large investors’ (LI) individualism .307 (.096)*F* .232 (.098)**
LI uncertainty avoidance —.105 (.081) .006 (.084)
LI power distance .274 (.090)*** .155 (.093)*
LI masculinity —.726 (.139)%F* —.439 (.150)%**
LI long-term orientation .087 (.065) .057 (.066)
LI indulgence 533 (.126)%F* 327 (.134)**
INN x LI individualism .610 (.281y**
INN X LI uncertainty avoidance —.357 (.252)
INN x LI power distance A78 (.243)**
INN X LI masculinity —1.879 (.352)***
INN X LI long-term orientation 435 (.215)**
INN x LI indulgence .880 (.369)**
# new-to-the-market products in prior 3 years —.029 (.021) —.018 (.021) .002 (.002) .002 (.002)
# incremental products in prior 3 years 015 (.013) .013 (.013) .001 (.001) .001 (.001)
# countries —.065 (.169) —.045 (.169) 013 (.015) .022 (.015)
Market GDP 267 (157)* .268 (.156)* —.017 (.014) —.027 (.013)**
Market consumer expenditures —.011 (.013) —.011 (.013) .001 (.001) .001 (.001)
Market efficiency —.320 (.487) —.394 (.485) .037 (.043) .057 (.043)
Market infrastructure .128 (.474) 155 (471) .022 (.042) —.006 (.042)
Rule of law .836 (483)* 971 (A481)** —.015 (.043) —.033 (.043)
Consumer conservatism —3.983 (1.590)** —4.028 (1.582)** .009 (.141) 202 (.144)
Consumer affective autonomy —.922 (.976) —.910 (.969) —.244 (.088)*** —.220 (.087)**
Consumer intellectual autonomy —1.191 (1.783) —1.642 (1.783) —.053 (.158) .054 (.157)
Consumer hierarchy —3.768 (1.06)*+* —3.829 (1.062)%** —.118 (.096) .064 (.101)
Consumer mastery 6.528 (1.846)** 7.107 (1.852)%** 239 (.166) —.110 (.176)
Consumer harmony 2.669 (1.696) 2.641 (1.705) .002 (.151) —.108 (.151)
Consumer egalitarian commitment —.513 (277)* —.510 (.275)* .049 (.024)** .066 (.024)**+*
Corporate branding .107 (.267) 119 (.265) —.039 (.028) —.045 (.027)*
House of brands .279 (.208) .306 (.206) —.025 (.023) —.039 (.023)*
# outstanding shares —.004 (.003) —.003 (.003) —.001 (.001) —.001 (.001)
Market returns 434 (067)%F* 435 (.067)*+*
SMB .182 (.154) 167 (.153)
HML 260 (.156)* .248 (.154)
Firm’s country random effects 1.6le-11 43le-12 .072 .071
Errors 3.75 3.72 .343 .330
—Log likelihood 4,427.567 4,412.834 53.120 515.080
Akaike information criterion 8,931.133 8,913.669 113.242 1,102.179

#p < 10, #p < 05, Fp < 01,
?Change in large investors’ stock holding.

Notes: DV = dependent variable. Quarter, year, and stock index dummies included.

We find that the average monthly abnormal stock returns for
the high-innovativeness portfolio is .09, whereas it is —.01 for
the low-innovativeness portfolio. A t-test reveals that this dif-
ference is significant (t-test = —5.37, p < .001).

Next, to test for the moderating effects of cultural variables,
we construct two portfolios within each innovativeness sub-
sample. For instance, for individualism, we divided firms in
each sample according to the median value of individualism of
the large investors’ base in each quarter. We thus create four
portfolios: low/high innovativeness and low/high individual-
ism. We then compare the stock returns of low- versus high-
individualism portfolios when innovativeness is low and when

innovativeness is high. We adopt the same logic for the other
cultural dimensions.

We report the results of the one-tailed t-test comparisons in
Web Appendix J. In the low- and high-innovativeness subsam-
ples, stock returns are always significantly higher in port-
folios of firms with high individualism, uncertainty
avoidance, power distance, long-term orientation, and
indulgence than in the portfolios in which the cultural
dimensions are low. Low-masculinity portfolios have
higher returns than high-masculinity portfolios in the high-
innovativeness subsample, in support of the finding that mas-
culinity negatively moderates the innovativeness—stock returns
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relationship. In the low innovativeness portfolio, the opposite
effect occurs.

Portfolio analyses: The large investors’ stock holding—stock returns
relationship. Adopting a similar logic, we split the sample into
three subsamples: (1) sell portfolio, which includes all firms
that experienced a negative change in the large investors’ stock
holding in the quarter; (2) no change; and (3) buy portfolio,
which includes all firms that experienced a positive change in
the large investors’ stock holding in the quarter. We find that
abnormal returns are lower for the sell portfolio (.002) than for
the no-change portfolio (.007), but the difference is not signif-
icant (t = .22, p > .10). The stock returns of the buy portfolio
(.07) are higher than both the no-change (t = —2.40, p < .01)
and sell (t = —1.69, p < .05) portfolios. Thus, we find support
that the changes in large investors’ stock holdings are related to
stock returns.

Discussion

Theoretical Implications

This work contributes to the marketing—finance interface liter-
ature by clarifying for which investors, how, and under what
conditions innovativeness is associated with stock holding and
stock returns. Historically, this literature was created to show
the existence of a direct link between marketing and firm value.
Having convincingly done that, the literature has advanced
toward a more granular understanding of how this link oper-
ates. For instance, Warren and Sorescu (2017) denote the role
of new investors, who increase demand for a firm’s stock. We
expand the literature by highlighting the critical role of large
investors and their culture.

How does the innovativeness—stock returns relationship occur? The
role of large investors. Prior marketing literature has identified
increased demand for a firm’s stock (Warren and Sorescu
2017) and constrained supply of stock by current investors
(Xiong and Bharadwaj 2013) as the drivers of stock market
response to marketing actions. However, no study has investi-
gated how each investor makes stock holding decisions in
response to marketing actions. This is probably because the
marketing literature has considered all investors to be homo-
genous and equally important. By adopting an investor-level
perspective, we identify a segment of investors (i.e., large
investors) influential enough to convey the effect of marketing
to the stock market. Furthermore, we begin to shed light on
differences across large investors in their stock holding deci-
sions related to innovativeness. We intend this as an initial
theoretical step to get at the root causes of how marketing
actions create value in the stock market. Future research should
identify other factors.

Under what conditions does the innovativeness—stock returns
relationship occur? The role of culture. We extend the market-
ing—finance interface literature by advancing a cultural per-
spective. We develop a theoretical framework consistent with

the reality of many firms, whose investor base is heterogeneous
in terms of national culture. Our results caution against the
traditional wisdom that all investors positively evaluate inno-
vativeness and that higher innovativeness is always associated
with increased firm value in the stock market. Reality is more
nuanced, in the sense that some large investors sell stocks when
firms increase their innovativeness. At the firm level, this
means that the stock market response may be negative if the
firm has many large investors from cultures that do not value
innovativeness. For instance, when masculinity among large
investors is too high, the innovativeness—stock returns rela-
tionship is negative. Thus, we identify the national culture of a
firm’s large investors as a key boundary condition in the
innovativeness—stock returns relationship. Notably, we find
that these moderation effects occur in North American, Eur-
opean, and Asian stock exchanges, even after we control for
possible heterogeneity across exchanges. To the best of our
knowledge, this is the first study to show how the cultural
composition of a firm’s large investor base magnifies or
dilutes the value that marketing creates in the stock market.
Because the investor base is becoming increasingly heteroge-
neous, in terms of nationalities, future research should
account for this heterogeneity.

Collectively, our findings provide a reframing of future
research in the marketing—finance interface literature from the
question of whether a marketing action or asset increase firm
value in the stock market to a more complex set of questions:
How and under what conditions does marketing create value in
the stock market, and for which investors does this occur?

Managerial Implications

Which investors matter? The relevance of large investors. Managers
spend a considerable amount of time meeting with general
investors (Srinivasan and Hanssens 2009) and selectively pro-
viding information to some of them in private meetings at
public conferences, investors’ offices, and firms’ headquarters
or manufacturing facilities (Bushee, Gerakos, and Lee 2018;
Solomon and Soltes 2015). The commitment to meeting with
investors is observed in the United States (Bushee, Gerakos,
and Lee 2018), Europe (Barker et al. 2012), and China (Cheng
et al. 2018). Our findings indicate to marketing managers that
large investors are a key segment to nurture and communicate
with, in relation to the innovativeness of a firm’s offerings.
Our analysis reveals that communication to large investors
is critical when it comes to the innovativeness of the firm’s
portfolio of new products. When new products are launched,
there is high uncertainty about their performance, especially if
they are innovative (Srinivasan et al. 2009). Initially, investors
react without a full understanding or knowledge of consumer
response. To increase the returns from innovativeness, it is very
important for firms to manage this uncertainty phase by craft-
ing proper communications to large investors. Our findings
identify the need to (1) segment large investors and (2) position
innovativeness differently in each segment. Traditionally, mar-
keting strategy has been about segmenting, targeting, and
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positioning products to customers. The marketing—finance
interface literature has added investors to the picture. We con-
tribute to this literature by bringing to light an important stra-
tegic role for marketing in helping firms navigate the stock
market: managers should apply to investors the segmentation,
targeting, and positioning concepts traditionally adopted for
customers.

Segmenting large investors. We find that large investors are het-
erogeneous in their preferences toward innovativeness.
Because we find that culture is one possible explanation for
these differences, we propose culture as a key criterion with
which to segment large investors. This is an important implica-
tion for managers because stock markets are becoming more
global, and a firm’s large investor base is increasingly hetero-
geneous in terms of culture. Heterogeneity in large investors’
culture, and thus in preferences for innovativeness, makes it
difficult for firms to cater to the conflicting demands of its large
investors through a one-size-fits-all communication strategy
about innovativeness. Instead, managers must target large
investors from different countries with ad hoc positioning of
innovativeness, consistent with the cultural specificities of each
investor.

Positioning innovativeness to large investors. We suggest that
managers adopt a three-step procedure. First, they should
investigate how each Hofstede dimension influences the inno-
vativeness—stock holding relationship. To facilitate this effort,
Table 4 reports the relationship by each cultural dimension for
each country. The first row of the table shows when the inno-
vation—stock holding relationship is positive and the second
row shows when it is negative. Numbers in between these
scores do not influence the relationship. The block following
these two rows shows each country’s scores. For example,
firms interacting with large investors in Brazil can expect the
innovativeness—stock holding relationship to be positive given
the scores of individualism (38), uncertainty avoidance (76),
power distance (69), masculinity (49), and indulgence (59). In
all, five of the six cultural dimensions indicate that innovative-
ness should produce a strong stock holding response (see Table
4). In this way, managers can easily identify, for each investor,
which cultural dimensions depress the positive role of
innovativeness.

Second, managers should position innovativeness to large
investors in each country to reflect the impact of cultural val-
ues. In making our predictions about large investors’ response
to innovativeness, we relied on investors’ typical perception of
innovativeness as a means to stand out, create inequities in the
market, and signal commitment to long-term competitive
advantage. We find that this typical perception of innovative-
ness conflicts with some cultural values, leading some large
investors to sell stocks of innovative firms. To soften the neg-
ative effects of the cultural values that work against innova-
tiveness, we suggest that managers adapt the positioning of
innovativeness according to the scores of each cultural

dimension. Table 5 reflects our recommendation to managers
based on our empirical analysis, which we summarize next.

Individualism. For large investors who score higher than 36,
managers should position innovativeness as a way to stand out
in the market. Large investors who score below 36 should not
receive any special positioning strategies.

Uncertainty avoidance. Large investors who score below 30 tend
to look for novel and less predictable situations (Steenkamp,
Ter Hofstede, and Wedel 1999). For these investors, managers
should present innovativeness as a way to create instability in
the market. For large investors who score above 55, managers
should position innovativeness as a way to secure the prosper-
ity of the firm. Large investors who score between 30 and 55
should not receive any special positioning strategies.

Power distance. Large investors who score 52 or below prefer an
equal distribution of power. For these investors, managers
should position innovativeness as a way for the firm to level
the field by reducing the gap with competitors. For large inves-
tors who 62 or above, managers should emphasize that innova-
tiveness would help the firm stand out in the market and create
inequity among firms and consumers. Large investors who
score between 53 and 61 should not receive any special posi-
tioning strategies.

Masculinity. For large investors who score below 50, managers
should explain how new products contribute to the overall
welfare of society, which is what concerns these investors.
Large investors who score above 67 value prestige and control,
so managers should position innovativeness as a means for the
firm to reach worldwide recognition as a leader. Large inves-
tors who score between 50 and 67 should receive no special
positioning.

Long-term orientation. Large investors who score below 32 pre-
fer the status quo and are suspicious toward societal changes.
For these investors, managers should position innovativeness
as a necessary means for the firm to keep the status quo in the
market. For large investors who score above 76, innovativeness
should instead be positioned as an agent of change. Large
investors who score between 32 and 76 should not receive any
special positioning strategies.

Indulgence. Large investors who score 30 or below believe that
people should focus on maintaining social norms more than
pursuing their own desires. For these investors, managers
should position innovativeness as a market law that the firm
is forced to comply with to survive in the market. For large
investors who score above 45, managers should position inno-
vativeness as an arbitrary choice to satisfy personal enjoyment.
Large investors who score between 31 and 45 should not
receive any special positioning strategies.

The third and final step is to position innovativeness to each
large investor in a manner that is consistent with his or her
scores across all six dimensions. Take the case of a Chinese
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Table 4. Hofstede Dimensions and the Innovativeness— Stock Holding Change Relationship.

IND UA PD MASC LTO INDULG
When the innovativeness—stock holding
change relationship is negative... <30° <52° >67° <32° <30°

Number of cultural

When the innovativeness—stock holding dimensions strengthening
change relationship is positive... >36° >557 >62% <507 >76° >45° vs. weakening the relationship
Country
Angola 18 60* 83* 20° I5° 83? 4vs. |
Argentina 46 86° 49° 56 20° 62° 3vs.2
Australia 90° 51 38° 61 21° 71° 2vs.2
Austria 55° 70° 1° 79° 60 63° 3vs.2
Bangladesh 20 60" 80° 55 47 20° 2vs. |
Belgium 75 94° 65° 54 82° 57° 5vs. 0
Belgium (Flemish) 78° 97% 6l 43° 3vs. 0
Belgium (Walloons) 72* 93? 67° 60 3vs. 0
Brazil 38* 76* 69° 49° 44 59° 5vs. 0
Bulgaria 30 85% 70° 40° 69 16° 3vs. |
Canada 80° 48 39° 52 36 68° 2vs. |
Canada (Quebec) 73° 60" 54 45° 3vs. 0
Cape Verde 20 40 75° 152 12° 83? vs. |
Chile 23 86* 63° 28* 31° 68° 4vs. |
China 20 30 80* 66 87% 24° 2vs. |
Colombia 13 80* 67° 64 13° 83? 3vs. |
Costa Rica 15 86 35° 21° 2vs. |
Croatia 33 80* 73? 40° 58 33 3vs. 0
Czech Republic 58* 74° 57 57 70 29° 2vs. |
Denmark 74 23° 18° 16 35 70° 3vs.2
Dominican Republic 30 45 65° 65 13° 54 2vs. |
Ecuador 8 67% 78 63 2vs. 0
Egypt 25 80° 70° 452 7° 4P 3vs.2
El Salvador 19 94* 66° 40° 20° 89° 4vs. |
Estonia 60° 60° 40° 30° 82 16° 4vs.2
Ethiopia 20 55 70* 65 lvs. 0
Finland 63° 59° 33° 26° 38 57° 4vs. |
France 717 86" 68* 43? 63 48* 5vs. 0
Germany 67% 65% 35° 66 83* 40 3vs. |
Ghana 15 65% 80* 40° 4° 72 4vs. |
Greece 35 112? 60 57 45 50* 2vs. 0
Guatemala 6 99* 95% 37° 3vs.0
Honduras 20 50 80* 40° 3vs. 0
Hong Kong 25 29° 68° 57 6l 17° I vs. 2
Hungary 80° 82° 46° 8g° 58 31 2vs.2
India 48* 40 77" 56 51 26° 2vs. |
Indonesia 14 48 78° 46* 62 38 2vs. 0
Iran 41 59° 58 43 14° 40 3vs. |
Iraq 30 85° 952 70° 25° 17° 2vs. 3
Ireland 70 35 28° 68° 24° 65° 2vs.3
Israel 54° 8l? 13° 47° 38 3vs. |
Italy 76* 75° 50° 70° 6l 30° 2vs.3
Japan 46? 92* 54 95° 88* 42 3vs. |
Jordan 30 65° 70° 45* 16° 43 3vs. |
Kenya 25 50 70° 60 I vs. 0
Kuwait 25 80* 90° 40° 3vs. 0
Latvia 70° 63* 44° 9 69 13° 3vs.2
Lebanon 40° 50 75° 65 14° 25° 2vs.2
Libya 38 68° 80° 52 23° 34 3vs. |
Lithuania 60° 65° 42° 19 82° 16° 4vs.2
Luxembourg 60° 70° 40° 50 64 56° vs. |
Malawi 30 50 70° 40° 2vs. 0
Malaysia 26 36 104° 50 41 57% 2vs. 0

(continued)



18

Journal of Marketing XX(X)

Table 4. (continued)

IND UA PD MASC LTO INDULG
When the innovativeness—stock holding
change relationship is negative... <30° <52° >67° <32° <30°

Number of cultural

When the innovativeness—stock holding dimensions strengthening
change relationship is positive... >36% >557 >62% <50° >76% >45% vs. weakening the relationship
Malta 59* 96? 56 47* 47 66° 4vs. 0
Mexico 30 82° 8I° 69° 24° 97° 3vs.2
Morocco 46 68° 70° 53 14° 25° 3vs.2
Mozambique 15 44 85° 38° I 80° 3vs. |
Namibia 30 45 65° 40* 35 2vs. 0
Netherlands 80° 53 38° 14* 67 68° 3vs. |
New Zealand 79 49 22° 58 33 75° 2vs. |
Nigeria 30 55 80° 60 13° 84* 2vs. |
Norway 69° 50 31 8 35 552 3vs.0
Pakistan 14 70° 55 50 50 | vs. 0
Peru 16 87° 64* 422 25° 46 4vs. |
Philippines 32 44 94° 64 27° 42 2vs. |
Poland 60 93? 68? 64 38 29° 3vs. |
Portugal 27 104 63° 31° 28° 33 4vs. |
Puerto Rico 27 38 68? 56 19° 99° 2vs. |
Romania 30 90? 90? 42 52 20° 3vs. |
Russia 39° 95° 93° 367 8lI® 20° 4vs. |
Saudi Arabia 25 80° 95?2 60 36 52° 3vs.0
Senegal 25 55 70° 45 25° 2vs. |
Serbia 25 92° 86 43* 52 28° 3vs. |
Singapore 20 g° 74 48* 72 46* 3vs. |
Slovak Republic 52° 51 104 1o° 77 28° 3vs.2
Slovenia 27 88? 717 19% 49 48 4vs. 0
South Africa 65° 49 49° 63 34 63? 2vs. |
South Korea 18 852 60 39° 100* 29° 3vs. |
Spain 512 86° 57 422 48 44 3vs.0
Sweden 712 29° 31 52 53 78° 3vs. |
Switzerland 68° 58° 34° 70° 74 66° 3vs.2
Switzerland (French cantons) 64* 70° 70° 58 3vs.0
Switzerland (German cantons) 69" 56* 26° 72° 2vs.2
Syria 35 60° 80° 52 30° 2vs. |
Taiwan 17 69 58 45* 93? 49 4vs. 0
Tanzania 25 50 70% 40 34 38 2vs. 0
Thailand 20 64 64° 347 32 45 3vs.0
Trinidad and Tobago 16 55 47° 58 13° 80° I vs. 2
Turkey 37t 85* 66° 45° 46 49* S5vs. 0
Ukraine 25 952 92 27 55 18° 3vs. |
United Arab Emirates 25 80? 90? 50 2vs. 0
United Kingdom 89* 35 35° 66 51 69° 2vs. |
United States 9I° 46 40° 62 26° 68° 2vs. 2
Uruguay 36° 100° 6l 38° 26° 53° 4vs. |
Venezuela 12 76* 8lI® 73° 16° 100* 3vs.2
Vietnam 20 30° 70 40° 57 35 2vs. |
Zambia 35 50 60 40* 30° 42 I vs. |

?Indicates that the cultural dimension strengthens the innovativeness—stock holding change relationship. ®Indicates that the cultural dimension weakens it.

investor. Her scores on individualism (20), uncertainty
avoidance (30), and masculinity (66) require no special
positioning; her scores on long-term orientation (87), indul-
gence (24), and power distance (80) indicate that innova-
tiveness should be positioned as an agent of change and a
market law that a firm is forced to comply with to create
inequity among consumers. Managers can adopt a similar

approach to position innovativeness to each large investor
from any culture.

A rationale behind diverse returns to innovativeness. Our findings
provide managers with a better understanding of how innova-
tiveness plays out in the stock market, which can help manag-
ers defend the value of their innovation investments in front of
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Table 5. Managerial Recommendations for Positioning Innovativeness to Large Investors.

Recommended Culture Value Position to Large Investors

Score Is Below Noted Level

Score Is Above Noted Level

Individualism®
Uncertainty avoidance Create instability in the market.
Value scores <30.
Power distance
Value scores <52.
Masculinity
Value scores <50.
Long-term orientation Keep the status quo.
Value scores <32.
Indulgence
to abide to in order to survive.
Value scores <30.

Level the field by reducing the gap with competitors.

Contribute to the overall welfare of society.

Comply with a market law that the firm is forced

Stand out in the market.

Value scores >36.

Secure the prosperity of the firm.

Value scores >55.

Create inequity among firms and consumers.

Value scores >62.

Reach worldwide recognition as a leader and
dominant force in the market.

Value scores >67.

Be an agent of change.

Value scores >76.

Satisfy personal enjoyment through an arbitrary choice.

Value scores >45.

?Individualism is the only dimension of Hofstede’s framework that never weakens the innovativeness—stock holding change relationship.

board members, especially when stock performance is subpar.
Previous marketing studies have shown that firms act in
response to stock market reactions (Chakravarty and Grewal
2011; Mizik 2010; Wies and Moorman 2015). This responsive-
ness to stock market feedback is one of the major concerns
about public companies, which are frequently blamed for cut-
ting innovation investments to meet investors’ short-term
demands. Managers who experience lower-than-expected
returns from innovativeness may be tempted to reduce future
investments in innovation. We warn managers that stock mar-
ket performance below expectations might be due to a nonfa-
vorable composition of the large investor base. Differences in
the cultures of large investors may explain, over time, the
variation in stock returns as well as cross-sectional differences
with competitors that have a new product portfolio with similar
innovativeness yet reap greater benefits simply because they
have a more favorable large investor base.

Timing innovativeness. Moorman et al. (2012) report that
some firms artificially delay the introductions of innova-
tions to satisfy stock markets, even at the expense of sales
in product markets. We suggest that managers carefully
assess the percentage of stocks held by large investors and
the culture of these investors to identify the most appro-
priate moment that maximizes stock returns from innova-
tiveness. A firm could time the innovativeness of its new
product portfolio depending on the composition of its large
investor base. Echoing Moorman et al., we warn managers
that it is not possible to delay new product introductions
for too long, as this hurts customer perceptions of firm
innovativeness. In this regard, marketing plays a funda-
mental role to help firms find the optimal balance between
the desire of maximizing stock price and the necessity of
preserving customer assets, which are fundamental to
long-term performance.

Limitations and Further Research

Although this study presents new insights, it is not without
limitations. First, we examine product innovations only. Pro-
cess innovations are also important. Although in the food and
beverage industry some of the process innovations result in
new product innovations (and thus, we indirectly account for
them), we have no data about “internal” process innovations
that result in cost efficiency. Future research could complement
our study by analyzing process innovation.

Second, innovativeness is not the only marketing action
that influences stock market performance. Future research
could investigate how other marketing actions influence stock
holding decisions of large investors. Third, consistent with
many marketing studies (e.g., Petersen, Kushwaha, and
Kumar 2015), we restrict our examination of investor culture
to Hofstede’s framework. Future research could use alterna-
tive approaches to national culture, such as Inglehart’s (Steen-
kamp and Geyskens 2014). In addition, we focus on the
culture of large investors. Future research could investigate
the interaction between large investors’ and small investors’
culture. In particular, it could investigate how small investors
from various cultures mimic the stock holding decisions of
large investors.

Fourth, future research could identify other mediators of the
innovativeness—stock holding relationship, such as higher
price/earnings ratio. Fifth, we study just one industry. Prior
research has highlighted two industry factors that may influ-
ence our findings. Consumers are more prone to accept innova-
tion in industries with intense competition on innovation
(Gielens and Steenkamp 2007). Thus, innovativeness may play
a larger role in these contexts than in ours. In addition, Rubera
and Kirca (2012) argue that investors are less sensitive to inno-
vativeness in contexts in which innovations are frequently
introduced (e.g., high-tech industries). Future research is
needed to investigate the generalizability of our findings to
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other contexts. Finally, our research is limited to large individ-
ual investors. However, many large investors are institutional
funds, whose culture may be more difficult to measure. Future
research could investigate whether the national culture of a
fund’s managers influences institutional investors’ response
to innovativeness similarly to what we report for large individ-
ual investors.
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