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Abstract 

Jansson, Andreas (2007). Collective Action Among Shareholder Activists. Acta 
Wexionensia No 126/2007. ISSN: 1404-4307, ISBN: 978-91-7636-573-1. Writ-
ten in English. 

This study addresses the problem of explaining the emergence and viability of 
coalitions among shareholder activists. The formation of coalitions for purposes 
of shareholder activism is generally unexpected from a theoretical perspective. 
Potential shareholder activists typically rely on the exit mechanism rather than 
becoming actively involved in the governance of corporations, and they tend to 
be in a prisoner’s dilemma type of situation, which has a non-co-operative out-
come. Moreover, unless co-operation can be expected from others, no individual 
shareholder will make costly contributions to a coalition. Still, minority share-
holder coalitions exist. The purpose of this study is to develop a model that ac-
counts for the emergence and viability of minority shareholder coalitions. 

Two ideal-typical minority shareholder coalitions are developed: the offensive 
minority shareholder coalition, and the defensive minority shareholder coalition. 
These are based primarily on contractual theory (transaction cost economics, 
agency theory and property rights theory) and take form under the assumption 
that economic ends alone motivate actors. The offensive minority shareholder 
coalition emerges to seize an opportunity to increase share price by means of 
voice; it is led by a coalitional entrepreneur who carries all costs, thereby induc-
ing co-operation from passive shareholders. The defensive minority shareholder 
coalition emerges to safeguard the members’ investments from risks of expro-
priation, which arise from increasing costs of using the exit mechanism; it is 
characterised by widespread active participation, since free riding further in-
creases the risk of being expropriated. 

The model integrates the ideal types with results from three case studies of mi-
nority shareholder coalitions. These case studies show that under certain condi-
tions, coalition members act as if they consider the effects of their actions on 
their reputation within networks of shareholders; this has implications for a coa-
lition’s emergence and viability. The case studies further show that controlling 
shareholders, under certain circumstances, will tend to act as if they consider the 
effects of their actions on their public image as perceived by relevant (present or 
future) stakeholders; this places a shareholder coalition in a different bargaining 
position. 

Keywords: Shareholder activism, collective action, minority shareholders, cor-
porate governance. 
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1. Introduction 

1.1 Background 

Swedish media reported in 2001:  

Guerrillas of small private investors are the next big trend on the 
equity market. In corporations such as Pricer and Consilium, 
smaller shareholders have joined forces and are now demanding 
board positions, and in Academedia and Duroc, they are closely 
monitoring management. ‘This is a sign of health. What we see 
now is only the beginning,’ says Gunnar Ek, Swedish Association 
of Share Investors [Aktiespararna]. (E24, 2001; my translation 
from Swedish) 

To date, the trend of minority shareholders forming coalitions has not taken off 
to any significant extent; these ’guerrillas’‘ are rare. A search of Swedish busi-
ness press databases covering the years 1999-2005 rendered only a handful of 
examples of minority shareholders forming coalitions in order to jointly bring 
about corporate change.1 Yet in the case of Pricer, a large number of minority 
shareholders, tied together by proxy-statements, collectively became the com-
pany’s largest shareholder. For several months they attempted to force changes 
in both the board of directors and management. The business press described this 
process more or less as a power struggle between this group and the company’s 
single largest shareholder. This is the notion reflected by the use of the metaphor 
‘guerrilla’ in the quotation above. At Consilium, three minority shareholders 
formed a consortium and were for many years in an ongoing dialogue with the 
largest owner of the corporation. They tried to voice suggestions on corporate 
strategy and to monitor the progress of corporate activities more closely. These 
are examples of unexpected and interesting disruptions in the everyday govern-
ance of publicly traded corporations, disruptions that beg an explanation. 

These outbursts of minority shareholders collectively attempting to influence 
targeted corporations can be seen alongside a trend of more widespread share-
holding in Sweden. In recent decades, interest in corporate shareholding has in-
creased significantly. This has been reflected in annual turnover on the Stock-

––––––––– 
1 This search procedure is described in chapter 4. 
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holm Stock Exchange (SSE). In 1974, the turnover was SEK 2 billion; by 1986, 
it had increased to SEK 144 billion. Turnover peaked in 2000 at SEK 4,455.9 
billion, and while the number of traded shares more than doubled, it decreased to 
SEK 2701.8 billion in 2002, due largely to dramatic contractions of equity values 
(data from Stockholmsbörsen). Swedes’ growing interest in investments in cor-
porate shares has also been reflected in the media, which are paying greater at-
tention to such matters as financial statements. This increased attention seems 
especially marked since the equity market boom of the late 1990s.  

As shown in Figure 1.1, the percentage of the Swedish adult population that 
owns equities has more than doubled the past two decades. In 2003, 84% of the 
adult population owned equity in some form. The causes underlying this dra-
matic increase in equity ownership are many, but the salient causes seem to be an 
increased channelling of funds from the pension system into the equity market 
and a dramatic increase of household savings being invested in mutual funds and 
corporate shares rather than in alternative forms of savings. This is possibly due 
to a general attitude change towards equity ownership. In 2003, 64% of Swe-
den’s adults claimed that they owned equity by means of the pension system, 
54% claimed that they owned shares in mutual funds, and 44% claimed that they 
owned shares directly in one or more corporations (TEMO, 2003). The stock 
market and the corporations traded there have become objects of direct economic 
concern for almost the entire population. Against this background, why are such 
coalitions not more prevalent? 
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Figure 1.1. Equity ownership among the adult Swedish population, 1984-2003. Source: 
TEMO (2003) 

The subject of this study is minority shareholder coalitions. One way in which 
the Oxford English Dictionary defines a coalition is as an “alliance for combined 
action of distinct parties, persons, or states, without permanent incorporation into 
one body.” The type of coalition being explored in this study can analogously be 
described as an alliance of minority shareholders for combined action vis-à-vis 
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insiders2 of a targeted corporation. A minority shareholder coalition can be seen 
as a bundle of different resources brought together for a particular purpose. 
These resources include not only the participating shareholders’ voting rights, 
but also management resources needed to co-ordinate the coalition members and 
execute their collective will. For purposes of this study, a shareholder coalition is 
referred to as viable if its members continue to supply the resources that it needs 
to be functional.  

The coalitions examined in this study are further characterised by the fact that at 
least one of the resources brought to the coalition – generally its management re-
sources – is supplied only at significant cost. This makes the coalition unex-
pected and problematic from a theoretical perspective, thus begging an explana-
tion. A simpler type of coalition might, for example, derive from a spontaneous 
voting agreement made at a general meeting. To the extent that neither party to 
the agreement has to make a significant sacrifice (in terms of, say, time required 
to persuade other shareholders) to organise support, securing voting agreement is 
not problematic in the same sense as with the more costly coalitions examined in 
this study. Empirically, coalitions that consist mainly of private investors and 
have received attention in the press are studied.3

If minority shareholders are dissatisfied with some aspect of a corporation in 
which they own shares, they typically choose to sell their shares rather than 
voice the dissatisfaction (Hedlund et al., 1985). For that reason it seems justifi-
able to regard minority shareholder coalitions as interesting disruptions of the 
normal order, and instinctively one might ask why investors occasionally act in 
this way. In the remainder of this chapter, the argument that economic theory 
does a good job in explaining why these coalitions are rare, but that it needs 
elaboration to explain their emergence and viability is set out. Through such 
elaboration, more can be learned not only about these coalitions, but also about 
the normal state of affairs in publicly traded corporations and the equity market. 
The study of minority shareholder coalitions should thus be seen both as the 
study of an interesting, yet in the aggregate perhaps not too important (other than 
for the involved actors) activity, and as an opportunity for learning about the 
normal state of affairs. 

First, however, a brief digression into the mechanisms of governance of the pub-
licly traded corporation serves to provide background and context regarding mi-
nority shareholder coalitions. 

––––––––– 
2 The term ‘corporate insiders’ is used to designate senior managers, board members and sharehold-

ers with direct board representation. 
3 The potential limitations of the study results due to the nature of the empirical material are dis-

cussed in chapter 4.
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1.2 Mechanisms of Governance of the 
Publicly Traded Corporation

From a general perspective, theoretical problems relating to the publicly traded 
corporation arise when ownership of corporate securities becomes separated 
from control over the capital those securities represent. Particularly well ana-
lysed is the relationship between financiers, in the form of equity and debt hold-
ers, and corporate insiders, in the form of management and board of directors 
(e.g., Jensen & Meckling, 1976; Fama, 1980; Fama & Jensen, 1983a, 1983b; 
Williamson, 1996). The problems associated with the separation of equity own-
ership and control have been debated at least since the 18th century on the 
grounds that an intrinsic conflict of interest exists in this type of arrangement 
(Collin, 1990). Adam Smith in The Wealth of Nations summarises what is 
deemed problematic with this configuration in an oft-cited passage on the joint-
stock companies used in the shipping industry of those days: 

The directors of such companies, however, being the managers 
rather of other people’s money than of their own, it cannot well be 
expected, that they should watch over it with the same anxious 
vigilance with which the partners in a private copartnery fre-
quently watch over their own. Like the stewards of a rich man, 
they are apt to consider attention to small matters as not for their 
master’s honour, and very easily give themselves a dispensation 
from having it. Negligence and profusion, therefore, must always 
prevail, more or less, in the management of the affairs of such a 
company. (Smith, 1776/1966: 229) 

An important factor behind these hazards of ‘negligence and profusion’ is 
asymmetrical information. While minority shareholders are given virtually free 
access to large quantities of data on corporate activities generated by such means 
as accounting processes, disclosure is never complete. Corporate insiders have 
opportunities to be selective in what is reported. Moreover, minority sharehold-
ers are given few means to verify the information they receive, which gives cor-
porate insiders further potential for self-dealing. Conflicts of interest and infor-
mation asymmetry would not necessarily be problems if it were not for the 
sneaking suspicion that corporate insiders are opportunists.  

Hobbes’ Leviathan offers a seminal analysis on the implications of opportunism 
for contracting in general, and it holds lessons also for the publicly traded corpo-
ration:  

If a covenant be made wherein neither of the parties perform pres-
ently, but trust one another, in the condition of mere nature (which 
is a condition of war of every man against every man) upon any 
reasonable suspicion, it is void: but if there be a common power 
set over them both, with right and force sufficient to compel per-
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formance, it is not void. For he that performeth first has no assur-
ance the other will perform after, because the bonds of words are 
too weak to bridle men’s ambition, avarice, anger, and other pas-
sions, without the fear of some coercive power; which in the condi-
tion of mere nature, where all men are equal, and judges of the 
justness of their own fears, cannot possibly be supposed. (Hobbes, 
1651: chXIV) 

A short version of Hobbes’ analysis is that promises cannot be trusted in rela-
tionships where conflicts of interest are at hand. This is one of the premises be-
hind most concerns about the hazards of the separation of ownership and control 
in publicly traded corporations. Expressed in a different way, a promise made by 
someone who does not have incentives to keep it represents a commitment that is 
not credible and, therefore, not likely viable (Ostrom, 1990). Hobbes’ proposed 
solution to this problem was to have a strong state – a Leviathan – serve as en-
forcer, thereby enabling credible commitments to covenants.  

While the state certainly has an important role in enforcing contracts in the con-
temporary world, more recent literature that incorporates the risks of opportunis-
tic behaviour in the analysis of contracts has downplayed this role. Instead, it has 
turned attention more to the workings of alternative mechanisms that produce 
disincentives to opportunism and thus allow parties to commit credibly to cove-
nants (cf. Williamson, 1985). 

While this may seem a cynical point of departure, cautionary measures to pre-
vent opportunistic behaviour in the publicly traded corporation are important in 
thought and practice. The desire to control opportunism help explaining, for ex-
ample, the rise of the institution of auditing, which counteracts selective report-
ing and allows for independent verification of accounting data (Watts & Zim-
merman, 1986). Bearing in mind perils of opportunism paired with outside 
shareholders’ limited ability to make use of state authority to protect their inter-
ests (e.g., because judicial processes tend to be time consuming and therefore 
costly to parties involved), a key question behind research on the publicly traded 
corporation has been: Why has the corporate form survived as a viable structure 
for organising a business venture (e.g., Jensen & Meckling, 1976; Fama, 1980)? 
If it were not an efficient form, surely some other way of organising business 
ventures would emerge to replace it.  

In the publicly traded corporation, most shareholders entrust capital without de-
voting significant resources towards monitoring or controlling its management. 
In fact, they typically do not have access either to formal contractual means or to 
other avenues of direct influence (Berle & Means, 1932/1991). Yet, the publicly 
traded corporation has been remarkably successful as a form for organising large 
firms.  

Apparently, some mechanisms exist to align the interests of corporate insiders 
with those of outside shareholders, committing the insiders to act in the interests 
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of outsiders in a sufficiently credible manner for outsiders to place funds under 
their management. The identification and assessment of such mechanisms has 
been the subject matter for a large stream of research concerned with corporate 
governance, so much is known about the issue. Theoretical and empirical work 
shows that an array of mechanisms operate to control corporate insiders from 
behaving opportunistically and pursuing private interests that conflict with those 
of the outside shareholders. Examples include market-based mechanisms such as 
competition on the managerial labour market and the market for corporate con-
trol (Fama, 1980; Alchian & Demsetz, 1972). These are complemented by or-
ganisationally based mechanisms such as monitoring by the board of directors 
and other internal checks and balances (Fama & Jensen, 1983b). Outside share-
holders indirectly control the management of the equity investment via trading 
on the equity market. The value of the equities is set there, and this sends signals 
to insiders and to the labour market for managers and directors; managers and di-
rectors who fail to respond to these signals may be discharged at a hostile take-
over induced by a low price of a firm’s shares (Fama, 1980). Thus, it is argued, 
maximised returns on invested equity, which presumably are the interest of out-
side shareholders, also become a strong incentive for corporate insiders. 

The role ascribed to minority shareholders (who are typically outsiders) in corpo-
rate governance is usually this indirect role of affecting share price (e.g., Hed-
lund et al., 1985; Fama, 1980). In Hirschman’s (1970) typology, which has been 
applied to the behaviour of shareholders by Hedlund et al. (1985), among others, 
the trading of shares may be classified as the exit mechanism that affects market 
value, sending signals to corporate insiders and indirectly controlling their 
choices. The exit mechanism operates according to standard market logic 
whereby the price (of the share) contains the relevant, though imprecise, infor-
mation.  

The other mechanism in Hirschman’s typology is known as the voice mecha-
nism. In practice, ‘voice’ may take such discrete forms as service on the board of 
directors or voting at the general meeting, and less formalised arrangements such 
as negotiations with corporate insiders or the mustering of media attention (Hed-
lund et al., 1985). The common aspect of voice behaviours, as opposed to the 
market-based exit behaviour, is that they are attempts to consciously and directly 
govern the usage of the equity capital that the shares represent.  

This study focuses on voice by coalitions consisting of minority shareholders. 
Voice by minority shareholders that are outsiders to a corporation is commonly 
termed ‘shareholder activism’ (e.g., Ryan & Snyder, 2002; Gillian & Starks, 
2000). Shareholder activism carried out by a coalition of minority shareholders 
may, consequently, be referred to as co-operative shareholder activism or collec-
tive voice. According to Hirschman (1970), when substantial exit possibilities 
exist, voice has a tendency to be a residual to exit. Hedlund et al. (1985) consis-
tently argue that exit is the strategy of choice for most minority shareholders dis-
satisfied with corporate performance. This argument relates to Coase’s (1937: 
388) question: “Why is there any [non-market] organisation?”. Coase’s wisdom 
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has it that for exchanges where the market mechanism works in a nearly cost-
free manner, there is little reason to abandon it. Or, more specific to this study, 
why is reliance on the market-based exit mechanism replaced by the use of voice 
by a group of minority shareholders when a coalition emerges? Given minority 
shareholders’ generally low-cost access to the exit mechanism, shareholder activ-
ism appears unexpected.  

The next section explores the reasons behind why shareholder activism is unex-
pected as well as the notion that co-operative shareholder activism is even more 
unexpected. 

1.3 Co-operative Shareholder Activism and 
the Problem of Collective Action  

Shareholder activism is often described as a public good (Olson, 1965; Admati et 
al., 1994). This implies that once shareholder activism is ‘produced’, those who 
contributed to its production have no ability to withhold its ‘consumption’ from 
beneficiaries who have not contributed to its production (i.e. non-contributing 
shareholders). Therefore, even if the benefits from shareholder activism are lar-
ger than the costs of producing it, individual contributions to its production may 
not be rational. Put more specifically, even if shareholders collectively benefit if 
shareholder activism is produced, the individual minority shareholder typically 
does not have incentives for engaging in it; the rational strategy for this share-
holder is to hope for someone else to bear the costs of production and thereby get 
a free ride. These disincentives create a situation where shareholder activism is 
undersupplied. As argued by Olson in his influential book The Logic of Collec-
tive Action:

The fact that management tends to control the large corporation 
and is able, on occasion, to further its own interest at the expense 
of the stockholders, is surprising, since the common stockholders 
have the legal power to discharge the management … Why, then, 
do not the stockholders exercise their power? They do not because, 
in a large corporation, with thousands of stockholders, any effort 
the typical stockholder makes to oust the management will proba-
bly be unsuccessful; and even if the stockholder should be success-
ful, most of the returns in the form of higher dividends and stock 
prices will go to the rest of the stockholders, since the typical 
stockholder owns only a trifling percentage of the outstanding 
stock. (Olson, 1965: 55) 

A discrepancy between individual and collective rationality is at hand: In a situa-
tion where shareholders of a corporation are dissatisfied with the current state of 
affairs, even though these shareholders as a collective would benefit from share-
holder activism, it is rarely individually rational to engage in it. As activists, 
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“shareholders provide a public good and … they incur a private cost in doing so” 
(Admati et al., 1994: 1102; italics in original). In other words, the benefits from 
shareholder activism may be greater than the costs, but the individual activist 
cannot capture more than a fraction of the benefits.  

Another influential argument is Hardin’s (1968) The Tragedy of the Commons:
Hardin contends that a common resource, one from which any user will reap the 
whole benefit while carrying only a fraction of the cost, will typically be the sub-
ject of overexploitation. This argument is similar to that of Olson, only inverted. 
In terms of this study, ‘non-monitoring’ by shareholders can be seen as the 
common resource that will be overexploited. Application of the argument yields 
the same prediction: Shareholder activism will be undersupplied because the in-
dividual shareholder escapes all monitoring costs by staying passive and does not 
carry the full financial consequences of this passivity in the form of inefficient 
management.  In other words, the costs for the lack of shareholder oversight is 
borne by all shareholders, whereas the costs for undertaking this oversight have 
to be privately borne, leading shareholder activism to be undersupplied. 

The prisoner’s dilemma offers another valuable model, capturing the problem-
atic nature of collective action and common resources (Ostrom, 1990). Rooted in 
game theory, this model highlights the specific problems of co-operation in the 
production of shareholder activism. In a game of prisoner’s dilemma, players 
have a choice: co-operate with co-players or defect. The structure of payoffs in a 
game of prisoner’s dilemma is similar to those noted above. The individual 
player’s most preferred outcome is to defect while co-players co-operate, yield-
ing the highest possible individual payoff. The second-best payoff is received 
when all players co-operate, which also renders the highest collective payoff. 
The worst-case scenario is to co-operate when other players defect. In other 
words, co-operation becomes attractive only if others’ co-operation can be ex-
pected. However, since every player’s first choice is to defect, it is rational to 
expect opportunistic co-players to do so in the hope that other will co-operate. 
Because it is better to defect (even if the co-player does the same) than to be the 
only one in the game co-operating, the equilibrium of the game becomes non-co-
operation; promises to co-operate are not credible since everyone has incentives 
to defect. Everyone is worse off since a payoff that would have represented a 
gain for the players both collectively and individually is foregone (Bierman & 
Fernandez, 1998).

When applied to a situation in which shareholder activism benefits all sharehold-
ers, these models all point to shareholders’ best choice as being defection and 
thus predict that there will be no co-operative shareholder activism. In short, it is 
better for individual shareholders not to contribute to activism, but to let others 
provide it. The gain for the individual player, of course, always becomes larger 
when benefits are realised but no costs are borne. The strategy of sharing costs, 
that is, co-operating with others in the production of shareholder activism, is 
only the second-best choice for the individual and is attractive only if co-
operation from other players can be expected. Given the problem of opportun-
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ism, non-co-operation tends to be the expected equilibrium outcome. The 
(dis)incentives for shareholders seem clear enough: Even if benefits can be real-
ised through shareholder activism, defection from co-operative attempts to bring 
it about tends to be the individually rational course of action.  

No wonder, then, that minority shareholder coalitions are not more prevalent. 
The public good characteristic of shareholder activism ensures that it is generally 
undersupplied (Olson, 1965). For the typical minority shareholder, exit or passiv-
ity is usually a more attractive course of action than costly voice (Hedlund et al., 
1985). Moreover, once formed, coalitions producing shareholder activism con-
tinue facing the problem of defection threatening their viability at all times. No 
coalition member wishes to receive the ‘sucker’s payoff’ from the game: sup-
plied resources rendered useless in a non-viable coalition, the outcome of co-
operating while others defect.  

So what might explain the emergence and viability of minority shareholder coali-
tions? A satisfactory explanation of why a collective reliance on the exit mecha-
nism is replaced by a reliance on the voice mechanism by a group of minority 
shareholders must be able to account for two things: the rationale behind the 
group’s choice of voice-strategy, and the mechanisms that allow group members 
to commit to co-operation in a sufficiently credible manner.  

Studies on what drives minority shareholders or coalitions of shareholders to 
pursue voice are indeed at hand. Leech’s (1987a) model, for example, is built on 
a logic similar to that underlying most of the theoretical literature on shareholder 
activism and shareholder coalitions.4 In the model, shareholder coalitions emerge 
to monitor and discipline management when the cost of their formation is lower 
than the gains they achieve in terms of increased share price. There are, however, 
two problems with this picture. First, empirical studies of shareholder activism 
provide inconclusive support for the hypothesised motivation behind engaging in 
shareholder activism and coalition formation. Despite numerous studies of tar-
geting decisions and the effects of shareholder activism on performance vari-
ables, the question of what motivates activism remains unanswered (Karpoff, 
2001). Second, this scenario fails to explain how what is rational for the coalition 
as a collective also becomes rational for the individual coalition participant. It 
fails, in other words, to account for how members commit to co-operation and, 
thus, why there is no (or sufficiently limited) defection. This limitation is also 
noted by Maug (1998: 89): “Analysing the incentives of large shareholders to 
cooperate would be important.” 

This study proposes a solution to the questions of the emergence and viability of 
minority shareholder coalitions. The solution is structured as a model based on 
the notion that the emergence of coalitions can typically, but not exclusively, be 
described as an economically rational response to (changing) incentives. The 

––––––––– 
4 This literature is reviewed and discussed in more detail in chapter 2. 
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model describes two mechanisms by which minority shareholder coalitions can 
emerge: the offensive mechanism, in which shareholders use coalition formation 
as a strategy to seize a perceived opportunity to accomplish attractive changes by 
means of voice; and the defensive mechanism, in which shareholders use coali-
tion formation as a strategy to safeguard their investment from expropriation. 
Depending on whether the coalition is offensive or defensive, it will seek differ-
ent objectives, have different effects, and contain different organisational ar-
rangements to commit its members to co-operation in a manner sufficiently 
credible to control free-riding and other risks of opportunism. The model further 
suggests that divergences from the economically rational path are common be-
cause, in many circumstances, considerations other than those intrinsic to eco-
nomic calculation are important to shareholders. The choices of minority share-
holders, for example, may be affected by considerations resulting from their 
membership in certain networks; networks can provide value to members, and 
that value may cause shareholders to diverge from action according to narrowly 
defined economic rationality so as not to jeopardise their network access. The 
model specifies the nature of these divergences and the conditions under which 
they are likely to take place.  

1.4 Purpose of the Study 

It is reasonable to conclude from the foregoing that the act of co-operative share-
holder activism is, from a theoretical perspective, both unexpected and largely 
unexplained. The intrinsic logic of collective action applies well for explaining 
minority shareholder reliance on the exit mechanism, which is widely recognised 
as the general case, suggesting that minority shareholders typically do not have 
incentives for contributing to co-operative shareholder activism. This provides 
for an interesting theoretical challenge: to explain the emergence and viability of 
minority shareholder coalitions. The logic of collective action suggests, further-
more, that a satisfactory explanation of the emergence and viability of minority 
shareholder coalitions must be able to account for both the shareholder group’s 
choice of voice strategy and how group members commit to co-operation in a 
sufficiently credible manner. 

The purpose of this study is to develop, against this background, a model that ac-
counts for the emergence and viability of co-operative shareholder activism. In 
so doing, the study contributes to the theory of shareholder activism in particular 
and extends the knowledge of corporate governance more generally. 

1.5 Methodology and Research Process 

The development of the model can be described as a two-step process. The first 
step involves the creation of two ideal-typical minority shareholder coalitions 
based on the assumption that shareholders will be rational in the economic sense. 
The second step is the identification of when and how additional kinds of con-
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siderations other than those suggested by narrow economic rationality will cause 
divergences from these ideal types. Both steps are characterised by the interplay 
of theory and material from an empirical study. This study, detailed in chapter 4, 
is outlined and discussed generally in the following subsections. The value of the 
case-study approach is explored first, followed by a look at the logic behind and 
process of developing the first set of results – the ideal-typical coalitions. The 
use of comparisons between empirical material and the ideal types and across 
empirical material to generate the second set of results – the types of shareholder 
considerations that make real-world coalitions diverge from ideal-typical coali-
tions – is then discussed. These comparisons also help elaborate the results from 
the ideal-type analysis by exploring what the often-abstract concepts that com-
prise the ideal types can mean in practice. In other words, empirical indicators 
that can be linked to the concepts of the ideal types are identified and the con-
cepts can be more thickly described. The final subsection offers a brief commen-
tary on how these two sets of results combine to form the model that is the prod-
uct of the study. 

1.5.1 Case Studies as Empirical Input 

Knowledge of minority shareholder coalitions is sketchy (as will be explored in 
chapter 2), prompting an open research design, i.e. one with capacity to explore 
the phenomenon in an unrestrained way. There appears to be little awareness of 
what actually happens when a minority shareholder coalition forms and what 
goes on inside it. A close examination of individual cases of minority share-
holder coalitions, without rigid preconceptions as to which variables will matter, 
is therefore justified.  

The empirical approach of this study can be described as a multiple case-study 
design. The results are thick descriptions of collective voice by the shareholders 
of three companies (each one comprising a case study) covering five coalitions’ 
emergence, activities, effects and, where applicable, decline. It is often argued 
that case studies have attractive properties for theory-developing purposes (e.g., 
Normann, 1976; Eisenhardt, 1989; Mintzberg, 1979; Bates et al., 1998). As 
Whetten (1989) notes, research should not settle for recording correlations. The 
point behind a good theory (or model) is that it explains why the component 
parts of the theory are related; it describes the underlying mechanisms linking 
component parts that generate observable correlation. Put differently, one needs 
knowledge about the cause-and-effect relationships linking these parts of the 
theory to produce a certain outcome (in this study, the emergence of a viable 
coalition). Thus, a case study here is the ‘story’ of a particular minority share-
holder coalition: its emergence, life and decline. This method allows for an ex-
ploration of the processes that link causes to outcomes and the factors that shape 
those processes, thereby generating powerful input for theory development.  

The case-study approach deviates from most common approaches to empirical 
research of the equity market and related phenomena, which primarily is charac-
terised by arm’s-length, aggregated research designs that have share price forma-
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tion as the prime focus (Blomberg, 2005), or rely on simple input-output models 
without capacity to capture contextual influence (Gabrielsson & Huse, 2004). 
While such approaches can be powerful, they have their limitations. When re-
searching the equity market, it is sometimes easy to forget that behind the vast 
amounts of numbers produced by this central institution of modern capitalism – 
prices, volumes and so forth – are real, flesh-and-blood people acting and inter-
acting in different ways to produce those numerical outcomes. Arguably, such 
oversight prevails in studies of shareholder activism within finance economics, 
which represents the bulk of research on shareholder activism (Bengtsson, 2005). 
When the prime interest is co-operative shareholder activism, and not the nu-
merical outcomes it produces, a look at the underlying activities is needed. For 
this reason, the study described here differs from most previous research on 
shareholder activism by moving closer to the individual cases for a more detailed 
examination.  

Empirical material is used as input in the generation of the two sets of theoretical 
results: the development of two ideal types of minority shareholder coalitions, 
and the identification of other types of considerations that cause divergences 
from these ideal types. Three case studies are carried out in sequential order, and 
the large differences between the first two are used in developing the ideal types 
based on economic rationality. The empirical material is not used in a particu-
larly structured manner in the development of the ideal types; its role at this 
stage is to inspire. By means of these ideal types, however, the empirical mate-
rial is systematically analysed, and divergences from the economically rational 
can be identified. These divergences, in turn, are explained by other types of 
considerations that actors in coalitions appear to be taking into account in their 
decision making.  

1.5.2 The Logic and Uses of Ideal Types 

The methodology for this study makes use of so-called ideal types. The two dis-
tinct ideal-typical minority shareholder coalitions generated here emerge for dif-
ferent purposes and use different organisational features for committing share-
holders to co-operation. The notion of the ideal type is the product of Max We-
ber’s famous methodology and is defined by Weber in the following manner: 

An ideal type is formed by the one-sided accentuation of one or 
more points of view and by the synthesis of a great many diffuse, 
discrete, more or less present and occasionally absent concrete 
individual phenomena, which are arranged according to those 
one-sidedly emphasized viewpoints into a unified analytical con-
struct (Gedankenbild). In its conceptual purity, this mental con-
struct (Gedankenbild) cannot be found empirically anywhere in 
reality. It is a utopia. (Weber, 1949: 90) 

An ideal type, thus, is not a representation of reality, but is rather, as the term 
might suggest, an idealised abstraction to which reality may be compared and 
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contrasted. An ideal type (or its component parts) can serve as a useful tool for 
analysing empirical material. But in order to explicate this use, the concept of the 
ideal type and its application within this study need further elaboration.  

The purpose of this study is to explain the actions of shareholders, providing for 
a situation where ideal type methodology is useful. Weber (1978) defined soci-
ology, his primary domain, as the “science concerning itself with the interpreta-
tive understanding of social action and thereby with a causal explanation of its 
course and consequences” (p. 4). Social action implies subjectively meaningful 
action – action carried out with a motive – performed within a social context, 
taking into account the responses of others. A basic tenet of Weber’s methodol-
ogy is that the study of social action involves an element of ‘interpretative under-
standing’. This means that rendering an observed action intelligible requires an 
interpretation of the subjective meaning that the actor attaches to the action. Hu-
man activities are not intelligible without an interpretative act whereby, among 
other things, the observer imputes some form of intention to the acts being ob-
served, so as to make their meaning intelligible (cf. Schütz, 1953).  

The understanding of motives, a necessity for explaining social action from this 
perspective, requires a grasp of the wider context in which an act is carried out. 
For instance, the motive behind someone raising his/her hand is intelligible if 
s/he is thought to be a student in a classroom. Weber (1978) terms the meaning 
that actors attach to their actions within this wider context ‘intended meaning’ 
(cf. Popper’s [1945/1995: ch.5] similar concept of ‘the logic of the situation’). 
Thus, explanations of social action emerging from this study’s methodological 
framework require an understanding of both the logic of the context in which the 
action occurs as well as the individual’s motives. In other words, it is only by 
formulating this intended meaning that an action can be considered explained. 

According to Weber, an understanding of intended meaning can be any of three 
types: actually intended meaning, the average of the actually intended meaning 
(for mass phenomena), or “the meaning appropriate to a scientifically formulated 
pure type (an ideal type) of a common phenomenon” (Weber, 1978: 9). None of 
these is given preference over the others in the task of explaining social action; 
“in no case does it [an attempt to formulate intended meaning or ideal-typical 
meaning] refer to an objectively ‘correct’ meaning or one which is ‘true’ in some 
metaphysical sense” (p. 4). The ideal type represents a logical explanation for 
some observed act if the actor behaves as if following the intended meaning of 
the ideal type.  

Using the ideal type as a tool in this interpretative act has its advantages. For in-
stance, it circumvents the considerable problems of actually gaining access to 
and knowing when truthful representations of actors’ thoughts have been 
achieved (e.g., Collin, 1990). Since the tools used to ascribe intended meaning to 
actors performing certain type of activities are made explicit, the interpretation 
becomes transparent and is therefore, to some extent, possible to replicate. By 
this token, reliability should increase accordingly.  
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Ideal types are clearly useful tools for explaining social action, and many tech-
niques can be used to develop them. One way is to generalise and purify past ex-
perience. Another is to rely on a base theory with strong assumptions regarding 
human motivation for action and the considerations taken into account in the 
course of action. Using such a theory allows the analyst to formulate ideal-
typical intended meaning of acts in a straightforward manner. By assuming that 
the same driving force motivates all actions and that the same considerations are 
at play, the ideal-typical individual becomes predictable. Thus, the analyst can 
formulate stable mechanisms describing how certain incentives will, in a ‘me-
chanical’ way, produce a given outcome that is valid in the idealised and ab-
stracted world.  

The latter approach is the strategy employed here. Rational choice theory serves 
as the basic theoretical tool, with particular reference to the branch of economic 
theory often called contractual theory or new institutional economics (e.g., Al-
chian & Demsetz, 1972; Jensen & Meckling, 1976; Fama, 1980; Williamson, 
1985, 1996). This type of theory typically relies on the assumption that individu-
als are rational in the economic sense, implying that they strive to further their 
wealth to the best of their ability. Economic rationality, as is further detailed in 
chapter 3, also implies that shareholders consider only a delimited number of 
factors when choosing how to act. Weber discusses the ideal-typical nature of 
this type of economic rational choice theory in the following terms (see also Col-
lin, 1990): 

The concepts and ‘laws’ of pure economic theory are examples of 
this kind of ideal type. They state what course a given type of hu-
man action would take if it were strictly rational, unaffected by er-
rors or emotional factors and if, furthermore, it were completely 
and unequivocally directed to a single end, the maximization of 
economic advantage. In reality, action takes exactly this course 
only in unusual cases, as sometimes on the stock exchange; and 
even then there is usually only an approximation to the ideal type. 
(Weber, 1978: 9) 

Consistent with Weber’s assessment, a working hypothesis here is that this type 
of economic rationality is likely to explain, to a large degree, action on the equity 
market, although it is not a fully accurate description of how shareholders gener-
ally behave. Economic rational choice theory is (in)famous for its imputation of 
economic motives, as far as possible, to all acts imaginable, and many econo-
mists believe it accurately describes how individuals actually behave (e.g., 
Samuelsson, 1963). This, as should be clear from this discussion, is not the posi-
tion taken in this study. What, then, are the uses of ideal types if they are as-
sumed not to correspond fully to reality? Weber’s answer reflects how ideal 
types are used in this study: 
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The ideal types of social action which for instance are used in 
economic theory are thus unrealistic or abstract in that they al-
ways ask what course of action would take place if it were purely 
rational and oriented to economic ends alone. This construction 
can be used to aid in the understanding of action not purely eco-
nomically determined but which involves deviations arising from 
traditional restraints, affects, errors, and the intrusion of other 
than economic purposes or considerations. This can take place in 
two ways. First, in analysing the extent to which in the concrete 
case, or on the average for a class of cases, the action was in part 
economically determined along with the other factors. Secondly, 
by throwing the discrepancy between the actual course of events 
and the ideal type into relief, the analysis of the non-economic mo-
tives actually involved is facilitated. (Weber, 1978: 21) 

The ‘other than economic purposes and considerations’ identified in the empiri-
cal material drive the study’s second set of results, as will be described below. 
One point to be stressed here is that the ideal type is not a hypothesis; it is not in-
tended to be a description of some part of reality that can be tested for validity. 
However, it can be used in the formulation of a hypothesis or as an integral part 
of a theory or model. It is possible, for example, to develop a model expressing 
that the more of X that characterises situation Y, the more situation Y will ap-
proximate ideal type Z. 

Shils (1949) claims that for Weber the ideal type was a middle ground between 
the idea of general laws on the one hand and particularising historicism on the 
other. Weber did not believe in the existence of general laws that governed social 
action. Many other authorities, e.g., Popper (1945/1995: ch.5), also regard the 
notion that universal, deterministic laws govern social action deeply problematic.  

There are, however, attractive advantages to working with an assumption of the 
form that economic rationality is all that guides shareholder behaviour. Assum-
ing such a single-minded pursuit of economic ends produces a context for formu-
lating stable cause-and-effect relationships. The ideal-typical individual becomes 
predictable and, thus, stable mechanisms can be formulated to describe how cer-
tain incentives lead to a certain outcome of interest. The basic model for explain-
ing behaviour within this framework consists of rational actors adapting to 
(changing) economic incentives. The two ideal-typical minority shareholder coa-
litions that are developed in this study are responses to different economic incen-
tives leading to different outcomes in the form of coalitions with different char-
acteristics.

In addition to criticising the notion of universal, deterministic laws in the social 
sciences, Weber opposed the view that general concepts and stable causal 
mechanisms linking these could therefore not be formed. For Weber, the ideal 
type represented a solution to this dilemma, allowing for the articulation of gen-
eral concepts and mechanisms without reference to general laws. In other words, 
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the ideal type offers a practical solution to a desire for causal explanations of a 
general nature within a non-deterministic social ontology. To this can be added 
that, in this study, it also serves as a productive way forward in the model-
developing process. Theory development related to the emergence and viability 
of minority shareholder coalitions is incomplete. Ideal type methodology allows 
for open interplay between theoretical and empirical material so as to encircle the 
significant factor that shape coalitions in a productive way. It allows for genuine 
discoveries of factors not addressed in a priori theory.  

1.5.3 Development of Ideal-Typical Minority Shareholder 

Coalitions

The ideal types in this study are to be regarded as logical constructs that can, in 
principle, be traced to a few basic assumptions. Nonetheless, their content is also 
a product of inspiration generated by empirical material. As noted above, these 
ideal-typical minority shareholder coalitions are based on contractual theory, a 
type of economic rational choice theory. The selection of this base theory repre-
sents the first step in the development of the ideal types. Besides the attractive-
ness of using a theory based on rational choice to explain social action, other rea-
sons exist for this choice. 

The formulation of the problem and the premises on which this formulation re-
lies limit the number of theories that may be of interest for trying to reach a solu-
tion. The theoretical problem of explaining the emergence and viability of mi-
nority shareholder coalitions is interesting foremost within the realm of theories 
that assume economic rationality and acknowledge risks of opportunism. Con-
tractual theories rely on these assumptions. However, the primary reason for se-
lecting contractual theory as the theoretical base is that the fundamental question 
behind this study is, as it was even before it was theoretically framed: Why do 
minority shareholder coalitions emerge? Contractual theory is a nice ‘fit’ for this 
question, since it always and explicitly deals with problems of why market co-
ordination is sometimes replaced by another type of co-ordination. And this is 
precisely what this question is about: why the exit mechanism is replaced by the 
voice mechanism. 

Game theory also informs this study, although in a less explicit way. The logic of 
the prisoner’s dilemma nicely summarises what makes the emergence and viabil-
ity of minority shareholder coalitions problematic. The premise that the choice of 
strategy by one player depends on the strategy s/he expects co-players to choose 
has considerable influence on the analysis of the relationships within the coali-
tions and between the coalitions and corporate insiders in this study. This influ-
ence is more indirect than direct, however. This same logic is also at hand in 
contractual theory, which shares certain terminology with game theory (e.g., 
‘credible commitments’ and ‘co-operate/defect’ as terms for strategic options). 
An alternative approach would have been to apply a more formal game theory 
analysis. But, as pointed out by Williamson (1996: 143), the highly technical 
analyses produced by application of pure game theory often produce fewer new 
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insights about organisational phenomena than less formal approaches. This is es-
pecially true for something as poorly understood as minority shareholder coali-
tions. As will become clear in the next chapter, the issue of which variables are 
important for the emergence and viability of minority shareholder coalitions are 
far from clear. Therefore, the possibilities offered by more formal modelling are 
less obvious.  

With the base theory chosen, the process of developing ideal types begins. This 
process is summarised in figure 1.2. It unfolds alongside the collection of em-
pirical material, providing the opportunity for relatively unstructured interaction 
between empirical findings and continued theoretical analysis. Collection of em-
pirical material is initially steered by a rudimentary frame of reference created to 
point towards the types of concepts and relationships that are likely to be impor-
tant, the types of causation that are likely to exist in empirical material, and so 
on. (The interview guides used in the case studies, for example, reflect this frame 
of reference, even though the empirical design is fairly open.)  The empirical ma-
terial collected initially provides ideas for the development of the ideal types, 
and this, in turn, helps shape the empirical design for the collection of additional 
empirical material. The striking dissimilarities between first and second case 
studies prove particularly helpful in developing the ideal types. Indeed, by the 
time the second of the three case studies is approximately halfway completed, 
the ideal types are basically as they appear in this report, although some repack-
aging is done at later stages to improve their presentation and the structure of the 
report as a whole. 
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Figure 1.2. Development of ideal types. Note: Boxed items imply entities/results; non-
boxed items imply activities. Unless otherwise noted, arrows signify input to/output from 
activities. 

It is important to emphasize that the ideal types based on economic rationality 
contain a degree of ‘empirical input’ in the sense that empirical material influ-
enced the selection of the dimensions on which coalitions can vary in the ideal 
types. Nevertheless, they are to be seen as logical constructs and are presented as 
such. In other words, the ideal types are created so as to remain consistent with 
the basic assumptions on which they are built rather than to maximise their cor-
respondence to empirical findings. In principle, it is possible to deduce the ideal 
types from the basic assumptions that are made. It is this consistency with basic 
assumptions, rather than correspondence with empirical material, that is the 
yardstick against which the ideal types based on economic rationality are to be 
assessed.

Because the ideal types appeal to a set of assumptions that are well established, 
they are arguably more detached from any particular cultural context than is the 
model presented here, which contains elements generated from empirical mate-
rial. It is argued that the relative descriptive validity of the assumptions underly-
ing contractual theories varies with national context. For instance, some re-
searchers contend that actors rooted in the U.S. context act in closer accordance 
with these assumptions than actors rooted in the continental European context 
(Jonnergård & Kärreman, 2004; Lubatkin et al., 2005). International variations in 
the existence and characteristics of relationships predicted by these theories have 
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been ascribed to institutional differences between countries (Pedersen & 
Thomsen, 1997, 1999). Institutional differences may, for example, explain that a 
relationship between ownership concentration and performance is found in some 
contexts but not in others (Gedajlovic & Shapiro, 1998; Thomsen et al., 2006). 
Yet, much corporate governance research, such as, for example, on boards of di-
rectors, lacks focus on how national context influences behaviour (Gabrielsson & 
Huse, 2004). 

A major advantage of the ideal type methodology used in this study is that it is 
powerful in detecting such contextual influences. They show up as divergences 
from the ideal type. And because the empirical design moves the analyst closer 
to the studied coalitions, the causes of these divergences can more easily be iden-
tified. For these reasons, the ideal types represent a theoretical contribution to the 
literature on shareholder activism; they are useful even if they lack descriptive 
validity and even if a model that better explains empirical observations is subse-
quently developed. Should minority shareholder coalitions be studied in a con-
text that differs significantly from the one addressed by this study, the ideal types 
represent a good starting point. Their usefulness as an analytical tool is demon-
strated repeatedly in the pages that follow. 

1.5.4 Comparison With and Across Cases 

The empirical material used in this study is analysed in two ways: comparison 
with ideal-typical minority shareholder coalitions, and comparison across cases. 
The process of comparing empirical observations with ideal types begins once 
the ideal types are developed, i.e. when collection of material for the second case 
study is approximately half completed. These comparisons are done in a struc-
tured and fairly mechanical manner. The analysis is taken one step further by 
means of a cross-case comparison. While cross-case comparisons are carried out 
throughout the entire study, their intensity increases at the conclusion of the em-
pirical study. Figure 1.3 summarises the process of analysing case studies. 
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Figure 1.3. Analysis of case studies and integration of results. Note: Boxed items imply 
entities/results; non-boxed items imply activities. Arrows signify input to/output from ac-
tivities. 

The empirical analysis generates two sets of results: 

Elaboration of the two ideal-typical minority shareholder coalitions. Com-
parison of real-world coalitions with ideal types permits an exploration into 
how what is described in general and abstract terms by the ideal types plays 
out in practice. In other words, the comparison renders suggestions for useful 
empirical indicators that can be linked to the abstract, general concepts that 
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are the essence of the ideal types and allows also for a richer description of 
these concepts. The comparative analysis further leads to systematisation of 
some of these indicators. 

Additional considerations. Divergences from the ideal types are identified 
and spark the search for explanations as to why and how they occur. This 
second set of theoretical results consists of the specification of the types of 
shareholder considerations, other than those intrinsic to economic rationality, 
that are important for coalitional emergence and viability.  These results de-
scribe when these considerations are likely to matter and what effect they are 
likely to have on coalitions. 

The analyses of the individual cases focus primarily on, first, sorting observa-
tions under theoretical categories and by that identifying empirical indicators and 
divergences and, second, arriving at an explanation for why these divergences 
are occurring. Similarities with the ideal-typical patterns are interpreted (if rea-
sonable, of course) as if the intended meaning behind the actors’ actions corre-
sponds to that of the ideal-typical actors, that is, that the actors are behaving as if 
guided by economic rationality. If the actors do not act in a way that is consistent 
with economic rationality, and if this divergence is not obviously the effect of 
random human errors, then some alternative reason for their behaviour must be 
sought. This is done by pondering the other types of considerations that the ac-
tors might be taking into account when deciding on a course of action. Actors 
may, for example, act as if they are considering a factor not accounted for by the 
ideal types since it lies outside the limits of narrowly defined economic rational-
ity, or as if motivated by something other than a desire to further their well-being 
in the financial sense (an assumption of economic rationality). Parsimony is 
striven for at this stage in the sense that a minimum of types of additional con-
siderations (beyond those intrinsic to economic rationality) ideally should ex-
plain a maximum of observed divergences from the ideal types. Only two types 
of such considerations are brought into the final model, since they together ex-
plain most divergences from the ideal-typical path across cases.  

The cross-case comparisons focus largely on analysing the variation in how di-
vergences from ideal types occur across cases. It is also possible to look at cross-
case differences in observations that can be said to indicate something about the 
same concept. The analysis of variation in divergences concentrates on why, for 
example, a specific type of consideration has explanatory power in one way in 
one case study, but not in another; the analysis of differences in empirical indica-
tors is directed at how the cases differ in this regard. By means of this analysis, it 
is possible to identify how additional considerations can vary in their influence 
as well as the conditions under which they are likely to be influential. Because 
the empirical material used in this study originates with minority shareholder 
coalitions that formed in Sweden, this set of results is, to some extent, limited to 
the causes of divergences from the economically rational path within the Swed-
ish context. 
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1.5.5 Integration into a Model of Minority Shareholder 

Coalitions

The end product of this study is a model that accounts for the emergence and vi-
ability of minority shareholder coalitions. The model represents an integration of 
the two sets of theoretical results: the ideal types based on economic rationality, 
further developed by empirical analysis, combined with the specification of two 
additional (network reputation and public image) types of considerations that 
tend to cause divergences in systematic ways from behaviour consistent with the 
economically rational path. The model specifies how and under what circum-
stances these types of considerations are likely to be influential.  

The ideal-typical minority shareholder coalitions represent the one-sided accen-
tuation of economic rationality and should, when seen in isolation, be assessed 
according to their consistency with the basic assumptions underlying them. In 
reality, this is rarely borne out; actors will act as if other considerations are also 
at play. Therefore, the identification of the circumstances and ways in which ad-
ditional considerations are likely to cause divergences from the ideal-typical path 
forms an integral part of the model.  

As opposed to ideal types, the model presented here should be assessed primarily 
for its ability to explain what is observed empirically. When the two sets of re-
sults are integrated, a more balanced picture than the ideal types in isolation 
emerges, a picture better able account for what is happening in real-world coali-
tions. At the very least, the model has bearing for explaining the emergence and 
viability of the minority shareholder coalitions in the case studies. While this is 
an empirical issue to be settled by future studies, the domain of applicability for 
the model is, of course, likely to be broader.  

1.6 Structure of the Report

Chapter 2 provides a review and discussion of literature on the separation of 
ownership from control, shareholder activism and coalitions. The ideal-typical 
minority shareholder coalitions are developed in chapter 3. Chapter 4 details the 
empirical study and the methods used for analysing its results. The three case 
studies and individual case analyses follow, respectively, in chapters 5-7. Each 
of these chapters is structured such that the case is described first – its back-
ground along with a narrative of the chain of events – followed by the analysis 
wherein the coalitions in the case are compared with the ideal types; divergences 
are identified and explanations of the divergences are explored. These diver-
gences and explanations are the starting point for the comparative case analysis, 
which is presented in chapter 8. That analysis focuses on the ways in which the 
studied coalitions vary in their divergence from the ideal types. Through this ap-
proach, more is learnt about the types of considerations that are causing diver-
gences from the narrowly defined economically rational path. Chapter 9 con-
cludes the book, presenting the integration of the ideal types, further developed 
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by empirical analysis, with the other types of considerations found to be influen-
tial in determining shareholder behaviour. This integration represents the sought-
for end product of the study: a model accounting for the emergence and viability 
of minority shareholder coalitions. The chapter ends with a discussion of the 
model in relation to prior literature on shareholder activism and corporate gov-
ernance, wherein the most pertinent of the contributions of the study are dis-
cussed and future research opportunities are indicated. 

It should be noted that the organisation of this report does not correspond di-
rectly to the chronological progression of study events. As noted above, the 
ideal-typical minority shareholder coalitions are ‘empirically inspired’ in the 
sense that they are shaped to a large extent by the differences observed primarily 
between the first and the second case studies. Regardless of this, the ideal types 
are presented before the case studies. This allows a significant portion of the 
theoretical contribution of the study, which the ideal types can be said to repre-
sent, to be set out early. Ideal types are primarily analytical tools. Much, if not 
all, of their value comes from their usefulness in analysing concrete phenomena. 
Therefore, it makes sense to present them before the empirical material so that 
their analytical ability can be fully demonstrated, even though some of their con-
tent is the result of early, yet-to-be structured case analyses. 
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2. Activists and Coalitions 
of the Corporation 

This chapter examines the literature on the relationships among controlling 
shareholders, minority shareholders and management in the publicly traded cor-
poration. It looks first at their respective positions in the system of corporate 
governance and control, and then at shareholder activism and coalitions among 
shareholders. The chapter ends with a summary and conclusions, highlighting 
both the strengths of the research to date in these areas as well as the shortcom-
ings that this study attempts to remedy. 

2.1 Actors and Positions in Corporate 
Governance and Control 

The literature on the relationship among three important constituents of the cor-
porate governance system – minority shareholders, controlling shareholders and 
corporate board/management – is reviewed in this section. This review forms a 
framework for reviewing the literature on shareholder activism, which closely re-
lates to the issue of the separation of ownership from control, and for the devel-
opment of the ideal types. Furthermore, since the empirical study looks only at 
minority shareholder coalitions in Sweden, certain characteristics of the Swedish 
corporate governance system that makes it differ from the more documented An-
glo-American type of system are highlighted. The political background to the 
Swedish corporate governance model is also discussed. While these idiosyncra-
sies of the Swedish system are not specifically taken into account in the devel-
opment of the ideal types, they serve as necessary background for reading and 
understanding the case material. 

2.1.1 Separation of Ownership and Control 

Outside shareholding arises when equity ownership becomes separated from di-
rect control over the capital that the shareholders have invested.5 The sharehold-
ers are the owners of corporations in the traditional meaning of the term. Yet, it 

––––––––– 
5 The term ‘direct control’ is used since it is more precise. Shareholders separated from direct control 

still have an indirect influence on the governance of corporations due to their trading behaviour. 
The term ‘direct control’ implies ability to implement intentions directly through corporate decision 
making. 
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is a special type of ownership that is different from, for example, the ownership 
of a physical thing (which the owner may treat almost as s/he pleases) or a pet 
(for whose actions the owner is liable). The shareholder of a publicly traded cor-
poration has no responsibilities to the corporation other than supplying capital 
when the share is issued. Neither is the shareholder liable for the actions carried 
out in the name of the corporation beyond the supplied, ex ante-determined, lim-
ited amount of capital. It is possible, however, for shareholders to directly influ-
ence the governance of the corporation, albeit within limits. For instance, they 
have the right to vote at the general assembly where the board of directors is 
elected. This said, most shareholders of publicly traded corporations are not di-
rectly involved in the governance and management of the firm; simply put, they 
are outsiders.  

When professional managers take over the management of a corporation’s equity 
capital, a situation arises that is referred to as the separation of ownership from 
control. The so-called modern corporation is a more-or-less ideal-typical charac-
terisation of a corporation that is in a state of full separation of equity ownership 
from the day-to-day management of this capital as a result of dispersed share-
holding. This differs from the ideal-typical classical firm, which is run by an en-
trepreneur who provides equity capital and simultaneously manages the venture 
(cf. Fama, 1980). These two types of firms should be regarded as ideal types that 
an actual firm can approximate.  

Concerns over the corporate form of organising a business venture are based on 
the assumption that a conflict of interest exists between the outside shareholders 
and the professional managers (Collin, 1990). The argument goes that since pro-
fessional managers do not have to carry the full financial consequences of their 
management decisions, they may not be as motivated to manage efficiently as an 
entrepreneur who risks his/her own personal wealth. This issue has been the sub-
ject of both popular and academic debate. The debate has targeted both norma-
tive questions – e.g., how should publicly traded corporations be governed to sat-
isfy the interests of their owners? – and positive questions – e.g., why has the 
modern corporation survived and prospered as a viable form for organising a 
business venture, even though intuition suggests that inefficiencies will inevita-
bly arise?  

A famous contribution to the debate on the perils of the separation of ownership 
from control is Berle and Means’ (1932/1991) book The Modern Corporation 
and Private Property. The authors argued that ownership had been separated 
from control (in the United States) in many publicly traded corporations and that 
others were following this path. This, they contended, would not only cause inef-
ficiencies, but would also redefine what is meant by private property. Absent 
owners, they stated, are not owners in the traditional sense of the term, as this 
implies taking care of the property. Even though Berle and Means’ concerns over 
the nature and state of private property appear to have caused less debate, their 
claim that ownership had become separated from control in large publicly traded 
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corporations is still accepted as a premise in a good deal of modern theorising 
about corporations.  

2.1.2 The Partial Separation of Ownership from Control in 

Sweden 

The debate about the separation of ownership from control has not been as inten-
sive in Sweden as in the United States. This is not very surprising, given that in-
vestment in corporate shares was not widespread among the population until the 
late 1980s. In 1984, only 29 % of the adult population owned corporate equity, 
whereas in 2003, 84% were owners of equity in some form (TEMO, 2003). 
Moreover, Sweden has a tradition of powerful shareholders taking an active part 
in the governance of corporations (Högfeldt, 2004). This is often evident by the 
practice of larger shareholders of publicly traded corporations holding board po-
sitions (Jonnergård & Kärreman, 2004). When considering Swedish corporate 
ownership, it is noteworthy that “the industrial economy in Sweden is to a large 
extent controlled by two large business groups, one of them centred around an 
old capitalist family, the Wallenbergs, and the other around an investment corpo-
ration and the country’s largest bank” (Collin, 1998: 719), namely, Indus-
trivärden and Handelsbanken.  

Business groups (BGs), or spheres, as they are often called, are defined as “le-
gally independent firms joined together by some mechanism, particularly by eq-
uity ownership, and co-ordinating the use of one or more resources” (Collin, 
1998: 721). The two BGs cited here were, in 1995, estimated to be in control of 
corporations representing 52% of total equity value on Stockholm Stock Ex-
change (SSE). The larger of the two, the Wallenberg group, has a pyramidal 
structure with a well-defined private owner on top (the Wallenberg family). 
Ownership of the co-ordinating entities in the Handelsbanken group (i.e. Han-
delsbanken and Industrivärden), on the other hand, is more dispersed (Collin, 
1990, 1998). Nevertheless, the corporations tied to the Handelsbanken group 
have in the investment corporation and bank a well-defined owner, albeit without 
any “ultimate capitalist” (Collin, 1998: 727).  

It is not just the corporations tied to these two BGs that have a well-defined 
owner taking an active role in the governance of corporations. Agnblad et al. 
(2001) report that in 1998, 82.2% of all publicly traded corporations on the SSE 
had a well-defined owner at least potentially in control of the corporation. This 
statistic is based on the operational definition of control as owning more than 
25% of the votes of a corporation, which is a conservative cut-off point (Cubbin 
& Leech, 1983). Control of corporations is facilitated by the existence of such 
legal provisions as dual-class shares and pyramidal ownership6. Sweden has, by 

––––––––– 
6 Dual-class shares are an arrangement through which the corporation issues different classes of 

shares with different voting rights attached, but with the same nominal value and cash flow rights. 
Pyramidal ownership is an arrangement that allows a shareholder to own a controlling stake in one 
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international comparison, a very high level of ownership concentration as meas-
ured in votes. However, because of these provisions, this concentration of own-
ership does not correspond directly with the concentration of capital. 

Why is the Swedish system built in this way? A popular view in economic re-
search on the corporation is that current configurations of corporate governance 
systems exist because they are comparatively efficient. Others such as Roe 
(1991), O’Sullivan (2000), Fligstein & Freeland (1995), Fligstein (2001), Grund-
fest (1990) and Pound (1993) take issue with this view and argue that the roots of 
the modern corporation in which ownership is separated from control are, to a 
large degree, to be found in political intent. Comparative studies of corporate 
governance systems appear to support the latter perspective, since they recur-
rently find that systems of corporate governance are not converging (e.g., 
Weimer & Pape, 1999; O’Sullivan, 2000; Fligstein & Freeland, 1995). If there 
were one most efficient configuration, all systems would, because of market 
forces, converge towards this system to remain competitive. Since they seem not 
to, the contention goes, it is reasonable to conclude that corporate governance 
systems are shaped not only by economic forces, but also by political forces.  

La Porta et al. (1997, 1998, 1999 and 2000) offer an influential view on this is-
sue. They classify legal systems according to their relative protection of the in-
terests of external financers (i.e. outside shareholders and debt holders). They ar-
gue that strong investor protection creates a situation whereby corporations have 
access to larger pools of external financing, which leads to ownership dispersion. 
Inversely, they contend that “ownership concentration is a consequence of poor 
legal protection of minority shareholders” (La Porta et al., 1999: 511). When 
formal protection of outside shareholders is weak, the argument goes, opportun-
istic management is likely to take advantage of the situation and divert resources 
at outside shareholders’ expense. Because of the potential for such opportunism, 
large gains might be at hand for an active and wealthy shareholder who pur-
chases a large stake in order to monitor management.  

La Porta et al. argue that large shareholders can serve as a substitute for strong 
formal minority protection that counteracts the problems otherwise associated 
with the separation of ownership from control. However, this arrangement is 
laden with problems since these large shareholders have opportunities to act in 
ways that satisfy their private interests at the expense of the minority sharehold-
ers; they can engage in so-called minority expropriation. The ability to expropri-
ate represents a benefit made available to controlling shareholders by weak mi-
nority protection. Therefore, argue La Porta et al. (1999), these large sharehold-
ers “do not appear to support legal reform that would enhance minority rights; in 
fact, they typically lobby against it” (p. 512).  

                                                                                                                               
corporation, which, in turn, owns a controlling stake in another corporation. Both of these arrange-
ments considerably lessen the investment needed to control corporations. 
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The contention that controlling shareholders are the result of weak formal inves-
tor protection should not be uncritically accepted, however. Surely, it may just as 
likely be that the causality is the reverse (Coffee, 2001). Fligstein (2001) argues 
that “governments have been instrumental in the creation of financial markets to 
benefit themselves and their most politically connected elites” since the Middle 
Ages (p. 209) and that strong vested interests oppose reforms that risk disturbing 
established power relationships. Fligstein & Freeland (1995) use a line of reason-
ing similar to that of La Porta et al. (1999) regarding the persuasive political 
voice of large shareholders7 to explain the differences in corporate governance 
structures found around the world, despite pressures to conform to the U.S. 
model. 

Available evidence suggests that there will be no world market for 
corporate control. Property rights and governance structures are 
under the control of nation-states and local elites. As long as 
states claim sovereignty, they are unlikely to undermine their con-
trol over their economies in this way. Moreover, their local elites 
also have a great deal to lose from current arrangements, and they 
will oppose actions that would force conformity to someone else’s 
standards. (Fligstein & Freeland, 1995: 39) 

Observers of the U.S. system notice the same tendency of local elites to lobby 
for regulation that suits their interests (Grundfest, 1990; Pound, 1993).  

One of the recurring theoretical arguments of the above-cited studies is that sys-
tems of corporate governance tend to contain a mechanism that allows the elites 
to entrench. There is an operating assumption, implicit or explicit, that control 
over corporate resources is positively related to political influence and therefore, 
to a certain extent, feeds itself. Fligstein (2001) is explicit about this. In his 
framework, organised interests attempt to capture regulatory domains in the state 
or other regulating bodies in order to “narrowly defend their privilege against 
other claims” (p. 43). Thus, a regulatory system is to some degree a reflection of 
the relative political influence of constituents prevailing at the time the rules 
were created. By capturing regulatory domains, these influential constituents are 
able to maintain their position, making the system of rules resistant to challeng-
ing interests.  

The claim that local elites are able to capture regulatory domains to protect their 
interests, making systems of rules unresponsive to challenges by non-elite 
groups, appears applicable to the Swedish system of corporate governance. In 
Sweden, a limited number of controlling shareholders have historically held a 
position of dominance, most notably the two large BGs, the Wallenberg and 

––––––––– 
7 The authors apply the same argument to explain how constituents other than controlling sharehold-

ers, such as banks or managers, have reached a position of dominance in some corporate govern-
ance systems. 
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Handelsbanken groups (Högfeldt, 2004). Legal provisions such as dual class 
shares and pyramid and cross-holdings make this possible and are widely used 
among publicly traded corporations (Agnblad et al., 2001). Sweden is one of the 
few countries in the world that allows both dual-class shares and pyramid hold-
ings (La Porta et al., 1999). Collin (1998), in contrast to most of the aforemen-
tioned authors, contends that inertia is not a valid explanation for the rules that 
allow these two business groups to persist in this position of dominance. Instead, 
he argues that large BGs are ’politically efficient’ in addition to being an eco-
nomically efficient form of control. Having corporate control concentrated in a 
few identifiable actors allows the government to “transfer the costs of dissemina-
tion to the groups, concentrating efforts at negotiations and dissemination of in-
formation to the few heads of the BGs” (p. 738). While these BGs are believed to 
be politically influential, the state hypothetically prefers having more than one to 
avoid hold-up situations. They are, however, politically favoured constituents 
despite pressures for conformity with the U.S. model. 

Several laws could well have been launched: (1) a law that would 
only permit shares giving one vote per share, aimed at both 
groups; (2) a law that would prevent cross-ownership, aimed at 
the Handelsbank group; (3) a law that would forbid funds from ex-
ercising voting rights in corporations, aimed at the Wallenberg 
group; and (4) a law that would restrict the numbers of shares that 
investment corporations could own, aimed at both groups. (Collin, 
1998: 738f) 

It may be argued that presenting laws that have not been launched as arguments 
that the state is intent on keeping the BGs intact resembles conspiracy theory. 
However, Collin is not the only one making claims of this type. Högfeldt (2004), 
for example, maintains that a symbiotic relationship exists between the (social 
democratic) state and large controlling shareholders. The latter need political 
support for upholding the legitimacy of arrangements separating cash-flow rights 
from voting rights. As La Porta et al. (1999) report, states that allow both pyra-
mid holdings and dual-class shares are considerably rare. The state has an inter-
est in keeping productive capital from leaving the country and is therefore prone 
to catering to leading capitalists.  

Whether this system of large shareholders is efficient in an economic sense is not 
important for the purposes of this study. Notwithstanding, the picture that 
emerges is that the presence of controlling shareholders is a result of political in-
tent (cf. Henrekson & Jakobsson, 2003). It appears that the political forces that 
have helped create the current situation, which the state is keen to defend, under-
pin the relatively high ownership concentration that characterises Swedish corpo-
rations. Although it is mainly large BGs that are seen as the politically influential 
parties, the current system simplifies entrenchment for all controlling sharehold-
ers. All controlling large shareholders can use the same legal provisions to con-
centrate control. When votes become concentrated in a single controlling share-
holder in a corporation, the costs for minority shareholders to influence corpora-



39

tions are raised considerably. In effect, minority shareholders in Sweden become 
comparatively separated from control, while controlling shareholders are allowed 
to exert direct control. In a sense, the Swedish publicly traded corporation is par-
tially ‘modern’ and partially ‘classical’. 

2.1.3 Types of Shareholders and Minority Expropriation 

In the terminology of Agnblad et al. (2001) and Söderström et al. (2003), among 
others, the group of large shareholders with voting stakes that make direct con-
trol possible (which implies less than a majority of votes) are called controlling 
shareholders. All other shareholders are referred to as minority shareholders. In 
the U.S. literature, a distinction is often made between inside (internal) and out-
side (external) shareholders, insiders being senior management or board mem-
bers with significant equity positions and outsiders being equity claimants with 
no involvement in the management or supervision of the corporation (cf. Jensen 
& Meckling, 1976). Inside shareholders are assumed to have a significant ability 
to directly control corporate affairs, although this is not necessarily the case. For 
reasons that will be explored in the next chapter, controlling shareholders are 
generally insiders.  

Most Swedish boards of directors include some representative(s) for the largest 
shareholder (Jonnergård & Kärreman, 2004). While managers and board mem-
bers not associated with a controlling shareholder may own minority positions of 
the corporation in which they are engaged, most minority shareholders are out-
siders. Unless otherwise noted, this study takes it as a given that minority share-
holders are outsiders and controlling shareholders are insiders of the corporation. 

Research on the functioning of boards of directors suggests the implications of 
this typical configuration. Kärreman’s (1999) model points to a number of fac-
tors shaping the board’s work, leading him to conclude that the specific interests 
of minority shareholders are not routinely taken into account in the boardroom.  

Swedish boards of directors typically consist of inside shareholders or their rep-
resentative(s), non-shareholders without a management position in the organisa-
tion, workers’ representatives, and the chief executive officer (CEO). (Jonner-
gård & Kärreman, 2004). Kärreman (1999) suggests that these corporate boards 
tend to develop unofficial hierarchical structures. The individual board member’s 
role on the board and his/her perceived commission depend on the basis for 
his/her directorship. Non-shareholder board members have an advisory role and 
see their function mostly as providing expertise. Workers’ representatives under-
stand their directorship more as a door to strategic information and decision 
making, but they also serve as important information providers to the board since 
they often have superior operational knowledge of the corporation. For the most 
part, however, they remain passive regarding non-workforce-related issues.  

Board members appointed as representatives for controlling shareholders are re-
garded by other board members as hierarchically superior. They are seen as the 



40

prime interpreters of shareholder intentions, and they function as the mandators 
within the board. This is reflected also in boards of privately held firms financed 
by venture capitalists, which become more active when the venture capitalist be-
comes represented on the board, suggesting that influence is contingent on active 
participation (Gabrielsson & Huse, 2002). Consistent with this, Kärreman’s 
(1999) model further suggests that the intentions of outside shareholders have no 
impact on how shareholder representatives assess their commission.  

For a shareholder to have direct influence on the board, direct 
representation is necessary, and those shareholders that do not 
have direct representation have no direct influence over the work 
of the board. (Kärreman, 1999: 272 [My translation from Swed-
ish]) 

Hence, to use a different terminology, boards of directors tend to be ‘captured’ 
by controlling shareholders. Whether this is an accurate description of a given 
board of directors can be settled only by empirical study, but board capture 
strengthens the influential position of the controlling shareholder relative to the 
minority shareholder. The small group of controlling inside shareholders 
achieves a tighter grip on corporate control, while the minority shareholders are 
even further removed from it. 

Söderström et al. (2003: 29) describe the Swedish corporate governance system 
as a “triangular drama” involving three distinct groups – controlling sharehold-
ers, minority shareholders and managers – that often have different interests. 
They argue that minority shareholders, the largest group of shareholders, neither 
can nor want to control corporations. Typical Anglo-American corporate govern-
ance systems generally consist almost exclusively of this type of shareholder 
(Weimer & Pape, 1999), and for these systems a claim that ownership is fully 
separated from direct control seems more plausible. But if controlling sharehold-
ers in other types of systems have taken on the responsibility to ‘anxiously and 
vigilantly’ monitor the ‘negligent and profuse’ managers that Adam Smith and 
Berle & Means were so concerned about, is there any reason to be concerned 
over the efficiency by which the publicly traded corporation is managed? Why 
should minority shareholders need to be more than passive financers under those 
circumstances?  

This structure of ownership and control is far from being problem-free. Addi-
tional conflicts of interest arise between controlling and minority shareholders. 
Taking on a position of controlling shareholder implies giving up liquidity and 
facing increased risk exposure (Markowitz, 1952; Sharpe, 1964). It is likely that 
controlling shareholders extract private benefits to compensate for this (Dyck & 
Zingales, 2004). One such benefit might be minority expropriation, which can 
take the form of resource tunnelling but may also involve, for instance, imple-
menting sub-optimal policies for the appointment of managers (e.g., nepotism) or 
making investments with negative net present value (NPV). These benefits may 
profit controlling shareholders at the expense of minorities. 
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A number of studies have looked at the differing levels of minority expropriation 
across countries. From an international perspective, expropriation of minority 
shareholders appears, by several measures, comparatively limited in Sweden. 
Premiums paid for a controlling position of voting power exist but are compara-
tively small when estimated in different ways by Nenova (2003) and Dyck & 
Zingales (2004). La Porta et al. (1997, 1998, 1999 and 2000) find that the Swed-
ish equity market is more developed than anticipated by their theory. Their hy-
pothesis, which is generally borne out in their data, is that a positive relationship 
exists between the strength of formal minority protection and various measures 
of the development of capital markets.  

Because a good legal environment protects the potential financiers 
against expropriation by entrepreneurs, it raises their willingness 
to surrender funds in exchange for securities, and hence expands 
the scope of capital markets. (La Porta et al., 1997: 1149)  

Yet this is not borne out in the case of Sweden. Agnblad et al. (2001) observe 
that: 

Sweden presents a puzzling case for the recent literature on law 
and finance that attempts to establish a causal relationship from 
legal origin and level of formal investor protection to ownership 
concentration, and the development of financial markets (La Porta 
et al., 1997, 1998, 1999). By the measures used, formal protection 
of minority investors is weak, and separation of ownership and 
control strong. Under these conditions, financial markets should 
be underdeveloped, not flourishing like the Swedish markets, and 
corporations should be starved of capital. (Agnblad et al., 2001: 
228f) 

This is not to say that controlling shareholders do not extract private benefits 
from being in control. A clear example is that the tightly controlled closed-end 
investment funds that are common on the Swedish equity market trade at a dis-
count (Agnblad et al., 2001). Apparently, market actors put a higher value on the 
corporations owned by the closed-end investment fund when they are not under 
the control of that fund, an indication that some form of private benefit extrac-
tion is at hand. According to Holmén & Högfeldt (2004), however, the extraction 
of benefits by controlling shareholders in Sweden seems generally more attribut-
able to entrenchment leading to poor decision making than to the tunnelling of 
resources. Since shares are issued and traded at a discount, this cost is not neces-
sarily borne by the minority shareholders.  

In general, then, the literature on minority expropriation suggests that Sweden’s 
minority shareholders, when compared to minority shareholders globally, are not 
systematically expropriated to a particularly great extent. The question of what 
controls the controlling shareholder follows naturally from this. Agnblad et al. 
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(2001) suggest that in addition to formal regulation, powerful informal control 
mechanisms are also at work. They argue that social benefits associated with be-
ing a controlling shareholder are particularly strong in Sweden; “in particular, 
concerns over reputation and social status limit minority abuse” (Agnblad et al., 
2001: 252). They suggest that Swedish controlling shareholders are able to ex-
tract private benefits because of the social status they attain from their position, 
and this high esteem may be contingent on not expropriating minorities. The is-
sue of what limits minority expropriation in Sweden must, however, be consid-
ered as unresolved, and perhaps shareholder activism or the risk thereof is one of 
the reasons behind the comparatively limited expropriation detected by the 
above-cited studies. Notwithstanding, the subject of this study is minority share-
holders who are, from an international perspective, separated to a comparatively 
large degree from control but who appear to be systematically expropriated to a 
relatively small extent. This does not mean, however, that there are no individual 
cases of minority shareholder expropriation. 

2.2 Shareholder Activism and Coalitions 

The foregoing discussion seems to point to an interpretation of shareholder activ-
ism as an instance wherein minority shareholders claim direct control for some 
period of time. Intuitively, the reasoning would suggest that this is done to re-
duce inefficiencies that arise when ownership is fully separated from control or 
to limit minority expropriation by a controlling shareholder. This is the predomi-
nating view in the literature on both shareholder activism and shareholder coali-
tions, yielding specific predictions regarding the motivation for and impact of 
shareholder activism, which have been extensively researched empirically.   

Shareholder activism has captured the imagination of numerous researchers, per-
haps because of its unexpected character or perhaps because of the inherent 
drama of conflict between powerful groups. In line with this latter characteristic, 
another strand of research has sought to interpret shareholder activism as part of 
a social movement whereby shareholders are slowly gaining control over corpo-
rate activities and resources more generally. Shareholder activism can be seen, it 
is argued, as an ingredient of a new form of capitalism. 

Research on shareholder activism and coalitions is diverse in terms of both theo-
ries and methods. Nonetheless, the lion’s share of the empirical work deals with 
activism in the United States, primarily that undertaken by large pension funds. 
This literature can be categorised broadly either as research from the perspective 
of finance economics or as research from alternative perspectives (influenced 
primarily by sociology). The former perspective – finance economics – domi-
nates the field and can be regarded as the mainstream approach to the study of 
shareholder activism and coalitions. Indeed, contributions from other perspec-
tives are often explicitly framed in terms of their differences from the perspec-
tives offered by finance economics (e.g., Bengtsson, 2005; Davis & Thompson, 
1994). The finance approach views shareholder activism and shareholder coali-
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tions as a type of control mechanism or as a vehicle for expropriation of other 
shareholders. The challenging view, on the other hand, is that shareholder activ-
ism and coalitions are vehicles in political struggles to further activists’ agendas 
more broadly. Both views warrant a closer examination. 

2.2.1 Shareholder Activism as a Control Mechanism 

The mainstream literature on shareholder activism, namely that originating in fi-
nance economics or adjacent areas of study, is largely empirical (cf. Karpoff, 
2001), but a number of theoretical models (e.g., Admati et al., 1994; Maug, 
1998; Kahn & Winton, 1998) also offer insights. The mainstream approach sees 
shareholder activism as a control mechanism: activism emerges as a response to 
excessive expropriation or inefficiencies by corporate insiders. This mechanism 
is similar in kind to hostile takeovers that are triggered by an under-performing 
management paired with some degree of failure of other control mechanisms.8

The implicit or explicit hypothesis is that shareholder activism is a tool by which 
outside shareholders attempt to increase the performance and, thus, the share 
price of the targeted corporation(s). Alchian & Demsetz present an early version 
of this commonly held view:  

… it is more than a change in policy that is sought by the newly 
formed financial interests … It is the capitalization of expected fu-
ture benefits into stock prices that concentrates on the innovators 
the wealth gains of their actions if they own large numbers of 
shares. Without capitalization of future benefits, there would be 
less incentive to incur the costs required to exert informed decisive 
influence on the corporation’s policies and managing personnel. 
(Alchian & Demsetz, 1972: 788) 

This line of reasoning tends to be taken for granted in theoretical models of 
shareholder activism, which typically focus on the impact of other factors. Find-
ings from modelling based on a positive association between shareholder activ-
ism and company performance show not only that market equilibrium is gener-
ally characterised by free riding by small shareholders, but also that monitoring 
by large shareholders can occur (Admati et al., 1994). Findings also suggests that 
liquidity matters in the sense that a greater liquidity enables an activist to realise 
further gains from activism by means of trading on informational advantages 

––––––––– 
8 Cremers & Nair (2005) show that companies with a combination of high ownership concentration 

by public pension funds or block holdings and high risk of being the target of a hostile takeover 
(measured by the presence of takeover provisions in the company charter) perform better than firms 
exposed to only one or neither of these conditions. They interpret this as a complementary effect 
between the market for corporate control and shareholder activism, since, they argue, a large con-
centration of this type of shareholding is a greater incentive for concerned shareholders to pursue 
activism. However, it could just as well be this threat of shareholder activism that impels the con-
cerned corporations to perform well and to resist adopting anti-takeover provisions. The difficulty 
of sorting out cause and effect in these results is apparent, as Kang (2000) has similar findings but 
interprets them as the effect of threats of activism. 
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(Maug, 1998), and that the market’s expectations for potential targets matter in 
the sense that companies expected to do poorly are more likely to become targets 
(Kahn & Winton, 1998).  

An implication of this is that if shareholder activism is motivated by increased 
share price, one might expect only a large shareholder to pursue activism, since a 
larger fraction of the gains will fall on a large shareholder (Gillian & Starks, 
2000). Olson (1965) argues that the problem associated with providing public 
goods is circumvented when the benefit is so large that the provision of the good 
becomes rational for an individual beneficiary. Or, in the context of shareholder 
activism, if a shareholder can capture enough of the benefits of shareholder ac-
tivism to cover its cost, it makes economic sense to pursue the activism. Under 
these circumstances, the logic of the situation moves away from that of a pris-
oner’s dilemma, and a given player’s dominant strategy becomes co-operation, 
regardless of the other players’ choice of strategies.   

Fortunately, it is possible to evaluate the claim that increased share price moti-
vates shareholder activism since a wealth of empirical research into characteris-
tics of targeted firms and share price reactions evoked by shareholder activism 
exists. This is, in fact, the prime interest of the empirical literature within finance 
economics. Table 2.1 summarises the results from a number of these studies, 
most of which use the event-study design. 
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Study Summary 

Akhigbe 
et al. 
(1997) 

Examines long-term (3-year) effects of shareholder activism by va-
rious types of shareholders, 1985-1992. Finds significant positive 
abnormal returns. 

Bizjak & 
Mar-
quette 
(1998) 

Examines motivation and effects of shareholder proposals to remove 
poison pills by various types of sponsors. Poor performance and low 
inside ownership increases probability for proposals, which have 
negative impact on share price. A positive reaction follows, how-
ever, if management accepts proposals. 

Carleton 
et al. 
(1998) 

Examines targeting decision and effects of non-public activism by 
large U.S. pension fund (TIAA-CREF). Agreement is often reached 
and is reached earlier when inside ownership is low. Abnormal re-
turns vary with targeting issue and can be positive, negative or in-
significant.  

Del Gu-
ercio & 
Hawkins 
(1999) 

Examines motivation and effects of shareholder activism by five 
large U.S. pension funds, 1987-1993. Finds heterogeneity in activ-
ism strategies. Significant changes occur in target firms. No signifi-
cant abnormal returns or increased accounting performance around 
proxy proposals are found. 

English 
II et al. 
(2004) 

Examines effects of shareholder activism by large, well-known U.S. 
pension fund (CalPERS) that publishes annual ‘hit-lists’, 1992-1997.  
Finds significant abnormal returns in the short- and mid-term (6 
months) following these announcements.   

Gillian & 
Starks 
(2000) 

Examines effects of shareholder proposals by various types of spon-
sors, 1987-1994. Success rate in terms of voting outcome varies with 
issue and sponsor, with institutional investors and co-ordinated 
groups being more successful. Abnormal returns are negative for 
these two groups, but positive for non co-ordinated shareholders.  

Gordon 
& Pound 
(1993) 

Examines what decides the fraction of votes on shareholder propos-
als. Identity of sponsor, type of proposal, corporate governance ar-
rangements, and prior performance are found to matter. Moreover, 
outside block holders and institutions commonly vote against man-
agement. 

Karpoff 
et al. 
(1996) 

Examines targeting decision and effects of shareholder proposals by 
U.S. institutions or individuals, 1987-1990. Poor performers are tar-
geted; however, there is little evidence that firm policy is affected. 
No significant abnormal returns or effect on accounting performance 
is found. 

Nelson 
(2006) 

Examines effects of activism by large, well-known U.S. pension 
fund (CalPERS), 1990-2003. Finds no abnormal returns after 1993. 
Argues that previous studies have overestimated the impact of this 
fund’s activism. 
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Prevost 
& Rao 
(2000) 

Examines the effects on share price of shareholder proposals by lar-
ge pension funds. The negative effects (which are more negative 
when a group of shareholders backs the proposal) are argued to be 
the result of the public nature of the shareholder activism, which 
serves as a signal that negotiations have broken down and manage-
ment will not follow the wishes of the shareholders. The more often 
a corporation is targeted, the larger the negative effect, which sup-
ports this conclusion. 

Smith 
(1996) 

Examines targeting decision and effects of shareholder proposals by 
large, well-known U.S. pension fund (CalPERS), 1987-1993. Poor 
performance, large size and large institutional ownership increase li-
kelihood of targeting. Finds significant positive abnormal returns for 
proposals that later are ratified and negative returns for other pro-
posals. No significant effect on accounting measures is found.  

Song & 
Szewc-
zyk
(2003) 

Examines trading around and the effects of public calls for activism 
by organisation (CII) representing institutional investors in the Unit-
ed States, 1991-1996. Trading patterns of the target firm’s share 
does not differ from that of similar firms. No effects on share price, 
analyst expectations or corporate events that differ from those of 
similar firms are found. 

Strick-
land et al. 
(1996) 

Examines targeting decision and effects of activism by U.S. minority 
shareholder organisation (United Shareholders Association), 1986-
1993. Underperformers are systematically targeted. Approximately 
one quarter of the proposals lead to agreement, with likelihood in-
creasing with poor performance and large institutional ownership. 
Significant positive abnormal returns on announcement of agree-
ment are found.

Wahal
(1996) 

Examines effects of shareholder proposals and non-proxy targeting 
(voicing general dissatisfaction with performance) by nine large U.S. 
pension funds, 1987-1993.Change is often implemented. No signifi-
cant abnormal returns are found when tested on full sample with dif-
ferent event windows. Some positive abnormal returns are associ-
ated with one fund (CalPERS) and a specific time-period (1990s). 
Non-proxy targeting is associated with positive abnormal return. No 
effects on accounting measures of performance or longer-term share 
performance are found. 

Wang et 
al. (2005)

Examines targeting decisions in Canada. Finds that large, poorly 
performing corporations are more often the targets for shareholder 
activism. 

Wu 
(2004) 

Examines effects of public displays of dissatisfaction by large U.S. 
pension fund (CalPERS) on corporate governance variables, 1988-
1995. Statistically significant changes in board composition are 
found in the companies publicly named, as well as a positive correla-
tion with management turnover and a negative correlation with di-
rectors’ subsequent directorships.  

Table 2.1 Summary of empirical studies examining targeting decisions and effects of 
shareholder activism 
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Table 2.1 admittedly paints an inconclusive picture vis-à-vis the basic hypothesis 
of the mainstream approach. Obviously, abnormal returns stemming from share-
holder activism can go in either direction, or they can be non-existent or too 
small to measure. This is true regardless of the fact that under-performers (and 
large corporations) are usually targeted. In another review of the empirical re-
search on the impact of shareholder activism on targeted corporations, Karpoff 
(2001) concludes that, overall, shareholder activism can accomplish small 
changes in targeted firms, but its effect on share price is negligible. The question 
of what motivates shareholder activism remains fundamentally unresolved. 

A conclusion to be drawn here is that alternative rationales to explain the emer-
gence of shareholder activism are needed; pursuit of share price increases is not 
the whole story. The preoccupation with abnormal returns from activism that 
characterises finance economics seems to have reached a point of diminishing re-
turns. Naturally, this is to some extent a question of whether one is more inter-
ested in share price formation or in shareholder activism, and it is not unlikely 
that many finance economists would opt for the latter if forced to choose.  

Two case studies of shareholder activism published in a leading finance journal 
illustrate this preoccupation: one examines the failed Volvo-Renault merger in 
which shareholder protests played an important role (Bruner, 1999); and the 
other focuses on the restructuring of Sears, Roebuck & Co., which was preceded 
by pressures from institutional investors (Gillian et al., 2000). These case analy-
ses are limited almost exclusively to the analysis of abnormal returns throughout 
the course of events. They differ from the studies cited in Table 2.1 simply by 
providing a richer qualitative background to the share-price movements than is 
usual.  

Nonetheless, some attempts have been made to formulate alterative rationales for 
shareholder activism. One potential explanation for the inconclusive results 
found in the literature is that the incentives for money managers differ from 
those for fund shareholders. As shown in Table 2.1, what has attracted the most 
attention in empirical research in this area is the activism of large U.S. pension 
fund shareholders. These funds look after other people’s assets, which may 
‘twist’ the incentives for those managing them (Ingley & van der Walt, 2004). It 
has been suggested, for example, that fund managers may become activists to 
gain publicity that can enhance their political careers. (See, for example, Black 
[1992] and Del Guercio & Hawkins [1999] for a discussion.) This could explain 
the findings reported in Graves et al. (2001) suggesting that fashion influences 
the type of issues activists engage in, perhaps reflecting the changing nature of 
politically ‘hot’ issues. However, this argument is based on the existence of an 
agency relationship, so it does not apply to private investors. Therefore, to avoid 
getting results that may be distorted by any such twisted incentives, it might be 
methodologically prudent to study private investors as well. 
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In any case, finance economics has a dominating view of shareholder activism as 
a mechanism through which outside shareholders respond to poor performance. 
Assuming that actors respond to economic incentives and given the problems of 
efficiency and/or minority expropriation associated with the separation of owner-
ship from control, this makes perfect sense. The potential increase in share price 
that can be captured by the activist is traded off against the cost of the activism. 
This hypothesis is based on assumptions similar to those underlying the ideal-
typical minority shareholder coalitions in this study and will be elaborated in the 
discussion of the ideal-typical offensive minority shareholder coalition. As 
shown, however, this mainstream view does not give the whole story. Alterna-
tive rationales for shareholder activism are probably at work alongside the impe-
tus to seize opportunities for increasing expected returns, leading to these incon-
clusive results.  

2.2.2 Shareholder Coalitions 

The bulk of studies on shareholder coalitions frame the issue being explored by 
means of a logic that can be understood in terms of game theory. Whereas previ-
ous literature on shareholder coalitions is narrowly based on the logic of co-
operative game theory, wherein the problem of commitment to co-operation is 
not relevant, this study, in contrast, is based on the logic of non-co-operative 
game theory, which brings this problem to the fore. Most of the research on 
shareholder coalitions is closely related to the literature on shareholder activism 
stemming from finance economics. It also tends to hypothesise a similar ration-
ale behind the emergence and persistence of these coalitions. Specifically, coali-
tions are typically argued to emerge as a response to poor performance with the 
intent to monitor management. Because of this, studies of these coalitions suffer 
from the same problem as the studies based on finance economics in general: this 
explanation is not fully borne out by the data. There are alternative explanations, 
however; coalitions can, for instance, emerge as a vehicle for expropriation. 

2.2.2.1 Classification of the Literature on Shareholder Coalitions 
Game theory literature on coalitions in general (including, for instance, political 
coalitions or cartels) can more or less be divided into two branches: one branch 
based on the logic of co-operative game theory and the other based on the logic 
of non-co-operative game theory, whether the basic logic is implicitly or explic-
itly stated.9

Co-operative game theory treats the group, i.e. the coalition in game theory par-
lance, as the unit of analysis. An operating assumption is that co-operation can 
be enforced. The main question in a typical co-operative game theory analysis 
looks at what different potential coalitions are worth. It is assumed that the most 
valuable coalition (based on some measure important in the game played) will be 

––––––––– 
9 The brief overview of game theory in this and the following paragraphs is based primarily on Laver 

(1998) and Bierman & Fernandez (1998). 
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formed. As a corollary, if the value of potential coalitions is related to some cost 
function for the formation of coalitions, co-operative game theory can be used to 
analyse whether coalitions will emerge at all. This means that in co-operative 
game theory, coalitions emerge when it is collectively rational for them to do so. 
A credible commitment to co-operation is therefore not problematic within this 
tradition. Co-operative game theory is often used to analyse (implicit or explicit) 
zero-sum games, in which coalition members must divide appropriated value 
within the coalition or in which coalitions form to appropriate value at the ex-
pense of non-members.  

Non co-operative game theory, on the other hand, focuses on the individual’s 
choices and behaviour. In non-co-operative game theory, coalitions will form if 
it is individually rational to co-operate, whether this decision is aligned with col-
lective rationality or not. A co-operative (Nash) equilibrium emerges and is sta-
ble if the players cannot gain by defecting from the co-operative strategy. If a 
gain is to be made by defecting, an individual will do so. If this characterisation 
of coalition formation and viability in non-co-operative game theory appears fa-
miliar, it is because the problem of collective action, as discussed in the introduc-
tory chapter, is based on this logic. In fact, this study would, on this dimension, 
be classified as a study based on the logic of non-co-operative game theory.  

Another way to categorise studies on shareholder coalitions is according to the 
coalition’s intended purpose. Using this approach, two general types of coali-
tions, each with a different purpose and rationale, can be identified in the litera-
ture on shareholders: coalitions formed with the intent to monitor management; 
and coalitions formed to separate non-participating shareholders from control, 
possibly to expropriate them. Some coalitions appear to combine elements of 
both types.  

Generally, coalitions are formed to capture corporate resources at the expense of 
some other constituency, be it management or fellow shareholders.10 This re-
flects the logic of co-operative game theory that characterises most of this line of 
inquiry. The work of Dennis Leech and co-authors (Cubbin & Leech, 1983; 
Leech, 1987a, 1987b, 1987c; Leech & Leahy, 1991) and the elaborations on 
managerial theory of the firm by Yarrow (1976), among others, address the first 
type of shareholder coalition. The model of Bennedsen & Wolfenzon (2000), 
among others, deals with the second type. 

2.2.2.2 Shareholder Coalitions as a Control Mechanism 
The potential of shareholder coalitions as a vehicle for controlling management 
has long been acknowledged.  In isolation, dispersed shareholders are powerless; 
their ability to form coalitions in exceptional circumstances can make up for this. 
Nonetheless, the potential of coalitions has not had a large impact on the more 

––––––––– 
10 Of course, in the former scenario, a coalition can also increase the surplus available for division by 

improving the efficiency of management. 
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general formulation of theories about the publicly traded corporation (Yarrow, 
1976; Leech, 1987a). Berle & Means note, for example: 

For the most part the stockholder is able to play only the part of 
the rubber stamp. Occasionally he may have the opportunity to 
support an effort to seize control, a position not unlike that of a 
populace supporting a revolution. In either case, the usual stock-
holder has little power over the affairs of the enterprise and his 
vote, if he has one, is rarely capable of being used as an instru-
ment of democratic control. The separation of ownership and con-
trol has become virtually complete. (Berle & Means, 1932/1991: 
83) 

Berle & Means see the function of a coalition as analogous to a hostile takeover 
(Hindley, 1969), triggered when dissatisfaction is severe, as suggested by their 
revolutionary metaphor. Essentially, this is the same rationale for emergence as 
that hypothesised for shareholder activism in general in finance economics. Its 
potential, however, is not taken very seriously in the analysis of ownership data 
by Berle & Means, who assess control of large U.S. corporations by the size of 
their largest shareholders.11

As the proposition that ownership is separated from control in large, publicly 
traded corporations became largely accepted in the literature, potential coalitions 
did not receive much attention. Shareholders were ascribed no active role in the 
‘managerial’ theories of the firm that were developed in the 1960s (Yarrow, 
1976). Agency theory followed, becoming the main lens through which the 
‘separation of ownership from control’ issue was viewed. A culmination of this 
line of thought can be found in Fama’s (1980) claim that the modern corporation 
is, among other things, ‘ownerless’ in the sense that no owners of securities ac-
tively monitor and directly control decisions taken.  

This disregard for the potential of shareholder coalitions provides the back-
ground to the models of Yarrow (1976) and Leech (1987a), who both scrutinise 
the question of just how separated from control the ownership really is. Do man-
agers have complete discretion to pursue their personal interests without interfer-
ence by the shareholders? Both argue that even if no individual shareholder owns 
a large enough stake, a coalition of shareholders could well emerge to control 
most corporations (if, in fact, this is not already happening), and this serves as a 
control mechanism for constraining managerial discretion. A coalition, they ar-
gue, will emerge if the gains to be made in terms of increased efficiency from in-
tervening in corporate affairs supersede the costs for operating that coalition. 
These costs are both fixed (e.g., costs for corporate relationships and setting up 
shareholder meetings) and variable (i.e. driven by the number of members in the 

––––––––– 
11 In some cases ‘street knowledge’ contradicted the authors’ assessment based on the size of the 

largest shareholder, which led them to revise their assessment.  
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coalition). In both models, hostile takeovers represent a special case. The poten-
tial for a coalition puts an upper limit on how much management can diverge 
from the interests of shareholders before a coalition emerges (Yarrow, 1976; 
Leech, 1987a; Brown, 1998).

Certain assumptions made by these two models stand out as particularly prob-
lematic against the backdrop of this study. To begin with, it is assumed that coa-
litions emerge to discipline an opportunistic management. As concluded in the 
earlier discussion of finance economics, this may be part, but not the whole, of 
the story explaining the emergence of shareholder activism. Moreover, it is as-
sumed that all shareholders have the same interests and that the relevant conflict 
of interest is therefore between managers and shareholders. Hence, these models 
do not take into account the possibility that shareholders may have heterogene-
ous interests, perhaps based on different views on what represents sound strategy 
for the corporation, or larger shareholders’ ability to expropriate minority share-
holders. Thus, there is room for developing these models so that they can ac-
count both for other mechanisms by which coalitions emerge and for other con-
flicts of interests.   

Another problematic assumption is that individual rationality does not conflict 
with collective rationality. Yarrow (1976) assumes that once a coalition forms, 
other passive shareholders will support it. If this is the case, a coalition can be 
seen, basically, as a vehicle through which fixed costs of shareholder activism 
are shared. Leech’s (1987a) model, on the other hand, assumes that a coalition 
must reach a certain size to have a good chance of winning a voting battle, de-
fined by an explicit model for how passive shareholders will vote (developed 
separately in Cubbin & Leech, 1983). Still, the costs of operating the coalition as 
a whole are traded off against the benefits realised by the coalition; it is not indi-
vidual costs and benefits that are traded off. This reflects the fact that both mod-
els are based on the logic of co-operative game theory. As a result, the question 
of how coalition members commit to co-operation in a sufficiently credible man-
ner, thereby enabling the alignment of individual rationality with collective ra-
tionality, is overlooked. From the perspective of the problem of collective action, 
this is a concern; cost sharing provides rich opportunities for free riding, which 
threatens the viability of shareholder coalitions. As argued in the previous chap-
ter, a satisfactory explanation of the emergence of viable minority shareholder 
coalitions must explicitly address this issue. 

If it is true that coalitions will emerge if management does not act sufficiently in 
the interests of shareholders, the formation of coalitions is potentially an impor-
tant control mechanism in most corporations. Leech (1987b, 1987c) uses his 
models of how shareholders are expected to vote (Cubbin & Leech, 1983) and 
shareholder coalitions (Leech, 1987a) to reassess the conclusions drawn by Berle 
& Means (1932/1991) and another study on ownership dispersion in the United 
States in the 1930s (TNEC). He argues that those studies overestimated the de-
gree of separation of ownership from control in U.S. corporations at the time. 
His reassessment suggests that shareholders typically needed smaller equity posi-
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tions than assumed in those earlier studies to gain control, and in many cases this 
threshold could potentially have been reached by a handful of shareholders 
working together (and at a relatively low cost according to his model). Leech & 
Leahy (1991) show, further, that in practically all corporations traded on the 
London Stock Exchange between 1983 and 1985, a coalition comprising fewer 
than ten shareholders could control the corporation.  

Crespi-Cladera & Renneboog (2003) also find that when the potential for coali-
tions (measured as the concentration of certain categories of shareholders in a 
corporation, notably insurance companies) increases on the London Stock Ex-
change, management turnover increases. A number of other studies, moreover, 
use shareholder ‘coalitions’ or ‘co-ordinated groups’ as an empirical category in 
analyses of the motivation and effects of shareholder activism (e.g., Gillian & 
Starks, 2000; Prevost & Rao, 2000; Song & Szewczyk, 2003). These studies, 
however, show more mixed results (see Table 2.1). Whether coalitions are an 
important control mechanism for constraining managerial discretion is difficult 
to evaluate from these findings. Nonetheless, it is reasonably clear that disciplin-
ing management is not the only motivation behind the emergence of shareholder 
coalitions. 

2.2.2.3 Shareholder Coalitions as a Vehicle for Expropriation 
An alternative explanation for the emergence of coalitions is at hand in the litera-
ture on shareholder coalitions. According to Bennedsen & Wolfenzon (2000) and 
Zwiebel (1995), coalitions may form for the purpose of diverting resources that 
otherwise would fall on all shareholders to a specific group of shareholders (the 
coalition); i.e. as a vehicle for expropriation. Zwiebel (1995) models the situation 
in which large shareholders can form coalitions to divert resources and suggests 
implications for ownership structure. This rationale for coalition emergence is 
indicated by Barrucci & Falini (2005), who show that when Italian corporations 
are controlled by a coalition of shareholders, the governance structure tends to be 
designed to provide less protection for other shareholders. Goergen & Renne-
boog (2001) offer further evidence, indicating that coalitions of large sharehold-
ers can affect investment decisions. More specifically, when the potential for 
coalitions among industrial shareholders is large, over-investment seems more 
likely. This suggests that coalitions may emerge as devices for expropriating mi-
nority shareholders. Indeed, coalition formation might be a viable opportunity 
for large shareholders to lay their hands on corporate resources for personal gain. 
But under what conditions would a minority shareholder form a coalition?  

The model developed by Bennedsen & Wolfenzon (2000) may be informative in 
answering this question. The authors demonstrate that in a situation with no exit 
possibilities, more than two shareholders, and opportunities for a shareholder to 
divert resources for personal consumption by holding a majority of votes, coali-
tions will form to expropriate shareholders that are not members of the coalition. 
When there is no exit mechanism, there is no way of escaping the vulnerability 
for being expropriated. In other words, when the exit possibility is not available, 
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situations can arise in which a shareholder will either expropriate or be expropri-
ated.

The assumption of no exit possibilities is clearly not plausible for the publicly 
traded corporations that are the focus of this study. However, it could be argued 
that the higher the costs for exiting an investment, the more a situation will ap-
proximate the one modelled by Bennedsen & Wolfenzon. If this is the case, a ra-
tionale might exist for minority shareholders to form a coalition specifically to 
defend themselves against expropriation. A coalition among minority sharehold-
ers could block attempts by larger shareholders to expropriate them. This possi-
bility is not considered by Bennedsen & Wolfenzon, but it is examined in the 
next chapter as an element of the ideal-typical defensive minority shareholder 
coalition. 

This literature on shareholder coalitions as vehicles for expropriation also suffers 
from indifference to conflicts between individual and collective rationality be-
cause the models are based on the logic of co-operative game theory.  Yet the 
conflict between individual and collective rationality is central to the problem of 
the emergence and viability of shareholder coalitions as formulated in this study. 
From the perspective of this study and for Olson (1965), among others, both the 
emergence and the viability of coalitions are more complicated than is assumed 
in the foregoing studies. Coalitions do not necessarily emerge and remain viable 
simply because it is collectively rational for them to do so. An acceptable expla-
nation must address how coalitional emergence and viability are also individu-
ally rational for the participating shareholders.  

2.2.2.4 Assessment 
All in all, two purposes for which shareholder coalitions may emerge are ad-
dressed in the literature on shareholder coalitions based on rational choice the-
ory: as a means to control managerial discretion; and as a vehicle for expropriat-
ing minorities. The latter purpose carries the seed for an alternative rationale for 
coalitional emergence among minority shareholders (other than the familiar ex-
planation from finance economics): to block attempts by large shareholders or 
other corporate insiders to expropriate them when the ability to exit is restricted. 
This rationale is explored within the framework of the ideal-typical defensive 
minority shareholder coalition in the next chapter.  

Alternative explanations of the emergence of coalitions (and activism in general) 
are needed because the data (see Table 2.1) do not fully or consistently bear out 
the most prevalent line of thinking. The review of the literature on shareholder 
coalitions suggests that the dominant lens through which shareholder coalitions 
are studied is that of co-operative game theory. This is disturbing since it disre-
gards the very central conflict between individual and collective rationality that 
characterises collective action among minority shareholders. Theory suggesting 
factors that commit coalition members to co-operation and thus suppress free rid-
ing or other threats of opportunism is underdeveloped, to say the least.  



54

2.2.3 Other Coalitions In and Around the Corporation 

Coalition formation is studied in a variety of contexts including parliamentary 
settings (e.g., Riker, 1962; De Swaan, 1973) and social movements (McAdam, 
1982/1999; McCarty & Zald, 1977). This section highlights some examples of 
the kinds of coalition formation that have been studied in and around corpora-
tions, other than coalitions among shareholders. These examples are not intended 
to be exhaustive, but illustrative.  

Two main theoretical lenses stand out as the most common in research on coali-
tion formations in and around corporations: the coalition as a metaphor for the 
corporation itself; and the coalition as a vehicle through which alliances between 
and within firms are formed. The latter view is rooted in game theory and can be 
further divided into a co-operative and a non-co-operative branch.  

‘Coalition formations’ brings politics to mind. Hence, a metaphor – the corpora-
tion seen as a coalition (containing potential sub-coalitions) – is often applied as 
a way to highlight the political nature of large organisations, leading into a study 
of coalitions within and around them. This is particularly common in the school 
of organisation theory developed at the Carnegie Institute (e.g., March, 1962; 
Cyert & March, 1963) and among some of those who have drawn from the work 
of this school (e.g., Pfeffer & Salancik, 1978/2003; Ocasio, 1994). Characteristic 
of this perspective is its emphasis on how different stakeholders must be induced 
to contribute to the firm/coalition. Management (often seen as the leading coali-
tion within the larger firm/coalition) of the firm/coalition must negotiate mem-
bership and handle conflicts of interests by such means as bargaining, co-
optation and side payments. Competing factions, or sub-coalitions, may surface 
within the firm to challenge the leading coalition.  

An example of this metaphorical usage is provided by Vitols (2004). He sees the 
internationalisation and institutionalisation of German ownership as a story 
wherein institutional shareholders enter the ‘coalitions’ of German corporations 
pushing demands for ‘shareholder value’, which leads to a ‘negotiated’ middle 
ground. Examining the corporation as a coalition characterised by internal poli-
tics is not the primary purpose of this study, which studies literal coalitions; 
however, it is an interesting perspective in that it allows one to see the formation 
of minority shareholder coalitions as a sub-coalition designed to challenge an en-
trenched dominating coalition. In this sense, minority shareholders form an or-
ganisation within the organisation so as to gain greater bargaining strength over 
how corporate resources are governed and allocated.  

Game theory is commonly used for studying how alliances among firms and 
various stakeholders are formed. Co-operative game theory logic and formal 
modelling are common tools for identifying and solving problems within the 
subject area of industrial organisation. Various models exist to show how coali-
tions are formed to extract rents from non-members. According to co-operative 
game theory, the most valuable coalitions are expected to form. Coalitions may, 
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for instance, emerge between firms to extract rents from consumers (i.e. cartels) 
(e.g., Brown & Chiang, 2002; Diamantoudi, 2005) or between firms and credi-
tors to extract rents from other stakeholders (e.g., Bigus 2002; Berlin et al., 
1996). A peculiar example combining these two approaches is provided by Tel-
ser (1990), whose model deals with corporations as coalitions of investors pursu-
ing a set of investment projects. Again, the limitations of this line of thought, i.e. 
applications of the logic of co-operative game theory, for the purposes of this 
study are noted. 

This study, as previously noted, could rather be classified as relying on the logic 
of non-co-operative game theory. The logic of non-co-operative game theory is 
also commonly applied in the subject area of industrial organisation (e.g., Stigler, 
1964) and has also found an application within corporate governance research. 
This is demonstrated by the literature on business groups (e.g., Collin, 1990; Pe-
rotti, 1992; Berglöf & Perotti, 1994; Van Hulle, 1998) analysing what could be 
seen as coalitions of actors belonging to the upper echelons of corporations 
(large owners, directors and senior managers).  

BG members often find themselves in situations where individual rationality 
may diverge from collective rationality. Personal gains may be at hand by break-
ing promises to co-operate. For this reason, means for harmonising the interests 
of participants and thereby limiting the likelihood of opportunism must be avail-
able if these BGs are to remain viable entities. This line of reasoning follows di-
rectly from the logic of non-co-operative game theory, although it is often only 
implied and used in an in-formal way. Within this framework, elaborate systems 
of cross-ownership and holding companies (Perotti, 1992; Berglöf & Perotti, 
1994; Van Hulle, 1998), socialisation into a common norm system, and an effi-
cient press corps (Collin, 1990) are interpreted as control mechanisms limiting 
the risks of opportunism. Because these control mechanisms make it costly to de-
fect from co-operative agreements, their effect is to harmonise the interests of 
participating actors.  

For the sake of this study, this particular stream of literature serves primarily in-
spirational purposes. It points towards a way of analysing and reading attributes 
of the relationships among shareholders as potential mechanisms for limiting the 
problems otherwise associated with collective action. 

2.2.4 Alternative Perspectives on Shareholder Activism

The literature considered thus far is based on rational choice in some form.  It 
views shareholder activism and shareholder coalitions as induced by and affect-
ing the relationships between the activist shareholders and corporate insiders. A 
richer contextual picture of these relationships generally characterises the alter-
native perspectives on shareholder activism. Of particular note is a more socio-
logically flavoured perspective on shareholder activism, which is alive and well 
even though it may appear marginal relative to the research within finance eco-
nomics. From this sociological perspective, shareholder activism is regarded 
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more as a struggle for power and influence over corporate resources that has im-
plications for the separation of ownership from control (and indeed for the or-
ganisation of the economy at large). Shareholder activism may thus be seen as a 
social movement (Davis & Thompson, 1994), and some, but not all, of the work 
undertaken within this perspective draws from sociological literature on social 
movements (e.g., McAdam, 1982/1999; McCarthy & Zald, 1977). This frame-
work highlights the importance of social ties among activist shareholders 
(Bengtsson, 2005; Davis & Thompson, 1994) and demonstrates the importance 
of implicit social codes of conduct within these networks for shareholder activ-
ism (Black & Coffee, 1994).  

2.2.4.1 Shareholder Activism as Part of a Social Movement 
Useem (1996) argues that we have observed a transformation of the (U.S.) cor-
porate economy in the late 20th century. The nature of this transformation has 
been a general change from management control to investor control. A corollary 
of this, according to Useem, is that a wholly different logic has come to guide 
decision making in publicly traded corporations. ‘Shareholder value’ has taken 
over as the only relevant criteria by which decisions are evaluated (Fligstein, 
2001; Brown, 1998). Investors, especially large pension funds, have in the proc-
ess transformed from passive and exit-reliant shareholders to active watchdogs 
of management. This shift has taken away the autonomy that management might 
have had when ownership was more separated from control. Shareholder activ-
ism within this new constellation is part of the ordinary. Large institutional in-
vestors are not so ‘outside’ anymore, as is evidenced by the increasing amount of 
time that has to be spent on investor relations by management of U.S. publicly 
traded corporations (Useem, 1996). This indicates that the obstacles to share-
holder activism are likely not as great as they once were for large institutional 
shareholders. 

Several changes underlie this transformation. One, which likely was a necessary 
(but not sufficient) condition, is that the portfolios of these investors have grown 
substantially (Useem, 1996; Brown, 1998). Another, as suggested by Davis & 
Thompson (1994) and Marens (2002), among others, is that the shareholder col-
lective has ‘won’ a long struggle to reclaim the control over corporate decision 
making that was previously lost to management. This allows the shareholders to 
further their (mainly financial) interests at the expense of other stakeholders 
(Useem, 1996; Brown, 1998).  

From this perspective, the struggle can be seen as a social movement that in-
cludes targeting of individual corporations, lobbying for shareholder-friendly 
legislation, and so forth. This movement, it appears, has spread throughout the 
world. Reports abound on increasing levels of and more systematic shareholder 
activism by institutional investors in such diverse countries as South Korea (Jang 
& Kim, 2002; Solomon et al., 2002), Japan (Seki, 2005; Sarra & Nakahigashi, 
2002), Canada (Wang et al., 2005) and Sweden (Bengtsson, 2005). While diffi-
cult to prove, it is likely that institutional shareholders in these countries are in-
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spired by the developments in the United States. The diversification into new 
markets by large U.S. institutional investors may also be a contributing factor.  

This movement for ‘shareholder rights’ is best distinguished from other social 
movements, e.g., the environmental movement that use shareholder activism as a 
partial strategy for social purposes. The research that this type of activism has at-
tracted documents how shareholder activism is or could be used as a strategy for 
purposes such as increasing corporate social responsibility (Guay et al., 2004; 
Monks et al., 2004; Rehbein et al., 2004), strengthening the position of labour 
(Andersson et al., 2007), or advancing women within the corporate world (Ma-
rens, 2002). Typically, activism of this sort implies some activist organisation 
purchasing a small position (generally one share) in order put forward proposals 
for all shareholders to vote upon and to attend the general assembly and ask 
questions (cf. Marens, 2002).  

The interpretation of these developments as a social movement has the makings 
of an interesting story on the macro level. It describes changes in position of dif-
ferent actors in corporate governance and control as an effect of many smaller 
encounters in the form of voice. Yet, for the purposes of this study, it is these in-
dividual occurrences of voice that are interesting. Fortunately, this stream of re-
search that provides for an alternative to the views offered by finance economics 
has made insights that are relevant for understanding individual outbursts of 
voice. More specifically, some observations on the organisational structure and 
co-ordinating mechanisms tying institutional investors together have bearing for 
explaining individual cases of collective voice. 

2.2.4.2 Shareholder Co-ordination  
For the purposes of this study, the most relevant findings from the alternative 
perspectives on shareholder activism pertain to methods of co-ordinating collec-
tive voice among institutional shareholders. This stream of literature has pro-
duced empirical findings on how co-operative shareholder activism is organised 
and emphasises factors that appear relevant for explaining how the viability of 
coalitions is possible. 

The organisation of collective voice among institutional shareholders appears 
typically to imply active leadership by one or a few institutions and passive fol-
lowing by others. Black & Coffee (1994), in their study of activism and coali-
tions among institutional investors in the United Kingdom, emphasise the preva-
lence of an active leader taking charge. This is consistent with Bengtsson’s 
(2005) findings from Sweden emphasising the leadership role in organised 
shareholder action. Gaved (1997), while downplaying the role of explicit co-
ordination, empirically documents patterns of ‘follow the informal leader’ 
among institutional investors in the United Kingdom. All in all, this suggests that 
among institutional investors in these countries, coalitions tend to form when it 
becomes individually rational for a shareholder to carry most of the costs for tak-
ing on a leadership role (cf. Olson, 1965). If this is so, it contradicts the view that 
a coalition is a vehicle to share the fixed costs of shareholder activism (Yarrow, 
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1976). Concentration of costs in this way should make shareholder activism un-
dersupplied (Olson, 1965).  

The costs for organising collective voice are, however, lowered by the existence 
of social ties among institutional shareholders. Extensive social networks among 
professional money managers have been documented in the United States (Davis 
& Thompson, 1994), the United Kingdom (Black & Coffee, 1994) and Sweden 
(Bengtsson, 2005). These are said to enable the pooling of voting rights when 
specific corporations are targeted (Bengtsson, 2005), thus reducing costs for or-
ganising co-operative shareholder activism. Shareholders within these networks 
are said to share values and world views (Davis & Thompson, 1994; Thompson 
& Davis, 1997; Useem, 1996). This has the effect of further lowering the costs 
for co-operative shareholder activism. When leading shareholders agree on how 
corporations should be structured and governed, it is likely less costly to organise 
co-operative shareholder activism, since there is less need for devoting resources 
towards convincing fellow activists.  

These shared values and world views seem to converge on shareholder value as 
the overriding goal of corporations. Shareholder proposals for furthering social 
causes, for example, generally receive less support than proposals suggesting 
changes that are thought to increase market value (Profitt Jr. & Spicer, 2006). In 
fact, most large institutional shareholders that closely follow some index evalu-
ate corporations against a ‘blueprint’ of good corporate governance (Del Guercio 
& Hawkins, 1999) and do not perform particularly extensive analyses of corpo-
rate data (Hellman, 2005). Deviations from this blueprint may spark activism. 
Shared values and world views can lead to a greater consensus on what is right 
and what is desirable for the corporation. For most shareholders this stretches no 
further than that the corporation should be managed to their financial benefit (cf. 
Fligstein, 2001), leaving the issues raised by ‘social’ activist organisations more 
contestable.  

However, even if one sole shareholder carries the costs of activism and if the ex-
istence of networks makes these costs small relative to what is often believed, 
risks of opportunism still arise. Support is typically needed from fellow share-
holders. But what guarantees that the active shareholders do not take advantage 
of the situation and, for instance, attempt to divert corporate resources without 
the knowledge of the passive shareholders? In other words, do these findings 
have anything to say about what creates credibility in the co-operative agree-
ments so as to control opportunism?  

While the risks of opportunism do not tend to be stressed in this line of inquiry, 
some findings on potential control mechanisms limiting these risks are at hand. 
Bengtsson (2005) empirically documents how members access benefits within 
social networks of institutional investors in Sweden, through which co-operative 
shareholder activism is organised on occasion. Non-members do not have access 
to these benefits, and members risk exclusion from the network as punishment 
for opportunistic behaviour. Hence, the costs for defection are raised considera-
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bly, which may contribute towards making co-operation the equilibrium out-
come.  

The same tendency is noted by Black & Coffee (1994), who emphasise the im-
portance of upholding a good reputation within the networks of institutional in-
vestors in the United Kingdom. Once agreement is reached to form a coalition 
for shareholder activism purposes, defection becomes costly in terms of reputa-
tion; a damaged reputation disables the possibility of future valuable exchanges 
with members of this network. Thus, a credible commitment to co-operation 
among many institutional investors in Sweden and the United Kingdom is ac-
complished by means of underwriting co-operative agreements with reputation. 
This is made effective by the threat of exclusion from future valuable network 
transactions.  

Shared values and world views, pre-organisation in networks, and concern for 
reputation in these networks stand out as important in explaining co-operative 
shareholder activism by institutional investors. The extent to which these find-
ings are generally applicable is, of course, an empirical matter. They do beg the 
conclusion that (institutional) shareholders are embedded in social structures that 
matter for economic activity (Granovetter, 1985). The ideal types developed in 
the next chapter disregard this fact; minority shareholders consider only nar-
rowly defined economic ends. However, by comparing the ideal-typical coali-
tions to real-world coalitions, it becomes possible to identify the types of addi-
tional considerations that matter for the emergence and viability of minority 
shareholder coalitions. It is also possible to specify what can and cannot be ac-
counted for on the basis of economic rationality.  

2.3 Summary and Conclusion 

The Swedish system of corporate governance is characterised by a partial separa-
tion of ownership from control. Controlling shareholders have a tight grip on 
corporations, whereas minority shareholders are comparatively removed from 
control. This is combined with relatively weak formal minority protection. 
Strangely enough, this situation appears to be associated with comparatively lim-
ited minority expropriation, which may be due to informal mechanisms.  

Against this background, an interpretation of shareholder activism and coalitions 
as a response to inefficiency or expropriation caused by the separation of owner-
ship from control suggests itself. This has been the dominant view in finance 
economics and related areas. Shareholder activism can emerge as a response to 
poor performance, and the larger the position held, the stronger the incentives to 
take on the role of activist. This straightforward mechanism of shareholder activ-
ism is consistent with economic rationality, which is the basis for the develop-
ment of ideal types in this study. Unfortunately, this explanation cannot account 
fully for the empirical results of (primarily) institutional shareholder activism re-
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ported in numerous studies. From this perspective, the inconclusive findings on 
the relationship between activism and share price are especially perplexing.  

The literature specific to shareholder coalitions is similar to that on shareholder 
activism within finance economics. It is typically based on the logic of co-
operative game theory, meaning that commitment to co-operation is not taken as 
problematic, and coalitions will emerge when it is collectively rational for them 
to do so. This study, in contrast, operates from the logic of non co-operative 
game theory, which urges that coalitions be explained in terms of how they are 
rational for the individual coalition member. For the purposes of this study, 
therefore, the treatment of coalitions from the logic of co-operative game theory 
is unsatisfactory since it does not deal with the clash between individual and col-
lective rationality. It does, however, address the emergence of coalitions.  

A common view in this literature is that shareholders form coalitions as re-
sponses to poor performance by corporate insiders. In other words, shareholder 
coalitions emerge for the same reason that shareholder activism is thought to 
emerge in finance economics. Here, too, the problem of inconsistent empirical 
results is identified. Another view holds that coalitions of large shareholders can 
emerge as vehicles by which to expropriate other shareholders. If this is true, it is 
possible that minority shareholder coalitions emerge as a means to safeguard 
against such expropriation. This would occur primarily when there is little op-
portunity for exit, since a shareholder would be in a situation of expropriate or be 
expropriated; if an exit is available, a shareholder can always leave if expropria-
tion becomes severe. Using this logic, an incipient rationale for coalition forma-
tion emerges: the more the exit costs rise, the more this situation will be ap-
proximated.  

In addition to the literature based on rational choice, there is also a more socio-
logically flavoured literature on shareholder activism. In these studies, share-
holder activism is seen as embedded in social networks and reflective of ongoing 
struggles between different interest groups. More specifically, shareholder activ-
ism is often seen as part of a social movement wherein shareholders separated 
from control are reclaiming power over corporate resources from management. 
This strand of literature emphasises that shareholder activism is organised from 
existent networks among shareholders who share values and prescriptions on 
how corporations should be governed. These networks enable the inexpensive 
assembling of voting rights when a coalition is about to form, and it appears as if 
reputation and fear of being excluded may have something to do with how defec-
tion is curbed.  

Networks are not considerations within the economic rationality that forms the 
basis of this study’s ideal-typical minority shareholder coalitions. However, net-
work effects are captured by means of divergences of real-world coalitions from 
the ideal types to the extent these divergences are influential in shaping the coali-
tions studied in this report. Reputation, mechanisms of exclusion, and the pool-
ing of voting rights are potential characteristics of such networks. 
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3. Offensive and Defensive 
Minority Shareholder 

Coalitions

In this chapter the ideal types based on economic rationality are developed. The 
chapter begins by introducing the central assumptions and theoretical tenets that 
underlie the ideal types. The central concepts and logic are thereafter applied 
both to the relationships between minority shareholders and corporate insiders in 
the publicly traded corporation and to relationships among members in minority 
shareholder coalitions. This process produces the sought-after ideal types of mi-
nority shareholder coalitions.  

3.1 Points of Departure for the Ideal Type 
Development

The previous chapter’s discussion of the separation of ownership from control, 
the emerging categories of shareholders, minority expropriation, and shareholder 
activism and coalitions raises many interesting issues. These are usefully dealt 
with within the framework of general theory often referred to as contractual the-
ory, new institutional economics or incomplete contracts theory. This section ad-
dresses some fundamental starting points for the development of the ideal types 
by first introducing the theories that are drawn upon and then discussing the 
methodological assumptions that are employed. 

3.1.1 Overview of Contractual Theories 

The theory underlying this study’s ideal-typical coalitions is the branch of eco-
nomic theory commonly referred to as contractual theory, incomplete contracts 
theory or new institutional economics. Under this rubric are found transaction 
cost economics (e.g., Coase, 1937; Williamson, 1975/1983, 1985, 1996, 2000 
and 2003), agency theory (e.g., Jensen & Meckling, 1976; Fama, 1980; Fama & 
Jensen, 1983a, 1983b) and property rights theory (e.g., Alchian & Demsetz, 
1972; Hart, 1995). These are economic approaches that reduce economic activity 
and human relations to (incomplete) contracts with explicit and/or implicit terms. 
Contracts are negotiated ex ante and monitored ex post. The intent here is not to 
present an exhaustive review of the historical development and/or all aspects of 
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this theoretical tradition; rather, it is to briefly introduce these theories, their fo-
cus and some of the principal variations that exist within this tradition.  

Property rights theory is concerned with the analysis of the economic implica-
tions of the design and allocation of property rights. Agency theory is concerned 
with the analysis of agency relationships.12 Transaction cost economics is con-
cerned with the analysis of transactions and the different forms of co-ordination 
under which they occur more broadly. One can look at these theories as ap-
proaches that operate on different levels.  

In Williamson’s (1998) opinion, property rights theory operates on a higher level 
than transaction cost economics, which, in turn, operates on a higher level than 
agency theory. The logic behind this point of view is that property rights theory 
is concerned with the formal rules of the game (‘first order economising’ in Wil-
liamson’s terms). Transaction cost economics looks at the play of the game in 
the sense that it analyses the different types of governance structures under 
which transactions occur (e.g., ‘markets’ and ‘hierarchies’). It examines why cer-
tain types of governance structures dominate in organising certain type of trans-
actions (‘second order economising’); however, the way that property rights are 
designed is taken as a given. Agency theory, on the other hand, deals with opti-
misation (‘third order economising’) within a given type of governance structure 
(of the ‘market’ type in transaction cost economics terms).  

Of course variants of Williamson’s characterisation exist. Hart (1995), for exam-
ple, offers a theory of the firm based upon the notion that allocation of property 
rights plays an important role for organisational efficiency and functioning. At a 
first glance, however, it would appear that agency theory and transaction cost 
economics have more insights to offer regarding the emergence and viability of 
minority shareholder coalitions. The choices made by minority shareholders in-
volved in such activity remain on the two ‘lower’ levels of economisation. Coali-
tions can be seen as optimisation within a market mode of governance or as a 
qualitative shift in the relied-upon governance structure towards a more hierar-
chical mode. The design of property rights can be taken as exogenous for the 
sake of the development of the ideal types, even though insights into their conse-
quences are drawn upon. By means of this strategy, it may be possible at a later 
stage to see if the notions of property rights intrinsic to the ideal types differ 
from those in the empirical material. 

Agency theory and transaction cost economics differ in terminology and focus, 
and these differences are highlighted as necessary.  However, on such elemental 
issues as behavioural assumptions they are very similar; in other aspects they are 
mainly complementary. Williamson (1996) discusses some of the commonalities 

––––––––– 
12 The agency relationship is defined by Jensen & Meckling (1976: 308) as: “a contract under which 

one or more persons (the principal(s)) engage another person (the agent) to perform some service 
on their behalf which involves delegating some decision making authority to the agent.” 
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and differences between these two theories, finding perhaps the most fundamen-
tal difference to be the unit of analysis. In transaction cost economics, the unit of 
analysis is the transaction, whereas in agency theory, it is the individual (agent). 
Arguably, Williamson somewhat exaggerates the significance of this difference. 
The analysis of transactions implies examining the governance structures under 
which the transactions occur. These governance structures are examined from the 
perspective of what incentives they create for the transacting individuals, de-
pending on the nature of the basic transactions. One of these individuals may 
well be the agent of the other.  

Notwithstanding, since the problem treated in this study involves explaining 
changing relationships among minority shareholders and between minority 
shareholders and the corporation, seeing the transaction (and the type of relation-
ship under which it occurs) as the primary unit of analysis is a logical starting 
point for the analysis herein. However, this also implies an analysis into the in-
centives for the individuals who transact, in order to make explicit the economic 
rationale for a particular type of transacting relationship.  

3.1.2 Methodological Assumptions

As discussed in the introductory chapter, ‘economic rationality’ is the starting 
point for the development of the ideal types. As used in this study, economic ra-
tionality means that shareholders are motivated solely by risk-adjusted return. 
Furthermore, it means that the ideal-typical shareholder takes only two types of 
relationships into consideration when deciding on a course of action: relation-
ships with fellow coalition participants, assumed to exist for purposes of co-
operative shareholder activism only, and relationships with corporate insiders of 
the target company. For corporate insiders, economic rationality means that they 
are narrowly focused on the relationships with activist minority shareholders and 
that they act as if what happens in these relationships does not affect other rela-
tionships in which they are engaged.  

In contractual theories, an assumption of opportunistic self-interest motivation 
on the part of economic agents is important, as well as is the assumption that 
economic agents’ rationality is ‘bounded’ in a specific sense. Opportunism is de-
fined as “self-interest seeking with guile” by Williamson (1985: 47) and is thus a 
stronger form of self-interest motivation than is found in, for instance, most neo-
classical economics. The assumption emphasises the point that promises cannot 
be trusted. Bounded rationality means that economic actors are assumed to be 
“intendedly rational, but only limitedly so” (Simon, 1961: xxiv; in Williamson, 
1985: 45, italics in original). Williamson’s use of the term implies cognitive lim-
its on such factors as information processing and the ability to estimate prob-
abilities of future contingencies,13 making it difficult to design optimal contracts.  

––––––––– 
13 This differs from Simon’s original construct of bounded rationality, which states that actors engage 

in satisficing behaviour. In contractual theory, actors choose the best available alternative rather 
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‘Bounded’ is, however, not prefixed to ‘rationality’ across all forms of contrac-
tual theory. A notable exception is agency theory, which stresses that actors are 
indeed fully rational (Jensen & Meckling, 1976). It is argued, however, that be-
cause information is costly, it is rational not to be fully informed; therefore, con-
ditions of information asymmetry are prone to exist. No matter the cause as-
serted, the outcome tends to be a common, fairly precise meaning. This is what is 
referred to as bounded rationality, as illustrated by the following: Economic ac-
tors, unless they bear significant costs for counteracting information asymmetry, 
have imperfect knowledge regarding non-trivial matters, especially the set of fu-
ture states of the world and the probabilities of these. Costliness of information 
collection and processing ensures this. Whether the cost of information process-
ing stems from cognitive limitations or simply the time requirements matters lit-
tle to the outcome. The following discussion acknowledges both types of limita-
tions, consistent with transaction cost economics. 

The importance of these assumptions for reasoning within contractual theory 
cannot be overstated, since without them there would be no logical rationale for 
such consciously co-ordinated organisations as firms. Although theory of this 
kind is often criticised for having unrealistic assumptions (e.g., Dupré, 1993), the 
argument is irrelevant within the context of this study, which sees the assump-
tions as useful idealisations rather than as descriptively realistic. As set out in the 
introductory chapter, the interpretation of assumptions of this kind as an idealisa-
tion serves useful methodological purposes.  

Nonetheless, the assumption of bounded rationality is arguably a closer ap-
proximation of the kind of rationality that can be expected from minority share-
holders who are separated from control than is the assumption of full rationality 
with its corollary of perfect information. The assumption regarding opportunism 
is more often criticised. However, even when it is asserted to be descriptively re-
alistic, it should not be understood as implying that no one is ever honest. It sho-
uld, rather, be taken to mean that there is a non-trivial risk of opportunistic be-
haviour, which sometimes is realised and sometimes is not. This non-trivial risk 
creates incentives for intendedly rational individuals to act as if opportunism 
were the general rule. Says Williamson: 

‘Ideal‘ cooperative modes of economic organisation, by which I 
mean those where trust and good intentions are generously im-
puted to the membership, are very fragile. Such organizations are 
easily invaded and exploited by agents who do not possess those 
qualities. (Williamson, 1985: 64f) 

                                                                                                                               
than the first that satisfies some criterion (satisficing); however, they are unable to foresee all pos-
sible contingencies. For a more detailed discussion on the assumptions underlying transaction cost 
economics, see Williamson (1985: ch 2).  
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More to the point, bounds on rationality and opportunism create an economic ra-
tionale for such phenomena as firms, accounting and auditing. If there is perfect 
information and if opportunism is not a problem, then there is little economic ra-
tionale for ways of co-ordinating transactions other than the market. The market 
will achieve superior allocative efficiency under these idealised premises.  

The analysis presented in this chapter uses the same premise as Williamson’s 
(1975/1983) analysis, namely, “in the beginning there were markets” (p. 20). 
This implies a key analytical assumption throughout the chapter: The original 
and ‘natural’ state for minority shareholders in the publicly traded corporation is 
to use the market mechanism for controlling their relationship with the corpora-
tion (i.e. entry, passivity or exit as responses to price signals) and to remain at 
arm’s length. As pointed out in the discussion regarding the separation of owner-
ship from control and the problem of collective action, this is considered the 
general case and the economically rational choice for the individual minority 
shareholder. The resultant thrust of the analysis is therefore necessarily con-
cerned with specifying the rationale behind an event that disrupts this presumed 
natural state of affairs.  

3.2 The Minority Shareholder and Corporate 
Governance

In this section contractual theory is used to analyse the corporate relationships 
pursued by minority shareholders and the role these shareholders play in corpo-
rate governance. This analysis forms a basic framework from which the ideal ty-
pes will be developed. The section begins with a discussion of the shareholder 
from the perspective of contractual theory, followed by an analysis of the corpo-
rate relationships pursued by the shareholder in a world of economic rationality. 
Branches of contractual theory differ in their emphasis on ‘friction’ in the econ-
omy, more specifically the emphasis they place on costs for reallocating capital 
of different sorts (O’Sullivan, 2000). This, as will be shown, has major conse-
quences. 

3.2.1 The Nature of Equity Ownership 

As the rubric assigned to this brand of theory suggests, contractual theory is con-
cerned with the analysis of contracts, whether explicit or implicit. It is contracts 
that organise economic activity, be it simple exchange or longer-term co-
operation. Given the assumption of bounded rationality, these contracts are often 
incomplete, particularly those organising extended co-operation. Furthermore, 
the assumption of opportunism on the part of economic actors raises the need for 
contractual governance. The contract between minority shareholders and corpo-
rate insiders, represented by the corporate share, is one example of a long-term 
contract that is sensitive to opportunistic threats, even though the contract can 
change hands and, by that, the individual owner can escape these risks. 
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Contractual theory gives rise to a specific view on the nature of the firm. The 
firm can be described as “a set of contracts among factors of production” (Fama, 
1980: 289); these factors include the providers of human and real capital. This 
view of the firm was first proposed by Alchian & Demsetz (1972), who empha-
sised the function of an employer as the hub in this nexus of contracts. The ‘em-
ployer’, however, need not be made of flesh and blood; in many forms, the cor-
porate form being the one of interest here, the firm itself has the legal status of a 
person who formally serves as the employer. Jensen & Meckling (1976) describe 
the legal form of corporations as “legal fictions which serve as a nexus of con-
tracting relationships among individuals” (p. 310), who have conflicting inter-
ests. It is essential to see, as Jensen & Meckling put it, that “the firm is not an in-
dividual” (p. 311; italics in original). Rather, the firm is a number of factor own-
ers that contract with each other to jointly produce an output. Jensen & Meckling 
argue:

Viewed this way, it makes little or no sense to try to distinguish 
those things which are ‘inside’ the firm … from those things that 
are ‘outside’. There is in a very real sense only a multitude of 
complex relationships (i.e. contracts) between the legal fiction (the 
firm) and the owners of labor, material and capital inputs and the 
consumers of output. (Jensen & Meckling, 1976: 311) 

Of the many contracts that constitute the firm, the one of specific interest here is 
the contract that the corporate share represents in the modern corporation. Al-
chian & Demsetz (1972) describe the rights attached to the ownership of corpo-
rate shares as consisting of the rights “1) to be a residual claimant; 2) to observe 
input behaviour; 3) to be the central party common to all contracts with inputs; 
4) to alter the membership of the team; and 5) to sell these rights” (p. 783). 
Rights 2-4 may be said to denote ‘residual control rights’, a term borrowed from 
Hart (1995). The first right, the right to be a residual claimant, is a peculiarity re-
garding equity holders, which is also what makes the contract uncertain and sen-
sitive to expropriation. When practically all of the other input factors that con-
tract with the firm do so under the condition that their compensation is known ex 
ante (unless the firm defaults), the equity holders have the right to what is left af-
ter all other claimants have received their compensation. The function as a resid-
ual claimant provides the entrepreneur of a classical firm with enough incentives 
to make use of the right to monitor and alter membership of the team. However, 
in the modern corporation, the collective action problem (Olson, 1965) operates 
to give the typical shareholder incentives to waive these rights.14

This is one of the causes of the separation of ownership from control, but there 
are many more. One is that the corporate form offers limited liability. While the 
corporation makes the shareholder a residual claimant, it also limits the stake 

––––––––– 
14 This argument is laid out in the introductory chapter. 



67

placed at risk. A shareholder puts at risk nothing more than what s/he has in-
vested in the corporation. This means that in case of default, the residual loss is 
borne by all unprotected stakeholders. In other words, a shareholder fully enjoys 
positive residual outcomes, but carries negative residual outcomes only to a lim-
ited extent known ex ante (Collin, 1990). This, naturally, limits the risks in-
volved in investing in a firm without an intention to oversee its activities and 
makes the corporate form, separation of ownership from control, and situations 
of information asymmetry more viable.  

Fama (1980) argues that in the modern corporation “the two functions usually at-
tributed to the entrepreneur, management and risk bearing, are treated as natu-
rally separate factors within the set of contracts called a firm” (p. 289). All own-
ers of input factors place the value of their input at risk at various levels; how-
ever, it is the input from shareholders that will be consumed first in case of poor 
outcomes. When contrasting the functions of the shareholder of the modern cor-
poration with the owner/entrepreneur of the classic firm, Fama therefore reduces 
the role of the shareholder in the modern corporation to that of a risk bearer. In 
general, shareholders have waived their residual control rights in publicly traded 
corporations. The shareholder is simply a contractual party who has supplied 
risk-willing capital ex ante and in return has claims for the residuals ex post, a 
claim that can be sold. Fama goes on to state: 

Ownership of capital should not be confused with ownership of the 
firm. Each factor in a firm is owned by somebody. The firm is just 
the set of contracts covering the way inputs are joined to create 
outputs and the way receipts from outputs are shared among in-
puts. In this ‘nexus of contracts’ perspective, ownership of the firm 
is an irrelevant concept. Dispelling the tenacious notion that a 
firm is owned by its security holders is important because it is a 
first step toward understanding that control over a firm’s decisions 
is not necessarily the province of security holders. (Fama, 1980: 
290) 

The shareholder is not an owner of the firm; the firm is simply a legal fiction. 
The shareholder is the owner of equity capital, which is but one factor of produc-
tion with the peculiarity of not having compensation claims specified ex ante. 
Being the residual claimant may create an incentive for shareholders to devote 
resources for affecting the performance of the firm. However, the risk-bearing 
shareholder also has a market for this production factor, which provides alterna-
tive opportunities for maximising the rewards for providing it. This market is the 
equity market, where the value of this residual claim is set. Because of the avail-
ability of this market, most minority shareholders in large, publicly traded corpo-
rations have no interest in acting like the traditional entrepreneur who co-
ordinates factors of production in conjunction with bearing residual risk. In that 
sense, the modern corporation is ‘ownerless’ (Collin, 1990). Each factor of pro-
duction is owned by somebody and is contracted to the legal fiction of the firm. 
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Even so, the owners of equity have the rights to renegotiate contracts and alter 
the members contracting with the firm, whether these rights are used or not.  

But what is a given shareholder’s function in the governance of a corporation? 
What type of relationships to a corporation can be expected from a given share-
holder? The answers depend on whether costs for reallocation of the equity capi-
tal exist, that is, whether there is ‘friction’ in the equity market. 

3.2.2 Corporate Governance in the Absence of ‘Friction’ 

When it is assumed that there are no costs for reallocation of capital, the outcome 
is that market mechanisms alone control corporate decision making. Sharehold-
ers rationally waive claims to direct control, since such claims imply an unneces-
sary cost. Diversification of a shareholder’s portfolio creates lower risk in the 
sense that the variance of the portfolio’s return can be lessened while expected 
returns remain the same (Markowitz, 1952; Sharpe, 1964), a typically preferred 
option for shareholders seeking to maximise risk-adjusted return. Such diversifi-
cation, however, creates disincentives for intervening in any one firm in the port-
folio. Both Jensen & Meckling (1976) and Alchian & Demsetz (1972) take this 
position and take issue with the idea that hierarchies differ in any fundamental 
sense from market contracting. 

It is common to see the firm characterized by the power to settle 
issues by fiat, by authority, or by disciplinary action superior to 
that available in the conventional market. This is delusion. The 
firm does not own all its inputs. It has no power of fiat, no author-
ity, no disciplinary action any different in the slightest degree from 
ordinary market contracting between two people. (Alchian & 
Demsetz, 1972: 777) 

The forces of supply and demand operate to foster efficiency in the firm. The ra-
tionale for the existence of the firm, according to Alchian & Demsetz (1972), is 
that it provides superior means to monitor the marginal productivity of input fac-
tors. The firm can thus, in their view, be seen as an information-efficient, pri-
vately owned market. 

The separation of ownership from control, however, may introduce problems 
into the efficiency of this market. The issue at hand is what controls management 
teams if they are not bearing the residual risk and therefore do not have strong 
incentives for efficient use of equity capital. Alchian & Demsetz argue that mar-
ket mechanisms ensure that managers act efficiently. One such important me-
chanism is competition on the managerial labour market.  

Indeed, the policing of managerial shirking relies on across-
market competition from new groups of would-be managers as 
well as competition from members within the firm who seek to dis-
place existing management. (Alchian & Demsetz, 1972:788) 
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Agency theory in general emphasises market mechanisms as the salient govern-
ance mechanisms for controlling managerial opportunism. According to agency 
theory, decision making within firms is ultimately controlled by market mecha-
nisms, particularly within the modern corporation with dispersed shareholding. 
The “individual participants in the firm, and in particular its managers, face both 
the discipline and opportunities provided by the markets for their services, both 
within and outside the firm” (Fama, 1980: 289). Managers, by behaving oppor-
tunistically, jeopardise their own value on the market for their service, namely, 
the managerial labour market. The market value of the firm they manage, Fama 
(1980) argues, contains the most relevant signal of the value of their service to 
the managerial labour market, and mismanagement will be reflected accordingly. 
Of course, management teams’ opportunity set is also constrained by competi-
tion on the product markets (Jensen, 1986). If the productive activities of the 
nexus of contracts are inefficient, a given firm cannot compete with other firms 
and will thus default. 

Yet the alignment of interests by the mechanisms of the product markets, the eq-
uity market and the market for managerial labour is never perfect. The agency 
relationship between managers and shareholders results in costs for monitoring 
management (e.g., accounting and auditing), ex ante costs for bonding managers 
(e.g., stock option schemes), and ex post residual loss (Jensen & Meckling, 
1976). These costs are known as agency costs and arise in any agency relation-
ship. This, of course, is also the case for the relationship between minority 
shareholders and management in the modern corporation. Managers are engaged 
to perform services on behalf of the shareholders, and decision-making authority 
is thereby delegated almost completely. These management costs, provided that 
the equity market exhibits rational expectations, are not borne by the principal, 
since investors anticipate agency problems and pay a lower price for shares when 
they are issued and traded on secondary markets.  

The conclusion to be drawn from this is that absent friction in the reallocation of 
equity capital, shareholders that operate in an economically rational fashion di-
versify. Furthermore, they allocate and reallocate their capital by means of the 
market (exit) mechanism and keep at arm’s length from corporations. In this way 
they affect share price, which indirectly controls management, and the “combina-
tion of these mechanisms lets shareholders off the governance hook” (Thompson 
& Davis, 1997: 153). In the general case, remaining at arm’s length and not 
spending resources on becoming informed or attempting to influence manage-
ment are rational choices.  

But what about the market for corporate control, often referred to as the ‘last re-
sort’, if these other mechanisms fail (Hindley, 1969; Fama, 1980)? If the share’s 
price becomes low enough, someone may conclude that buying a majority of the 
shares and replacing those providing the management service will yield such 
great share price increases that these actions are economically rational. A take-
over is somewhat problematic to explain given the assumption of no costs for the 
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reallocation of capital, although it is possible. The explanation to this problem is 
the cost of developing sophisticated firm-specific models. Denzau & North’s 
(1994) notion of mental models that are used by actors for interpreting environ-
mental data may be helpful for establishing and elaborating on this point. The 
authors argue that, in general, a given individual will not be able to grasp all 
relevant parameters of a given problem, but will more or less explicitly rely on 
some type of simplification – a ‘mental model’ (henceforth just ‘model’) – for 
interpreting data and arriving at a solution. The effects of a decision feed back 
into the model, which may then be adjusted accordingly. Within this context, 
asymmetrical information can be of at least two types: First, minority sharehold-
ers may not have access to as much data as do corporate insiders; second, minor-
ity shareholders may use different models, making their interpretation of the 
same data different from that of corporate insiders.15 The former is what typi-
cally is referred to as ‘asymmetrical information’. 

At the heart of the agency problem in the corporation is the fact that managers 
almost always have greater knowledge about the firm. In the general case this 
stems both from shareholders having less information and from their having less 
sophisticated and firm-specific models. Much of a firm’s data is never released 
to outsiders. Moreover, outsiders do not have the same incentives or feedback 
mechanism that corporate insiders have to refine their mental models. Contrary 
to what is likely to be the case in the real world, in the ideal-typical world of no 
costs for reallocating equity capital, shareholders cannot possess firm-specific 
models at all; there are general models only. The reason for this is that investing 
in a firm-specific model implies the introduction of costs for reallocating the ca-
pital. Such investment in a firm-specific model is sunk; refined mental models 
are of less use elsewhere (Collin, 1997; cf. Williamson, 1985). A hostile take-
over can, under these circumstances, occur when an actor either has obtained free 
information that other shareholders do not have or uses a (general) model that is 
different and thus leads that actor to draw different conclusions from the same 
information than those drawn by other market actors, i.e. when expectations by 
market actors are heterogeneous.  

Controlling shareholders can also be difficult to explain in the absence of cost for 
reallocating equity capital. To hold a controlling position in a firm means aban-
doning risk minimisation at equivalent expected return, i.e. by diversifying to 
lower the variance of the portfolio return (Markowitz, 1952; Sharpe, 1964). If it 
is assumed that controlling shareholders also attempt to the best of their ability to 
maximise risk-adjusted returns, exposure to higher risk must be compensated by 
a larger expected return. Expected returns may be affected by the ease with 
which management can be ousted by a large shareholder, and this may increase 
management’s performance. But all shareholders have an incentive to free ride 

––––––––– 
15 Another way of thinking about this is in terms of a qualitative and a quantitative dimension of 

asymmetrical information. Different models lead to a qualitative difference, whereas holding more 
data implies a quantitative difference. 
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from incurring costs for disciplining management, hoping that someone else will 
carry the costs, since the benefits from this activity accrue to all shareholders re-
gardless of whether the costs and increased exposure to risk have been incurred 
(Olson, 1965). A more likely explanation if the assumption of no cost for reallo-
cation of capital remains intact is that being a controlling shareholder allows for 
the extraction of private benefits such as, perhaps, access to board and manage-
ment positions. While this is not the central issue of this study, it may, neverthe-
less, be concluded that in the absence of costs for reallocation of equity capital, 
some private benefits must be accessed at the position of a controlling share-
holder for someone to rationally hold this position. Clearly, when stretched this 
far, the assumption of costless reallocation of capital becomes absurd.  

3.2.3 Corporate Governance in the Presence of ‘Friction’ 

In reality, reallocation of capital is not always without cost. The relaxation of this 
assumption is particularly crucial in transaction cost economics, an approach to 
contractual theory that holds reallocation costs as central. Transaction cost eco-
nomics basically began when Coase (1937) posed the question, “Why is there 
any organisation?” (p. 388). Transaction cost economics acknowledges a differ-
ence between market and hierarchical organisation of economic activity. This 
difference is the difference between intentional and unintentional co-ordination 
of exchange. It is true that managers have no particular sanctions at their disposal 
beyond ending contracts with input factors, but this is arguably sufficient since it 
is often costly to reallocate and reform capital, both human and real. The costli-
ness of moving capital may create situations wherein fiat becomes accepted, out 
of fear of having to bear these costs. However, if the market is so efficient for al-
locating resources and co-ordinating exchange, why, specifically, are some trans-
actions taken off the market and instead organised as a hierarchy?  

The hierarchy is a distinct ex post governance structure, and ex post governance 
structures are perhaps the main theme of transaction cost economics (William-
son, 1985). The essence of ex post governance mechanisms is that they are solu-
tions to the problem of organising particular economic activity within the fra-
mework of opportunistic and boundedly rational individuals. In the initial formu-
lations of transaction cost economics, Coase (1937), in his now classical article 
“The Nature of the Firm”, distinguishes between market and hierarchical con-
tracts as frameworks for organising transactions. He proposes that hierarchies are 
used to economise on costs for transactions in which the use of the price mecha-
nism is a costly means for co-ordinating production. These costs, he argues, arise 
primarily in response to uncertainty regarding relevant prices and because of the 
need for negotiation. 

Transaction costs, i.e. costs for realising a transaction, are bound to result when 
an exchange of some sort is conducted. The transaction itself occurs “when a 
good or service is transferred across a technologically separable interface” (Wil-
liamson, 1986: 139). Transaction costs take many forms. Coase contends that 
they are the “cost of using the price mechanism” (Coase, 1937: 390). Williamson 
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(1985) uses an analogy from physics to explain their nature: ”Transaction costs 
are the economic equivalent of friction in physical systems” (p. 19). Operational 
manifestations of transaction costs may, for instance, include the time required 
for collecting information to determine the relevant prices, contract negotiation 
costs (Coase, 1937), and losses due to an inability to adapt to changing circum-
stances ex post (Williamson, 1996). North (1993) classifies transaction costs into 
costs for measuring the relevant attributes of the transaction (i.e. ex ante search 
and negotiation costs) and costs for governing the transaction (i.e. ex post gov-
ernance costs).  

Williamson (1985; 1996) has expanded on Coase’s initial propositions. He states 
that the type of governance structure used to organise a particular transaction de-
pends on the attributes of that transaction. He identifies three attributes that are 
relevant in determining which governance structure will be employed to organise 
transactions: (i) frequency of the transaction; (ii) uncertainty of the transaction; 
and (iii) asset specificity of the transaction (Williamson, 1985). Frequency refers 
to how often a similar transaction is repeated by the contracting parties. Uncer-
tainty refers to the possibility of occurrences that affect the transaction but can-
not be foreseen due to the actors’ bounded rationality. Asset specificity of the 
transaction refers to the degree of transaction-specific investments that are made 
to support the transaction, which are not or only partially redeployable. Accord-
ing to Williamson: 

(1) asset specificity refers to durable investments that are under-
taken in support of particular transactions, the opportunity cost of 
which investments is much lower in best alternative uses or by al-
ternative users should the original transaction be prematurely 
terminated, and (2) the specific identity of the parties to a transac-
tion plainly matters in these circumstances, which  is to say that 
continuity of the relationship is valued, whence (3) contractual 
and organizational safeguards arise in support of transactions of 
this kind ... (Williamson, 1985: 55) 

Assuming uncertainty, Figure 3.1 outlines some central features of Williamson’s 
predictions regarding the contractual properties organising transactions charac-
terised by different degrees of specificity and frequency. 
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Figure 3.1. Efficient governance. Source: Williamson (1985: 79) 

Market governance is the familiar market organisation of transactions, with its 
arm’s-length relationships. Trilateral governance implies the assignment of a 
third party to monitor and co-ordinate a transaction. Bilateral governance means 
assigning contractual or organisational safeguards; however, the transacting par-
ties remain independent of each other. Unified governance can be interpreted as 
a hierarchy wherein the contractual parties are no longer separate organisational 
entities.  

The logic behind these predictions is straightforward. Markets are the least costly 
governance structure to use and produce high-powered incentives through the 
price mechanism, which promotes efficiency. However, when specific invest-
ments are made to support transactions, the continuance of the transaction be-
comes of economic value to the transacting parties. If the transaction is prema-
turely cancelled, the specific investment is lost since it has little or no alternative 
use. Due to opportunism, the contracting parties are susceptible to hold-up situa-
tions if, as a result of bounded rationality, the state of the world changes in a 
manner that is either unforeseen or unregulated by the contract. This condition 
creates incentives to set up a governance structure to protect the investment, and 
this structure is necessarily costlier to operate than the market mechanism. Yet, 
because it offsets risks of opportunism and creates adaptive capacity, the sum of 
the transaction costs is minimised. Williamson (1996) argues that the most se-
vere transaction costs in the presence of asset specificity are the costs for the 
misalignment of interests between the transacting parties, which leads to mal-
adaptation and poor co-ordination. For complex transactions characterised by 
large specific investments, the hierarchy, despite its greater governance costs, is 
simply more cost efficient than the market mechanism. The hierarchy is flexible 
in that it can adapt the transactions in line with changes to state of the world. 



74

The operational manifestations of the various forms of organising transactions 
are context specific and are usefully illustrated in this study by the publicly tra-
ded corporation and its relationship with shareholders. The corporate share is a 
contract between the shareholder and the legal entity that is the corporation, pre-
sumably run by professional managers. The conditions of this contract are speci-
fied in such provisions as corporate law and the company charter; and this con-
tract allows the shareholders to invest equity capital, which is put to productive 
use within the corporation, and, in return, to receive dividends or some other 
form of return. The attributes of this transaction can be described as follows: 

Frequency. The invested equity capital is constantly employed in the firm, so 
the frequency of the transaction is always high (i.e. recurrent in the terminol-
ogy of Figure 3.1.) throughout the duration of the shareholder’s investment 
(Collin, 1990; Kärreman, 1999). 

Uncertainty. Since corporations operate in a highly unpredictable economic 
environment, at least in the long term, uncertainty regarding the transaction is 
great (Collin, 1990; Kärreman, 1999). The inability to specify future contin-
gencies renders the contract that serves as a framework for transactions in-
complete. 

Asset specificity. The bulk of the equity capital is tied to the corporation until 
the corporation liquidates, although some of this capital may be susceptible to 
share repurchases or dividends. Thus, the collective investment by the equity 
holders is characterised by a high degree of asset specificity (Williamson, 
1985). Yet, since the equity capital is divided among a large number of 
shares and there is typically a well-functioning market for these shares, asset 
specificity borne by the individual shareholder is less than that for the equity 
capital as a whole (Collin, 1990; Kärreman, 1999). Retraction of the invest-
ment (i.e. exit) is a distinctly feasible option for most individual shareholders. 

Since the contract tying equity providers to the corporation is a residual contract, 
no specific collateral can be associated with the investment. Plainly, some gen-
eral ex post safeguards are needed to protect the equity investment. The voting 
right attached to the share provides one such safeguard, and it opens the way to 
using a number of discrete governance mechanisms. According to Figure 3.1, 
when frequency and uncertainty regarding the transaction are high, the degree of 
asset specificity is the critical dimension that determines the type of governance 
approximated by a given shareholder. Interestingly, the modern corporation con-
tains elements of each of the three categories of governance structures specified 
in the figure. For example: 

Market Governance. The exit mechanism that indirectly governs corporate 
insiders as described above is a form of market governance. The shareholder 
remains at arm’s length from the corporation and both shareholders and cor-
porate insiders respond to price signals.  
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Bilateral Governance. Voting at the general assembly can be seen as a type 
of bilateral governance for a non-majority shareholder. The vote is a contrac-
tual safeguard that allows the shareholder to exert some degree of control 
over the investment and at the same time remain independent from the corpo-
ration. Should expropriation occur, this is a means for protecting the invested 
capital. 

Unified Governance. Taking a board position is a form of unified govern-
ance, which functions as a general safeguard of the equity capital (William-
son, 1985; Fama & Jensen, 1983b). Through this means, the shareholder 
moves to the top of the corporate hierarchy to monitor and co-ordinate the 
equity investment; the shareholder is no longer independent from the corpo-
ration. 

The rationale behind the use of any given governance mechanism by a share-
holder is contingent on how much of the specificity associated with the equity 
capital the shareholder bears. It is common to see controlling shareholders be-
come insiders by taking board positions (Jonnergård & Kärreman, 2004), but 
minority shareholders generally use the market mechanism (Hedlund et al., 
1985). To the extent that a high degree of borne specificity characterises control-
ling shareholders, their use of a unified mode of governance makes sense. More-
over, this is likely to be the general case since a large equity position is typically 
less liquid (Coffee, 1991; Bhide, 1993), and controlling shareholders typically 
develop sophisticated, firm-specific models (Collin, 1997). Poor liquidity and 
investment in firm-specific models increase exit costs and, thus, specificity. 

Thus, the mechanisms of corporate governance that derive from the assumption 
of the absence of friction may well be a good approximation of how shareholders 
carrying insignificant portions of the specificity associated with the equity capi-
tal as a whole indirectly govern corporations. However, as the specificity borne 
by individual shareholders increases, modes of governance other than the market 
mechanism, which presuppose little friction in reallocation of the investment, 
become relevant for understanding shareholders’ relationships to corporations.  

Three basic types of corporate relationships are available to shareholders: an 
arm’s-length approach, which is characteristic of operation through the market 
mechanism; a relational yet independent (from the corporate hierarchy) ap-
proach, characteristic of bilateral governance; and a unified approach, wherein 
the distance between outsiders and insiders is removed and the shareholder be-
comes part of the corporate hierarchy. The third of these approaches changes the 
status of the shareholder from outsider to insider. The shareholder thus leaves the 
realm of shareholder activism and approaches that of takeovers and/or a control-
ling shareholder.16 Consequently, the rationale behind the emergence of co-

––––––––– 
16 Some researchers see takeovers as a special case of voice (e.g., Leech, 1987a) that might be prefer-

able for an actor who is certain that there are hidden values to be realised (Dasgupta & Nanda, 
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operative shareholder activism is sought under the auspices of the logic prevail-
ing in the case of market governance and bilateral governance, respectively, tak-
ing note of the possibility for the special case of hierarchical governance.  

Two pure types of minority shareholder coalitions are discerned and developed 
in the remainder of this chapter. Depending on the degree of ‘friction’, or speci-
ficity, facing the activist shareholders’ equity investment, minority shareholder 
activism is either an offensive or a defensive reaction to the opportunity set being 
confronted. Very different types of coalitions emerge depending on the type of 
reaction that is approximated. 

3.3 Outline of the Ideal Types 

The ideal types are based on a simple sequential logic: To the best of their boun-
ded ability, shareholders acting according to economic rationality allocate their 
resources (financial capital, time, and so forth) in a way that will maximise the 
returns on their financial capital. When conditions change, it may be worthwhile 
adapting to the new circumstances by reallocating investments, time, and other 
resources, if this adaptation can be expected to yield better returns. Coalition 
formation is, in the ideal types, simply an economically rational adaptation to 
changing circumstances. 

The concept of opportunity set is used to designate what is possible for a share-
holder to do with a given investment at some point in time.17 Typically, the op-
tions available to a shareholder regarding an investment fall into either of the 
categories exit, passivity, or voice. (A takeover is treated as a special form of 
voice). All options available to a shareholder have associated costs and benefits 
that are affected by various factors such as share price and liquidity. An opportu-
nity set is said to expand if a new opportunity enters the set or if an existing op-
portunity becomes associated with higher expected payoff (i.e. higher benefits 
and/or lower costs). An opportunity set is said to diminish if an existing opportu-
nity disappears from the set, or becomes associated with lower expected payoff 
(i.e. lower benefits and/or higher costs).  

When a shareholder’s opportunity set expands or diminishes, an incentive for 
adaptation is created. Adaptation is made by choosing an exit or voice strategy 
from the set, or simply by staying passive (i.e. adapting by accepting the situa-
tion). Adaptation by means of forming a coalition will occur as a response to 
specific types of expansion or diminishment of opportunity sets, and adaptation 
by means of exit will occur in response to other changes, and so forth. An effect 
                                                                                                                               

1997; cf. also Maug, 1998). While forming a coalition involves placing less at risk, it also yields a 
lower return.  

17 This way of using the concept of ‘opportunity set’ differs from the so-called ‘investment opportu-
nity set’ often referred to in finance economics. The latter stands for the possible combinations of 
variance and return available by assembling a portfolio from a given set of investments.  
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of this adaptation, if it takes the form of exit or voice, is that corporate relation-
ships change. In the case of exit, the shareholder no longer has a direct relation-
ship with the corporation in which s/he previously owned shares. In the case of 
voice, the arm’s-length distance that characterised the relationship between the 
shareholder and corporate insiders at the outset is closed.  

Figure 3.2 summarises this sequential logic of the ideal types and should be read 
simply as, ‘Changing opportunity sets evoke adaptation by economically rational 
shareholders, and this adaptation results in changing corporate relationships.’ 
The ideal types do not address what makes these changes occur, and they say lit-
tle about the effects of the changed corporate relationships on, for instance, firm-
related variables. Moreover, since it is ideal-typical minority shareholder coali-
tions that are being developed, the other types of adaptation (exit, passivity) are 
treated only indirectly.  

Figure 3.2. The sequential logic of the ideal types. 

The ideal-typical minority shareholder coalitions thus incorporate three elements. 
First, they specify the types of expansion and diminishment of opportunity sets 
that create incentives for adaptation specifically by means of forming a coalition. 
Second, they specify under what conditions economically rational minority 
shareholders will indeed adapt to these incentives by forming a coalition and 
how this will occur. Two types of coalitional adaptation are considered: offen-
sive and defensive. For either type, a viable coalition will emerge only if coali-
tional entrepreneurship is provided and if the coalition members can commit to a 
co-operative strategy in a sufficiently credible manner. Coalitional entrepreneur-
ship simply stands for all costly input required for operating the coalition,18 e.g., 
time for managing it. The characteristics of the coalitional organisation create 
the necessary commitment to co-operation in the ideal types; this limits free rid-
ing and other opportunistic threats to the coalition’s viability. Third, the ideal 
types specify the type of corporate relationship produced by the adaptation. Two 
types of changes in corporate relationships are considered: negotiations and bi-
––––––––– 
18 Cf. Erlingsson (2005), who analogously terms individuals who form new political parties ‘party 

entrepreneurs’.
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lateralisation. The type that occurs depends on the type of adaptation, which de-
pends on the type of changes that have occurred in the opportunity set.  

Altogether, two ideal-typical minority shareholder coalitions are at hand: the of-
fensive minority shareholder coalition and the defensive minority shareholder 
coalition. The former type of coalition emerges as a response to an opportunity 
for increasing expected return; an offensive seizure of an opportunity from an 
expanding set. The latter type of coalition emerges as a response to increasing 
costs for exit; a defensive response to a diminishing opportunity set to protect the 
coalition’s members from being expropriated. 

The type of expansion that can induce an offensive minority shareholder coali-
tion is when opportunities for increasing expected return on the investment by 
means of collective voice appear, or becomes associated with lower costs/larger 
benefits. This can evoke offensive adaptation: seizing an opportunity created by 
an expanding set by forming a coalition and entering into negotiations with cor-
porate insiders. If the expected total payoff is large enough, it becomes worth-
while for a large shareholder – one who can capture a large fraction of the bene-
fits – to seize this opportunity and privately bear the costs of forming a coalition. 
Since only this large shareholder carries the costs for activism (which are sunk), 
s/he has the strongest incentives to successfully realise the sought-after benefits. 
Passive members of the coalition are offered cost-free participation, and eco-
nomically rational shareholders accept this offer if their interests are aligned with 
those of the coalitional entrepreneur.  

This course of action is not without risk. The coalitional entrepreneur may use 
the shares put at the coalition’s disposal to capture private benefits at the expense 
of the passive members. However, the fact that resources committed by the coali-
tional entrepreneur can be lost if passive coalition members retract their support 
creates incentives for the coalitional entrepreneur to act in the interests of the 
passive members and to demonstrate this by accounting for the use of the shares, 
thereby ensuring continued co-operation. The coalitional entrepreneur also has 
strong incentives to minimise costs and no particular interest in retaining good 
relationships with corporate insiders. The most efficient means to capitalise on 
the opportunity will be employed, regardless of the long-term impacts on corpo-
rate relationships.  

The type of diminishment that can induce a defensive minority shareholder coali-
tion is when the costs for exit increase, constraining the minority shareholders’ 
ability to use this option. When exit is costly, shareholders become vulnerable to 
expropriation by corporate insiders and other shareholders, a risk otherwise con-
trolled by means of the exit mechanism. A scenario of this type can evoke defen-
sive adaptation: safeguarding the investment against expropriation by forming a 
coalition to bilateralise corporate relationships.  

Incentives for active participation in coalitional activities exist for all sharehold-
ers facing large costs for exit. Otherwise, active participants might use their posi-
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tion and form coalitions with corporate insiders, or they might use force to ex-
propriate passive shareholders with high exit costs. Because all of these minority 
shareholders provide coalitional entrepreneurship, all have strong incentives to 
sustain the viability of the coalition as long as exit costs are high. They may voi-
ce dissatisfaction, but they are willing to compromise to some degree in order to 
ensure the coalition’s viability before defecting. The task of monitoring for po-
tential expropriation by corporate insiders requires sophisticated, firm-specific 
models; it is also simplified by access to corporate insiders, which creates disin-
centives for an aggressive approach to corporate relationships.  

3.4 Opportunity Sets 

An opportunity set describe what a shareholder can do with an investment and 
the costs and benefits associated with these choices.  In the ideal types, minority 
shareholder coalitions are economically rational responses to specific types of 
changes in opportunity sets. The changes that can spark the emergence of coali-
tions are specific types of expansion or diminishment; the former may antecedent 
an offensive minority shareholder coalition and the latter a defensive minority 
shareholder coalition. Changes in the opportunity sets confronting shareholders 
can be analysed by applying Williamson’s (e.g., 1985) concept of specificity, in-
troduced in subsection 3.2.3. If the specificity of the equity investment is insig-
nificant, then exit costs are insignificant and only an expanding opportunity set 
in the sense that voice can increase the expected return on the investment can 
provide sufficient incentives for (offensive) co-operative shareholder activism. If 
specificity rises, then exit costs rise and, conversely, the opportunity set dimin-
ishes. This can be an antecedent for defensive co-operative shareholder activism.  

3.4.1 Opportunity Set Expansion 

When exit costs are insignificant, an economically rational minority shareholder 
will act according to the logic of the market. In this situation, a coalition will 
form only if the profit potential from voice is larger than what can be received by 
reallocating the invested funds to the best alternative investment objects or by 
staying passive. That is, only when an opportunity appears in the set that prom-
ises a positive payoff from co-operative shareholder activism – opportunity costs 
taken into account – is it rational to pursue voice. This mode of shareholder ac-
tivism is referred to as offensive shareholder activism since it implies the offen-
sive seizure of a profit opportunity from an expanding set.  

Offensive shareholder activism can be seen as a friendlier version of how hostile 
takeovers work as a control mechanism.19 The mechanism of a hostile takeover 

––––––––– 
19 If the expansion of the opportunity set is large and the payoff certain enough, it may be more 

worthwhile to pursue a takeover (Leech, 1987a; Dasgupta & Nanda, 1997), provided, of course, 
that the activist/acquirer is wealthy enough or has access to credit. This can be seen as a special 
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operates such that if a corporate insiders are inefficient enough and/or resort to 
severe expropriation of minority shareholders, incentives are created for a 
wealthy actor to purchase sufficient voting power to discharge the incumbent 
management team, perhaps by overriding a potential controlling shareholder if 
such exist and appoint a new one (Fama, 1980). However, the hostile takeover 
has always been a rare occurrence in the Swedish corporate system (Agnblad et 
al., 2001) and has become less frequent in the United States, perhaps replaced by 
shareholder activism (Pound, 1993). 

Offensive shareholder activism operates in a similar way. If corporate insiders 
are inefficient enough or expropriate minority shareholders to a sufficient extent, 
opportunity sets for minority shareholders expand, since possibilities for disci-
plining corporate insiders by means of voice potentially yield greater improve-
ments in performance and thus return on equity, meaning increased benefits as-
sociated with the voice option. Incentives are created for minority shareholders 
to use the residual control rights of the shares to reduce inefficiencies or the level 
of minority expropriation without taking a controlling stake in the corporation. 
These are traded off against the costs for realising the opportunity, i.e. costs for 
organising collective voice. If the payoff is positive, seizing the opportunity can 
be a rational choice regardless of whether costless exit is a distinctly feasible op-
tion.  

Offensive shareholder activism dominates the view of shareholder activism and 
coalitions in research to date. Its basic tenet – shareholder activism is a tool for 
increasing returns by means of rectifying bad management – is assumed in nu-
merous theoretical models (Kahn & Winton, 1998; Maug, 1998; Admati et al., 
1994; Leech, 1987a; Yarrow, 1976; Alchian & Demsetz, 1972). For shareholder 
activism with this purpose to be economically rational, however, the chance of 
success and the benefits, if successful, must be sufficiently large to persuade the 
shareholder that the benefits will offset the costs.  

Bounds on rationality, however, make the issue a bit more complicated. Informa-
tion asymmetries exist, and gathering information and developing firm-specific 
models have tangible costs. It may therefore be that estimations of expected re-
turns are substandard with respect to both alternative investment objects and 
voice activities. Opportunity sets may not necessarily reflect real costs and bene-
fits, but rather imprecise estimates of these. Yet, intended rationality implies that 
minority shareholders choose voice before exit only if the expected payoffs from 
voice are believed to be larger than what could be achieved from the best avail-
able investment object given the information already possessed and processed. In 
such a case, there is a clear rationale for pursuing activism.  

                                                                                                                               
case for purposes of this study. A larger fraction of the realised value can be captured by a take-
over; however, the stake is also higher, implying a larger risk. 
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3.4.2 Opportunity Set Diminishment 

When minority shareholders face a significant cost for exiting the investment in 
equities, they can no longer act in accordance with the logic of the market. The 
introduction of costs for exiting the investment, as captured by the concept of as-
set specificity, introduces a second rationale for shareholder activism, one largely 
neglected in the literature. An increase in the investment asset’s specificity has 
the effect of diminishing shareholders’ opportunity sets in that the exit mecha-
nism becomes costlier to use, thereby increasing the attractiveness of the other-
wise costlier voice option (cf. Hirschman, 1970). The equity investment and/or 
other supporting investments are, when combined, more valuable in transactions 
with the currently owned corporation than if moved elsewhere. As argued by 
transaction cost economics (Williamson, 1985, 1996), a shareholder facing an in-
termediate degree of investment specificity will, due to the costs associated with 
retracting an investment, find it worthwhile to set up a costly safeguard to protect 
the investment already made.  

When exit costs are high for a shareholder, exposure to risks of expropriation 
rise. For shareholders not facing high exit costs, expropriation (signalled by 
share price) can be met by exiting the investment. When exit costs are high, this 
would lead to loss of the specific part of the investment; it may therefore be 
worthwhile to set up a costly safeguard to protect the investment against expro-
priation. A minority shareholder coalition can function as a safeguard that asserts 
the latent bilateral governance features of the shares. This implies that previously 
passive minority shareholders may face incentives to switch from passivity to ac-
tivism within the logic of a bilateral mode of governance and thereby ‘become’ a 
safeguard of their investment. 20 This reaction to an increase in the specificity of 

––––––––– 
20 It is possible that other mechanisms exist wherein unwillingness to sell a position leads to activism. 

Some mechanisms of that type have been suggested based on objective functions that deviate from 
economic rationality, thus diverging from the underpinnings of the ideal types. For this reason, it is 
useful to distinguish the kind of opportunity set diminishment that is consistent with the assump-
tions of the ideal types from the kind that is not consistent with these assumptions.  

Specificity of an equity investment should be held analytically separate from the 
concept of loyalty as presented by Hirschman (1970), although they have similar effects. Loyalty, 
as conceptualised by Hirschman, implies a preference for a particular organisation because of some 
specific utility being derived from the products of that organisation. Loyalty instils a propensity for 
voice rather than exit. In other words, shareholders may have a preference for a particular corpora-
tion and therefore choose not to use the exit mechanism; this increases incentives for shareholder 
activism. Specificity, on the other hand, implies that shareholders are locked into a firm because of 
increasing exit costs but otherwise would readily exit without a second thought. Loyalty is not con-
sistent with the basic assumptions behind the ideal types. 

Loss aversion is another concept that should be held analytically separate from 
specificity of the equity investment as intrinsic to the ideal types, although it, too, can give rise to 
similar effects. Prospect theory (e.g., Kahneman & Tversky, 1979; Tversky & Kahneman, 1991) 
takes the position that, relative to some reference point, actors value an amount lost more than the 
same amount won. Actors also strive for certainty in gains, but accept higher risks regarding losses. 
More specifically, actors accept a gamble with higher expected loss than a certain loss (up to some 
point). If, for instance, the acquisition price or another previous price of the share serves as the ref-
erence point for a shareholder, a drop in share price may trigger a voice response. The shareholder 
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the equity investment represents a response to a diminishing opportunity set. Be-
cause its purpose is to safeguard the existing investment, it can be seen as a de-
fensive measure.21

Action according to a bilateral mode suggests the use of voice activities to mini-
mise the risks of expropriation by corporate insiders, which threatens the value 
of the investment. There are no restrictions against this regardless of whether 
minority expropriation or inefficiencies are a reality at the time of the coalition’s 
formation. The risks of future expropriation produce sufficient incentives to war-
rant more costly bilateral governance as a safeguard. For economically rational 
shareholders, the costs of operating the bilateral governance mechanism must be 
lower than the (present value of) expected expropriation being offset and lower 
than the cost of using the exit mechanism.  

This rationale of defensive shareholder activism operates to a certain extent 
analogously to what Williamson (1975/1983) refers to as the ‘fundamental trans-
formation’. The original application of this concept was to relationships between 
subcontractors and their customers. An initial market-like situation may prevail 
when suppliers are contracted even though the execution of the contract necessi-
tates specific investments. However, as the specific investments are put in place, 
the continuance of the relationships takes on economic value and a situation 
wherein the winning bidder gains a first move advantage in future bidding is at 
hand. Hence, the number of potential subcontractors decreases, as the original 
winning bidder has already made the specific investment and thus faces lower 
marginal costs for providing the good. In such situations, it is rational to install 
some type of safeguard to protect the specific investments, since the exposure to 
opportunism is greater and the continuation of the relationship holds value for 
both parties.  

Defensive shareholder activism also implies a transformation from a situation 
wherein minority shareholders rationally act in accordance with the market 
mechanism and the opportunities presented there to a situation wherein the mar-
ket mechanism becomes costly to use. This produces incentives for setting up a 
safeguard that has the effect of nullifying the arm’s-length relationship with the 

                                                                                                                               
may be unwilling to exit (a certain loss relative to the reference point) and instead choose to gamble 
(activism, with an uncertain outcome). Loss aversion introduces a cost for exit, which is inconsis-
tent with the basic assumptions behind the ideal types. 

While loyalty and loss aversion may produce the same effects as specificity, i.e. 
activism as a response to high exit costs, the cost of exit derives from non-economically rational 
sources as defined in this study. In empirical analyses, such motivations show up as divergences 
from the ideal types. Thus, loyalty and loss aversion should be regarded as residual explanations 
that may have bearing if there is no evidence of diminishing opportunity sets created by rising 
specificity of the equity investment, as evaluated from the perspective of economic rationality. 

21 Should the specificity rise even more and the opportunity set consequently diminish further, share-
holders may find it worthwhile to switch to a unilateral governance mode. Because this would ap-
proximate a takeover, albeit for reasons other than those explored in note 19, it can be seen as a 
special case for purposes of this study. 
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corporation, at least for as long as the cost of using the market mechanism re-
mains a deterrent.   

Although shareholder activism as a mean to safeguard against expropriation 
when exit costs are high is not readily found in the literature, some of the central 
relationships that it suggests are noted. For example, Gillian & Starks (2000) 
state, with respect to the increasing frequency of shareholder activism among 
pension funds in the United States: “Although these funds could simply sell their 
holdings in underperforming companies (and many in fact do), often the hold-
ings are so large that the shares cannot be sold without driving the price down 
and suffering further losses” (p. 278). The same line of reasoning is found in 
Coffee (1991), Brown (1998), and Bhide (1993), who identify a negative link be-
tween liquidity and active participation in the governance of corporations. Hell-
man (2005), in his empirical study of Swedish institutional investors, finds the 
same connection.  

The institutional investors that did have some ambitions to partici-
pate in corporate governance activities were the four relatively 
large company-information-oriented institutions, because they 
were generally too big to be able to sell quickly without making a 
material impact on share prices. (Hellman, 2005: 317)  

While not noted by Hellman, company-information orientation may indicate a 
barrier to exit, since it indicates sophisticated, firm-specific models. Spending re-
sources on developing a firm-specific model increases specificity of the invest-
ment, since this model will be of little use once the investment is divested. Poor 
liquidity and firm-specific models can thus be seen as factors increasing specific-
ity. A part of the investment is non-retractable. Furthermore, in a Swedish study 
Kärreman (1999) observes in two case studies that the degree of specificity of 
the equity investment (measured as a shareholder’s position in relation to the to-
tal portfolio) is a strong predictor of how active the shareholder will be vis-à-vis 
the corporation. Thus, the notion that increased specificity of an equity invest-
ment can be an antecedent to shareholder activism is supported by the literature, 
however scant the attention to defensive shareholder activism. 

3.5 Adaptation 

 The ideal-typical minority shareholder coalitions represent adaptations to the 
general incentives for co-operative shareholder activism discussed above. In the 
idealised world, the adaptation process has noticeably different properties and 
motivations depending on whether it is a response to expanding or diminishing 
opportunity sets and whether it is offensive or defensive. Moreover, coalition 
formation will be the adaptive strategy only if two necessary conditions are ful-
filled: the costs for managing the coalition are borne, and some mechanism en-
sures that coalition members can commit to co-operation in a sufficiently credi-
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ble manner. This section explores the ways in which these conditions are met in 
both the offensive and defensive minority shareholder coalitions. 

As explained in the introductory chapter, the problem of collective action is typi-
cally argued to apply to shareholder activism. Shareholder activism can be seen 
as a public good; the costs for providing it are privately borne, but the benefits 
often accrue to all shareholders regardless of participation (Olson, 1965; Admati 
et al., 1994). Thus, individual minority shareholders generally have incentives 
for free riding on the efforts of others and avoiding the costs for shareholder ac-
tivism, even though activism may benefit the shareholders collectively if these 
costs are borne. The position of residual claimant may give the equity providers 
incentives to monitor and govern the contractual nexus of the firm (Alchian & 
Demsetz, 1972), while the collective action problem (Olson, 1965), optimal port-
folio strategies, and exit-possibilities (Fama, 1980, Hirschman, 1970) may give 
individual shareholders incentives to defect from monitoring and hands-on gov-
ernance. Since every intendedly rational potential coalition member knows well 
the incentives that exist, promises of co-operation among potential coalition 
members are not necessarily credible. And without this credibility, no intendedly 
rational individual is prepared to devote resources to a coalition that is unlikely 
to be viable.  

As also noted in the introduction, a minority shareholder coalition can be seen as 
a bundle of resources brought together for the purpose of influencing corporate 
insiders. This perspective of coalitions is consistent with contractual theory, 
which sees a firm as a nexus of contracts through which owners of the various 
factors of production supply their services and are remunerated accordingly (Al-
chian & Demsetz, 1972; Jensen & Meckling, 1976; Fama, 1980). Minority 
shareholder coalitions are fruitfully seen analogously. Minority shareholders 
contract with and provide a minority shareholder coalition with residual control 
rights. These are the rights to monitor input behaviour, to be the central party to 
the contracts that constitute the firm, and to alter the membership of the team that 
accrues to owners of equity (Alchian & Demsetz, 1972). By exercising these 
rights a coalition of shareholders can place legitimate demands on insiders of a 
targeted corporation. Beyond pure possession, the residual control rights must be 
managed in the sense that at least one coalition member must co-ordinate the 
coalition and interact with corporate insiders. Using the analogy between minor-
ity shareholder coalitions and the firm once again, residual control rights repre-
sent the ‘capital’ of the coalition. These residual control rights need to be man-
aged in order to produce an output, namely co-operative shareholder activism. 
This is the basic transaction that takes place within a coalition: The residual con-
trol rights are placed in the hands of the ‘coalition’, which makes use of them for 
a particular purpose.  

The similarities with the firm stop there, however. Equity capital is costly to pro-
vide to a firm. This does not have to be the case for providing residual control 
rights, at least not to the same extent. For a shareholder who already owns 
shares, there need not be any significant marginal cost in assigning residual con-
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trol rights to a coalition, since these rights are already owned. Co-ordination of 
the residual control rights, on the other hand, is costly. Leech (1987a) argues that 
there are both fixed and variable costs for shareholder coalitions. Fixed costs in-
clude elements of the costs for setting up meetings of coalition members, costs 
for obtaining and processing corporate information, and costs for meetings with 
corporate insiders. The variable costs are a function of the number of coalition 
members, with marginal costs increasing. In other words, a coalition of many 
members is more costly to organise than the same coalition with fewer members, 
ceteris paribus. Variable costs include “the cost of communication and of dis-
seminating information about the firm among members of the coalition” (Leech, 
1987a: 232) and are lower if the activists know each other prior to coalitional 
emergence. 

One characteristic of these costs is crucial in light of the collective action prob-
lem. In the language of transaction cost economics, inputs devoted to a minority 
shareholder coalition are specific to that coalition and have little or no alternative 
use. At the same time, the benefits they potentially yield are uncertain ex ante. 
Therefore, within the framework of a coalition, the risk bearers must be regarded 
as the suppliers of management services to the coalition. They combine risk 
bearing with management input; hence the service they provide may be termed 
‘coalitional entrepreneurship’ (cf. Erlingsson, 2005), in line with Fama (1980), 
who notes these two functions of the entrepreneur. Those who provide coali-
tional entrepreneurship bear a cost with certainty, but the potential benefits are 
uncertain. Coalition members who provide only residual control rights, in con-
trast, carry less risk since providing those rights is virtually costless.  

The emergence of a viable minority shareholder coalition is contingent on the 
provision of coalitional entrepreneurship. No coalition can work if someone does 
not manage it. Since coalition management costs are sunk costs, coalitional en-
trepreneurship will be provided only if co-operation can be expected from other 
coalition members in the form of either additional coalitional entrepreneurship or 
simply residual control rights. Passive providers of residual control rights will 
surrender control over those rights only if they are persuaded that the control 
rights will be used in their interests. The ideal types assume, realistically, that 
there is no way for coalitional entrepreneurs or other members to enforce con-
tracts among coalition members by means of the legal system. Whether the con-
tracts are implicit or explicit makes no difference. Instead, analogous to William-
son’s (1985, 1996) argument regarding private ordering rather than trusting the 
legal system, viable coalitions must incorporate mechanisms that bind their 
members to an acceptable level of co-operation. The coalitional organisation can 
arrange for this. 

The two subsections that follow explore, first, the incentives for providing coali-
tional entrepreneurship and, second, ways of organising minority shareholder 
coalitions. Ideal-typical coalitional entrepreneurs are identified as well as ideal-
typical ways of organising coalitions. The latter allows for handling the problems 
of free riding and other opportunistic behaviours, thereby making collective 
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voice a viable adaptive strategy. Supply of coalitional entrepreneurship and coa-
litional organisation varies systematically, depending on whether the coalition is 
defensive or offensive.   

3.5.1 Coalitional Entrepreneurship 

All coalitions require coalitional entrepreneurship in order to emerge and remain 
viable. Coalitional entrepreneurship is a costly input; it includes time devoted to 
managing the coalition, dealing with corporate insiders, and so forth. It is the job 
of the coalitional entrepreneur(s) to translate expanding or diminishing opportu-
nity sets into concrete, co-operative shareholder activism. It is therefore impor-
tant to understand the incentives that motivate a minority shareholder to supply 
coalitional entrepreneurship in order to see how collective voice can become a 
viable adaptive strategy.  

A shareholder providing coalitional entrepreneurship bears a private cost for do-
ing so but captures typically only a fraction of the benefits (Admati et al., 1994; 
Olson, 1965). This makes it unlikely that incentives exist for any individual 
shareholder to make such an investment, even if the shareholder collective might 
benefit from the activism. Therefore, in the general case, coalitional entrepre-
neurship is rationally undersupplied. The strength of the incentives to supply it, 
however, varies along a number of dimensions, making it possible to identify the 
ideal-typical coalitional entrepreneur.  

The ideal-typical coalitional entrepreneur of both the offensive and defensive 
minority shareholder coalitions ideally carries two trademarks: a relatively large 
equity position, and a concentrated portfolio of which the target company occu-
pies a large portion. Under these circumstances, the strongest economic incen-
tives exist for providing entrepreneurship in both types of coalitions. In the of-
fensive minority shareholder coalition, this means that a larger fraction of the 
gains can be captured. In the defensive minority shareholder coalition, it means 
being the shareholder most subjected to specificity of the investment. 

3.5.1.1 Coalitional Entrepreneurship in the Offensive Coalition 
The rationale for the offensive minority shareholder coalition is the desire by one 
or more shareholders to seize an opportunity to realise an increased expected re-
turn from an existing company in the portfolio. This increased return is directly 
attributable to the voice activities. Its opportunity cost is the return that could be 
achieved by staying passive or reallocating the investment to the best alternative 
investment object on the market, adjusted for risk. The offensive minority share-
holder coalition thus emerges with the objective of increasing expected return, 
which is beneficial for all minority shareholders. The resulting increase in mar-
ket capitalisation falls equally on every share of the corporation. Size of the held 
stake thus becomes important for the coalitional entrepreneur of the offensive 
minority shareholder coalition. The larger the stake of an individual shareholder 
the greater the bargaining power vis-à-vis corporate insiders that can be expected 
and the larger the fraction of the increased market capitalisation that can be cap-
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tured (Alchian & Demsetz, 1972; Gillian & Starks, 2000). A larger equity posi-
tion can thus both decrease the costs, since fewer additional shareholders must be 
convinced to participate to reach a given equity stake, and increase the benefits 
that fall on the entrepreneur. The strength of the economic incentive for provid-
ing offensive coalitional entrepreneurship becomes a linear function of the size 
of the position held by the shareholder.  

The costs for organising a coalition are likely to accrue largely in the form of 
time, which always has some alternative cost. For example, time not spent on 
forming a coalition could be used to obtain better information about other in-
vestment objects on the market, which, in turn, could render higher returns to the 
held portfolio. The price of time differs from shareholder to shareholder, how-
ever. If the opportunity cost of devoting time varies among minority sharehold-
ers, then a minority shareholder who places a low value on time needs smaller 
expected benefits as motivation to provide coalitional entrepreneurship than one 
who values time more highly. It is well accepted that the more diversified the 
portfolio, the less the incentive to devote time to an individual investment (Fama, 
1980). A major reason for this is that the opportunity cost of devoting time to an 
individual investment object implies devoting less time to monitoring other cor-
porations. Therefore, the ideal-typical coalitional entrepreneur of the offensive 
minority shareholder coalition holds a concentrated portfolio of which the target 
company occupies a large fraction. 

The benefits of offensive co-operative shareholder activism accrue to all minor-
ity shareholders regardless of participation. Therefore, no minority shareholder 
has any interest in providing costly coalitional entrepreneurship when the expec-
tation is that someone else has stronger incentives to do so. If a shareholder takes 
the initiative to form a coalition, it becomes common knowledge that this share-
holder has sufficiently strong incentives to carry the costs of the coalition; other 
rational shareholders will therefore not contribute additional input. Thus, only 
the minority shareholder with the comparatively strongest incentives can be ex-
pected to provide coalitional entrepreneurship. The other minority shareholders 
will rationally free ride. Hence, the ideal-typical coalitional entrepreneur of the 
offensive minority shareholder coalition operates alone.  

3.5.1.2 Coalitional Entrepreneurship in the Defensive Coalition 
The defensive minority shareholder coalition consists of two or more minority 
shareholders rationally responding to a diminishing opportunity set brought 
about by a rise in the cost of using the exit mechanism. The coalition is set up as 
a safeguard; thus, it emerges with the objective of decreasing the exposure to ex-
propriation risks when investment specificity increases. This matters only for 
those shareholders who face significant exit costs, since those who do not will 
rationally exit the investment if expropriation rises (which, if nothing else, is 
signalled by decreasing share price). Consequently, only minority shareholders 
facing a sufficient degree of specificity have any particular interest in the emer-
gence of a defensive minority shareholder coalition. Therefore, for this type of 
coalition to emerge, there must be a number of potential members who face ris-
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ing exit costs significant enough to warrant carrying the costs of a bilateralisation 
of corporate relationships.  

The situation then begins to approximate Bennedsen & Wolfenzon’s (2000) mo-
del, which shows how shareholders in corporations that are not publicly traded 
form coalitions to expropriate non-members of the coalition. Coalitions necessar-
ily emerge since, without the exit mechanism, a situation of ‘expropriate or be 
expropriated’ arises when shareholders are opportunistic and seek to maximise 
returns. A shareholder who experiences a diminishing opportunity set because of 
increasing costs for exit faces a similar situation. If other shareholders form a 
coalition, they may divert resources to the coalition at the expense of those non-
members who cannot exit. This might be done by overriding management or by 
secretly forming a coalition with a controlling shareholder, if one exists. Incen-
tives for being a member of a defensive coalition are not only a matter of safe-
guarding the equity capital from the opportunism of corporate insiders, but also 
safeguarding it from the other coalition members. Thus, incentives to free ride 
are severely curbed, and all coalition members have incentives to supply coali-
tional entrepreneurship. 

The ideal-typical suppliers of coalitional entrepreneurship in the defensive mi-
nority shareholder coalition are similar to those in the offensive coalition, with 
the primary difference being the larger number in the defensive type. Incentives 
for providing defensive coalitional entrepreneurship vary with specificity of the 
investment. Specificity of the investment varies with the size of the equity posi-
tion held, since the larger the position the more depressed the market price of the 
share in the event of a swift divesture (Coffee, 1991; Gillian & Starks, 2000). 
Specificity also varies with the concentration of the portfolio, since the more 
concentrated the portfolio the greater the sensitivity for transaction costs in an 
individual corporation and the more sophisticated and firm-specific the models 
typically developed (Collin, 1997; Kärreman, 1999). Generally, larger incentives 
for devoting resources to an individual corporation are created when the portfolio 
is concentrated. Hence, the ideal-typical suppliers of coalitional entrepreneurship 
in the defensive minority shareholder coalition are among the largest minority 
shareholders and have concentrated portfolios.  

3.5.2 Coalitional Organisation 

Understanding the incentives for providing coalitional entrepreneurship is insuf-
ficient for giving a full theoretical account of collective voice as an adaptive stra-
tegy. No rational shareholder supplies costly coalitional entrepreneurship unless 
there is a reasonable chance that it will result in the sought-after benefit. Success 
is contingent on other coalition members’ co-operation, either by supplying and 
not retracting residual control rights (a concern for the offensive entrepreneur 
who acts alone) or by supplying additional coalitional entrepreneurship (a con-
cern for the defensive entrepreneur). For passive members, it is irrational to sur-
render control over residual control rights without a reasonable degree of cer-
tainty that they will be used in ways that do not conflict with their own vested in-
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terests, i.e. that the transaction will result in a higher share price. In the ideal 
types, the way in which coalitions are organised creates incentives ensuring the 
credibility of members’ commitments to co-operation. This sub-section examines 
the relationships among minority shareholders engaged in a coalition from the 
perspective of two organising frameworks: centralised and decentralised coali-
tional organisation.  

Following Williamson’s (1985, 1996) lead, it is assumed that no central authority 
has the power to enforce promises and thereby secure the viability of the coali-
tion by protecting it from defections. The argument set out below is that the or-
ganisation of the transactions in minority shareholder coalitions can serve to off-
set this problem of defection and at the same time promote task efficiency in 
light of the bounds on rationality. The minority shareholder coalitions vary in 
their organisation, reflecting these underlying problems. The structure of con-
tributed inputs into the coalition, and thus the borne risk, is of central importance 
for formulating an economic rationale for how a minority shareholder coalition is 
organised to offset the problems of opportunism and bounded rationality. When 
the structure of these inputs is allowed to vary, two ideal-typical minority share-
holder coalitions emerge: the centralised coalition and the decentralised coali-
tion. 

3.5.2.1 Centralised Minority Shareholder Coalitions 
Consider first the case of a single coalitional entrepreneur who supplies all costly 
services to the coalition, while the remaining minority shareholders contribute 
only residual control rights at virtually no cost. This is the structure of input as-
sociated with the ideal-typical offensive minority shareholder coalition. This 
type of coalition is under idealised premises always organised in a centralised 
way, since incentives for supply of coalitional entrepreneurship leads a sole en-
trepreneur to make all costly input. The term ‘centralised minority shareholder 
coalition’ suitably signifies this way of organising a coalition, since this structure 
has the effect of centralising all costly inputs around one agent, the coalitional 
entrepreneur who serves as the hub in the nexus of contracts constituting the coa-
lition. Because the shareholders contributing only residual control rights face lit-
tle or no cost (although an uncertain benefit), the cost-benefit calculation tends to 
be positive and thus induces the contribution of control rights.  

This structure of inputs is a feature of one of Olson’s (1965) solutions to the pro-
blem of public good production, as it changes the situation from a game of pris-
oner’s dilemma. If a single minority shareholder has sufficient incentives to bear 
all of the costs for producing the shareholder activism, other minority sharehold-
ers may rationally choose to contribute residual control rights, at least for as long 
as their interests are aligned with those of the entrepreneur. As a result, they cap-
ture a portion of the benefits without bearing any of the costs. 

A centrally co-ordinated minority shareholder coalition is analogous in structure 
to what Williamson (1975/1983) terms a simple hierarchy. He argues that this 
type of organisation can promote information and decision-making efficiencies 
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better than a non-centralised organisation. In terms of Leech’s (1987a) cost func-
tion for shareholder coalitions, the centralised structure has both lower fixed and 
lower variable costs than the non-centralised structure. The element of fixed 
costs of organising shareholder meetings, for instance, can be escaped since all 
coalitional decision making is delegated to one agent. Costs associated with cor-
porate relationships, however, cannot be escaped. The comparative economisa-
tion on variable costs depends on the structure of the nodes and ties within the 
simple hierarchy, as shown in Figure 3.3.  

Figure 3.3.  Wheel network. Source: Williamson (1975/1983: 46) 

The nodes represent group members and the lines connecting them represent ties. 
The network of nodes and ties characteristically resembles a wheel in which the 
co-ordinating entrepreneur is the hub that connects all of the periphery hubs (i.e. 
arranges for and bears all communication costs). The fewer the ties, the greater 
the economisation on communication and information dissemination; the wheel 
network yields the fewest number of ties given a certain number of nodes. As 
well, the marginal cost of adding an additional peripheral node to the structure is 
as small as it can be since only one extra tie is added to the structure. Decision 
making, when centralised with one agent, is also more efficient in contrast to col-
lective decision making, further limiting the marginal cost of adding additional 
periphery nodes since no decision making is granted to those nodes. This struc-
ture is efficient for organising large groups (Williamson, 1975/1983).  

But how can a centralised structure reduce the problem of opportunism, and what 
are the structure’s limitations? A typical agency relationship is associated with 
this organisational form since the entrepreneur acts on behalf of the coalition 
members. The essential transactions in the coalition are the placement of residual 
control rights under the control of the entrepreneur. Every transaction is charac-
terised by one party (the entrepreneur) supplying all of the costly input and the 
other party (the passive member) supplying a mandate to the entrepreneur to act 
on residual control rights. Rational holders of residual control rights, however, 
will undertake this transaction only as long as they are satisfied that the entrepre-
neur’s interests harmonise with their own. If the entrepreneur’s purposes are un-
clear or constantly changing, the rational shareholder is not likely to contribute 
since there is a chance that the control rights will be used in ways that diverge 
from his/her interests. The entrepreneur could, for example, use these rights for 
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extracting private benefits from the corporation by means of forcing or forming 
coalitions with corporate insiders to divert resources (cf. Bennedsen & Wolfen-
zon, 2000), which hurts the other shareholders.  

Limitations on the flexibility of the centrally co-ordinated minority shareholder 
coalition may therefore exist, limitations that depend on the frequency of coali-
tional transactions. The basic transaction between the entrepreneur and other 
members of the coalition has to do with putting residual control rights at the en-
trepreneur’s disposal for a particular purpose. The greater the frequency of 
changes in purposes, the greater the communication and negotiation costs borne 
by the entrepreneur, since every member must be persuaded that the change is in 
their interest in order to continue supporting the coalition. The marginal cost for 
one extra change is a function of the number of members in the coalition. This 
means that a coalition pursuing changing purposes, which requires renegotiations 
of the terms of coalition membership, will have a higher variable cost than a coa-
lition pursuing purposes that are stable throughout its existence. When the terms 
by which members are tied to the coalition change often, the likelihood of coali-
tion membership cancellation rises, as the probability of a misalignment of inter-
ests, or suspicion thereof, increases, putting the specific inputs contributed by the 
entrepreneur at risk.  

Because contributing and retracting residual control rights are virtually costless, 
only the coalitional entrepreneur faces significant losses if co-operation breaks 
down. Thus, the threat of the cancellation of contributions controls the problems 
of opportunism that might otherwise appear, but it also put restrictions on the 
flexibility the entrepreneur can exercise in managing the coalition. The entrepre-
neur’s discretion is therefore constrained by a costless exit mechanism inherent 
in the centralised coalitional structure.  

Rational coalition members’ suspicions of opportunistic behaviour on the part of 
the coalitional entrepreneur create incentives for the entrepreneur, as the mem-
bers’ agent, to account for the progress of the coalition. Regular and open report-
ing induces sustained co-operation. The rationale behind this is similar to that 
found by Jensen & Meckling (1976): An entrepreneur of a business firm will 
bear costs as a show of commitment to pursuing the interests of the outsiders. 
Passive coalition members might otherwise read into changes in share price that 
the entrepreneur is extracting benefits at the expense of other shareholders, al-
though they may be slow to discover this due to asymmetrical information. 

Central co-ordination of a minority shareholder coalition requires only one mi-
nority shareholder with enough incentives to bear the costs for producing share-
holder activism. If only one purpose is to be pursued, thereby necessitating only 
one coalitional transaction, the centralised structure minimises the total costs of 
organising the coalition because of its comparative advantages in information 
handling and decision making. However, as the frequency of renegotiations rises 
in response to changing coalition objectives, so do the costs for operating the 
coalition. The threat of retracting residual control rights also increases with the 
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frequency of transactions, putting the specific costs borne by the entrepreneur at 
stake. Thus, a centrally co-ordinated minority shareholder coalition is efficient 
only if the frequency of coalitional transactions is low; otherwise the entrepre-
neur has to bear large costs for persuading other members that changes are in 
their interests. Transaction frequency is low when the objectives pursued by the 
entrepreneur are concrete, stable and specifiable ex ante and when their realisa-
tion can be expected to yield benefits that are of interest to passive members. 
These are the trademarks of the objectives pursued by the offensive minority 
shareholder coalition, and this type of coalition is best organised centrally. 

3.5.2.2 Decentralised Minority Shareholder Coalitions 
Consider, now, the case in which all participating minority shareholders supply 
coalitional entrepreneurship to the coalition. This is the structure of input in the 
ideal-typical defensive minority shareholder coalition. This type of coalition is 
under idealised premises always organised in a decentralised way since all mem-
bers have an incentive to actively participate in order to monitor their peers for 
fear of being expropriated. The term ‘decentralised minority shareholder coali-
tion’ suits this structure, which has the effect of totally decentralising all costly 
inputs and activity. All contributing members become involved in the coalition’s 
activities, and the entrepreneurial role is thus not carried by an individual, but 
rather is dispersed throughout the coalition. Since all participants contribute spe-
cific inputs to the coalition, established and ongoing relationships among the 
coalition participants are of economic value. Thus, the viability of the coalition 
becomes an interest for all participants as long as the basic incentives for produc-
ing shareholder activism remain. This is especially valid if the realisation of 
benefits is contingent on the collective possession of residual control rights.   

A decentralised minority shareholder coalition requires that all participating mi-
nority shareholders have incentives to contribute coalitional entrepreneurship; 
that the benefits exceed the costs of participation in the coalition. A decentralised 
minority shareholder coalition is analogous in structure to what Williamson 
(1975/1983) terms a peer group, which, he contends, is less efficient in informa-
tion and decision-making respects than a centralised structure. In terms of Le-
ech’s (1987a) cost function for shareholder coalitions, both fixed and variable 
costs are higher than in the centralised coalition. Fixed costs for holding meet-
ings among coalition members, for example, are higher since every member par-
ticipates in decision making. Variable costs are higher because the structure max-
imises the number of ties among members. 

The basic nodes and ties of the peer group are shown in Figure 3.4. As in the 
previous figure, the nodes represent group members and the lines connecting 
them represent ties, or channels. The network of nodes and channels is character-
ised by there being no hub, as all nodes are connected to each other (hence the 
term ‘all-channel network’). Compared to the centralised structure, the multitude 
of ties and the dispersed involvement in coalitional activity provide for dis-
economies of information dissemination because all members are tied to each 
other. Moreover, when collectively pursued, decision making is likely to be less 
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efficient than when carried out by one person. Every new member added to the 
structure increases these diseconomies by increasing the number of ties exponen-
tially. This means that the cumulative variable cost rises rapidly when additional 
shareholders join the coalition. Because of this, the decentralised structure is in-
efficient for organising large groups (Williamson, 1975/1983).  

Figure 3.4. All-channel network. Source: Williamson (1975/1983: 46) 

But what is the upside of the structure and how can it diminish the threat of op-
portunism? In the context of co-operative shareholder activism, the decentralised 
structure has comparative advantages when the frequency of coalitional transac-
tions is high. Since all coalition members are equally active, exiting the coalition 
is not without cost for any member, giving rise to a mutual dependence. Every 
transacting relationship is characterised by both parties making costly contribu-
tions, which creates stronger incentives for the transacting parties to see the 
transaction yield results. Since all have an interest in the viability of the coali-
tion, this structure is less sensitive than the centralised structure to defection 
when interests become misaligned. The decentralised coalition is also more 
flexible than the centralised coalition. It more readily adapts to changing circum-
stances and purposes, and the contracts tying the members to the coalition need 
not be fully specified ex ante. Since everyone has an interest in the viability of 
the coalition once it has formed, all have an interest in finding a compromise to 
divergences of interests and differences of opinions that may appear. Thus, rene-
gotiations can occur without the same degree of defection risk or other opportun-
istic threats.  

The decentralised coalition can therefore handle a much greater frequency of 
coalitional transactions without a corresponding increase in variable costs. The 
mutual interest in compromise and consensus, combined with general involve-
ment that leads to widely diffused information, renders peer monitoring and voi-
ce behaviour as the predominant checks on opportunism within the coalition. 
This structure is particularly attractive when shareholders facing high exit costs 
fear being expropriated by corporate insiders or other large shareholders. The 
dispersed involvement in the coalition facilitates the peer monitoring that con-
trols these hazards. For this reason, it is potentially risky to free ride, as this 
gives active coalition members the opportunity to expropriate the free rider. 

If the frequency of needed transactions is low, the centralised minority share-
holder coalition may be a more cost-efficient form for organising co-operative 
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shareholder activism because of its comparative efficiency in information dis-
semination and decision making. A decentralised minority shareholder coalition, 
however, is efficient when the frequency of such transactions is high. This is the 
case when the objectives pursued by the coalition are diffuse, changing or not 
specifiable ex ante. Such objectives are the trademark of the defensive minority 
shareholder coalition, which consequently is best organised in a decentralised 
manner for efficiency purposes. This type of co-operative shareholder activism 
implies a longer-term closing of the arm’s-length relationship with the corpora-
tion and a more diffuse safeguard against the risk of expropriation. Safeguarding 
against expropriation means monitoring and continuously responding to actions 
of corporate insiders, implying that it is difficult to specify the use of residual 
control rights ex ante. 

It is also possible for a shareholder to face increasing costs for exit (a diminish-
ment of the opportunity set) and to simultaneously discover an opportunity for 
profitable voice (an expansion of the opportunity set). For a shareholder in this 
situation, the incentive to safeguard the investment against expropriation by both 
insiders and other large shareholders is always at hand. Because of this, the costs 
for free riding in a centralised coalition can be substantial, even though the cen-
tralised structure is more efficient for pursuing offensive shareholder activism; 
other shareholders may use their residual control rights for expropriation pur-
poses. Instead, a costlier organisation closer in structure to the decentralised coa-
lition may be needed, and this raises the threshold for the emergence of a coali-
tion in the sense that the expected benefit from voice must be higher. This is one 
reason why there may be less incentive to pursue offensive activism in the face 
of high costs for exit. Another is, as noted by Maug (1998), that profitable trad-
ing around offensive-type activism may be impossible if liquidity is poor. There 
is, however, also a third reason: corporate relationships. 

3.6 Corporate Relationships 

The last element of the ideal types requiring elaboration is the effect of the mi-
nority shareholder coalitions: changed corporate relationships. Two types of cor-
porate relationships are distinguished. The first is the type closer to the market 
relationship, namely ‘negotiation’. Negotiations means bargaining with corporate 
insiders to realise change and are therefore associated with the offensive minor-
ity shareholder coalition. The second type is the ‘bilateral’ relationship that is ra-
tionally pursued when exit costs rise. Bilateral corporate relationships imply 
monitoring and reactive intervention and are thus associated with the defensive 
minority shareholder coalition. The different objectives behind these modes (in-
creasing market value versus safeguarding the investment against expropriation) 
imply differences in the character of the modes themselves. Negotiations have an 
identified end-point, whereas bilateral relationships involve an on-going process 
that is rational as long as the specificity of the equity position persists. 
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The characteristic feature of the market relationship is that its continuation is not 
infused with economic value for the minority shareholders (Williamson, 1985). 
Corporate relationships have no value as such, and there are no incentives to in-
vest in them. They are valuable only as a means for achieving specific changes in 
the corporation that are expected to increase the value of the share. Therefore, 
the rational path to take in corporate relationships is the one that at the lowest 
possible cost yields the desired outcome, without regard for the future state of 
corporate relationships. This approach maximises payoffs to the coalitional en-
trepreneur in an offensive minority shareholder coalition. An aggressive negotia-
tion process wherein any means that helps achieve the objectives as quickly as 
possible is the rational path to take, since costs are likely to consist largely of 
time spent managing the coalition.  

It is assumed in the ideal types that corporate insiders are narrowly focused on 
the relationships with the activist minority shareholders. Situations of conflict 
emerge only if the changes desired by the minority shareholders are not in the in-
terests of corporate insiders. Therefore, the only means that activist shareholders 
have to force change is by controlling enough votes to win a voting contest at the 
general meeting. In other words, in the world of economically rational actors, 
‘aggressive negotiations’ means attempting to attach enough shares to the coali-
tion in order to win a voting battle (See Cubbin & Leech [1983] for an exposition 
on the size required for this under different circumstances).  

When the cost of using the market mechanism rises, the shareholder’s relation-
ship with the specific corporation becomes infused with economic value (cf. 
Williamson, 1985, 1996). Incentives are created to invest in moving towards a 
bilateral relationship to safeguard the investment against risks of expropriation. 
Efficient safeguarding necessitates competent monitoring so that signs of expro-
priation can be discovered. Signalling monitoring competence to corporate insid-
ers creates disincentives for them to pursue expropriation, since they will adjust 
the probability of being discovered upwards. Monitoring competence necessi-
tates investment in sophisticated, firm-specific models. Such investment has the 
effect of diminishing the opportunity set further and, as a consequence, creates 
additional incentives for bilateralising corporate relationships.  

Efficient monitoring is also facilitated by access to corporate insiders, an avenue 
to ‘soft’ information (Black & Coffee, 1994), which may lessen monitoring costs 
(Ciccotello & Grant, 1999). Since friendly relationships with corporate insiders 
are of value, opportunistic actions leading to short-term gains at the expense of 
long-term insider access are irrational in bilateral relationships. This is especially 
valid if a controlling insider shareholder exists, since that shareholder cannot be 
held accountable in the same way as a professional manager. Disincentives for 
intervention by minority shareholders are thus created. Minority shareholders 
must trade off the benefits of intervention against the costs of that intervention in 
terms of the risk of disturbing established relationships with corporate insiders. 
The option to intervene is costly, but it becomes a rational option if expropriation 
of sufficient magnitude is discovered. In such a case, a voting contest similar to 
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that in negotiations may become necessary because ending expropriation is not 
in the interest of corporate insiders (unless the expropriation is illegitimate and 
courts can be used). Otherwise, corporate relationships will be oriented towards 
collecting information and refining firm-specific models, and towards signalling 
monitoring competence.  

The trade-off between incurring costs by harming the investment in corporate re-
lationships and realising increased return by means of voice suggests that it is 
costly for a defensive coalition to resort to negotiations, even if a profitable op-
portunity for voice appears in the set. To the extent that existing or potential bi-
lateral corporate relationships are of value, the threshold for responding to an ex-
panding opportunity set is higher than for a shareholder with no costs for exit. 
Responding to the expanding opportunity sets implies damaging corporate rela-
tionships, which can be costly to repair. The high costs for exit also make it dif-
ficult to realise the gains from increased corporate performance, since it is costly 
to trade the affected shares (Maug, 1998). The expected payoff from voice must 
be traded off against the risk of future inability to access corporate insiders and, 
as a result, increased risks of being expropriated or having to bear high exit costs 
in order to escape the investment. If the expected payoff from voice is large, 
voice may be worthwhile. If the potential for increased performance is great and 
certain, an attempt at a takeover may be the rational choice (Dasgupta & Nanda, 
1997).  

3.7 Summary and Conclusions   

Two pure types of minority shareholder coalitions that are qualitatively different 
have been derived: the offensive minority shareholder coalition and the defensive 
minority shareholder coalition. Table 3.1 summarises the characteristics of the 
two ideal types.  

The Offensive Minority 
Shareholder Coalition 

The Defensive Minority 
Shareholder Coalition 

Economic Rationale 
Seizure of opportunity to 
increase expected return 

Safeguarding against risks 
of expropriation 

Opportunity Sets Facing 
Participating Share-
holders 

Expanding Diminishing 

Coalitional Entrepre-
neurship 

Supplied by sole coali-
tional entrepreneur 

Supplied by all members 
of coalition 

Coalitional Organisa-
tion 

Centralised Decentralised 

Corporate Relationships Negotiations Bilateral 

Table 3.1. The ideal types summarised.  
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The offensive minority shareholder coalition is a rational response to a specific 
type of expanding opportunity set – the emergence of a profit opportunity by 
means of voice – and is thus characterised as having increased expected returns 
as its primary objective. Corporate relationships are characterised by negotia-
tions with corporate insiders in an effort to realise changes. The allocation of re-
sources towards negotiations with corporate insiders is rational only until the de-
sired change is realised; the continuance of the negotiating relationships has no 
value once the desired end has been reached. Unless other control mechanisms 
fail, the allocation of such resources for a prolonged period of time is unlikely, 
even if the objective has not been achieved.  

In contrast, the defensive minority shareholder coalition is a rational response to 
a specific type of diminishing opportunity set – increased costs for using the exit 
mechanism. Diminishing sets in this sense imply a greater risk of expropriation 
by both corporate insiders and other large shareholders, and a defensive coalition 
is characterised as having safeguarding against expropriation as its primary ob-
jective. Corporate relationships are approaching the bilateral form, implying 
monitoring, signalling of monitoring competence, and intervention only if neces-
sary; the closing of the arm’s-length relationship with the corporation is rational 
for as long as exit costs remain high.  

The role of coalitional entrepreneurs is mediation between changing opportunity 
sets and concrete shareholder activism. The offensive minority shareholder coali-
tion is contingent on an individual minority shareholder having incentives strong 
enough to carry all costs for the activism. Because they have the least incentives 
to free ride, ideal-typical coalitional entrepreneurs are amongst the largest minor-
ity shareholders and typically have concentrated portfolios dominated by the tar-
get company. In the defensive minority shareholder coalition, all members of the 
coalition supply coalitional entrepreneurship because they otherwise risk being 
expropriated by active participants. The ideal-typical defensive entrepreneurs 
also hold large positions relative to total equity and have concentrated portfolios 
in which the target company plays a prominent role. The structure of inputs re-
flects the organisation of the coalitions, with the offensive minority shareholder 
coalition centralised in terms of inputs and decision making and the defensive 
minority shareholder coalition decentralised. Table 3.2 summarises the proper-
ties of these two types of coalitional organisation. 
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Centralised
Organisation 

Decentralised
Organisation 

Costly Input 
Supplied by one mem-

ber
Supplied by all members 

Co-ordination Leadership Consensus/compromise 

Structure Wheel All-channel 

Internal Control 
Mechanism 

Possibility for exit/one-
sided dependence 

Voice/mutual dependence 

Table 3.2. Summary of the properties of coalitional organisation. 

The centralised shareholder coalition is characterised by having all costly inputs 
concentrated in one member who co-ordinates the coalition by taking on the role 
of leader. Expressed in terms of nodes and ties, the centralised coalition assumes 
a wheel structure wherein the marginal cost of including another member is low. 
The coalitional entrepreneur is controlled by the virtually costless exit option for 
the coalition members and must account for the use of those members’ residual 
control rights in order to ensure continued co-operation. The entrepreneur is one-
sidedly dependent on members’ co-operation for realising gains from the borne 
costs of entrepreneurship.  

The decentralised shareholder coalition is characterised by the widespread con-
tribution of costly inputs to the coalition, which implies involvement by all 
members in coalitional activities. Expressed in terms of nodes and ties, an all-
channel structure describes this organisation wherein the marginal cost for in-
cluding new members rises exponentially. This enables peer monitoring, a safe-
guard against expropriation by other significant shareholders. The balanced 
structure of input creates a situation of mutual dependence that, combined with 
peer monitoring, fosters incentives for voicing issues and reaching compromises 
rather than exiting if interests or opinions diverge.  

The rationale behind the use of the respective structures depends primarily on the 
frequency of coalitional transactions. When the purposes to which the contrib-
uted residual control rights are put to use are few and specifiable ex ante, organ-
ising co-operative shareholder activism in a centralised coalition is the rational 
choice because of its comparative cost advantages with respect to communica-
tion and decision making. This situation characterises the offensive minority 
shareholder coalition. When, on the other hand, the purposes are diffuse, chang-
ing and/or not specifiable ex ante, the costs of organising a centralised coalition 
rise rapidly. A rationale for organising co-operative shareholder activism in a de-
centralised coalition becomes clear at this point: The decentralised structure has 
comparatively greater ability to adapt while remaining viable, which balances its 
comparatively lesser efficiency in communications and decision making. It also 
allows for peer monitoring, which provides a safeguard against expropriation by 
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other large shareholders. This situation characterises the defensive minority 
shareholder coalition. 

The fundamental argument for the two ideal types is not that they are mutually 
exclusive or that one is more ‘correct’ than the other. The ideal types are analyti-
cal tools, not hypotheses. The rationale for a concrete case of shareholder activ-
ism will be of either type or to some extent a combination of both if minority 
shareholders act as if guided by economic rationality, albeit bounded rationality.  

With these ideal types in place, two typical cases of co-operative shareholder ac-
tivism can be sketched. The typical case of an offensive minority shareholder 
coalition implies a coalitional entrepreneur who adapts to an expanding opportu-
nity set. Adaptation is done by offering ‘free’ coalitional participation to share-
holders who otherwise would exit or remain passive and by initiating and enact-
ing changed corporate relationships in the form of negotiations aimed at a spe-
cific change expected to lead to an increase in the market value of the corpora-
tion. The progress of these negotiations affects the opportunity set of the coali-
tional entrepreneur through, for example, the inflow of new information regard-
ing probabilities of success. If the negotiations are indeed successful, the window 
of opportunity closes as incentives materialise for adapting to the new circum-
stances in ways other than through co-operative voice (e.g., by being passive). In 
contrast, the typical case of a defensive minority shareholder coalition implies a 
group of minority shareholders adapting to diminishing opportunity sets by joint-
ly initiating and investing in the bilateralisation of corporate relationships, the 
prospects of which remain rational as long as the exit possibility is constrained. 

The organisation of the minority shareholder coalition points towards further dif-
ferences in the nature of the adaptation process. The centralised input structure, 
which is associated with the offensive shareholder coalition, entails a co-
ordination effort by a sole coalitional entrepreneur who takes on the leadership 
role. This person translates an expanded opportunity set into concrete share-
holder activism. The centralised structure is also associated with a low frequency 
of coalitional transactions and, therefore, little dynamism or negotiation within 
the coalition. Coalition members not supplying coalitional entrepreneurship thus 
adapt to a changing opportunity set by accepting an offer from the coalitional en-
trepreneur, rather than by not doing anything or exiting. In contrast, the decen-
tralised shareholder coalition, which is associated with the defensive type of 
shareholder coalition, implies more dynamism and negotiation within the coali-
tion since it is characterised by equal participation among the members. The 
members of the defensive coalition together translate a diminishing opportunity 
set into shareholder activism.  

For the case analyses described in later chapters, three sequential stages of co-
operative shareholder activism have been distinguished: changing opportunity 
sets, adaptation, and changing corporate relationships. The logical structure and 
progression for analysing the causes of the emergence and viability of a minority 
shareholder coalition resides in an analysis of the opportunity sets faced by the 



100

minority shareholders concerned. When completed, this allows for an analysis of 
the characteristics of the adaptation process along the dimensions of the ideal ty-
pes and the process for changing corporate relationships. In combination with the 
ideal types, which can capture the characteristics of coalitions on a cross-
sectional dimension, the adaptation process is described as defensive, offensive 
or a combination of these. Corporate relationships are described in terms of a 
process of negotiation or a process of bilateralisation or a combination. The ideal 
types can also describe movements (i.e. increasing/decreasing degrees of offen-
siveness/defensiveness) for cases drawn out in time. To the extent that these mo-
vements reflect underlying changes in opportunity sets as specified in the ideal-
typical coalitions, economic rationality as intrinsic to the ideal types explains the 
nature of these processes. To the extent that it does not, other explanations must 
be sought. 
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4. Design and Completion of 
the Empirical Study 

The overall type of methodology and research process underlying this report was 
introduced and discussed in the introductory chapter. The first step of the analy-
sis – the development of ideal types based on economic rationality – was set out 
in the previous chapter. In this chapter, the presentation becomes somewhat more 
technical. The design and execution of the case studies are described, as are the 
more technical details of how the principles of analysis, also described in the in-
troductory chapter, were put into operation. Throughout the chapter, reflections 
regarding the quality of the empirical material that was generated are incorpo-
rated. The chapter follows a chronological logic. It begins with an explanation of 
how the case studies were selected, followed by a description of their design and 
implementation. It concludes with a discussion of how the findings were ana-
lysed. 

4.1 Selection of Case Studies 

The empirical study can be described as a multiple case-study design. It com-
prises three case studies, two of which contain two coalitions; in total, five mi-
nority shareholder coalitions are empirically studied. In this section, the strategy 
that underlies the selection of these case studies is described, and the potential 
implications of the strategy for the domain of the results are discussed. This is 
followed by a description of how the strategy for selecting the case studies mani-
fested itself in practice. 

4.1.1 Strategy for Selection of Case Studies 

Minority shareholder coalitions, as defined in the introductory chapter, are alli-
ances of minority shareholders for combined action vis-à-vis insiders of a tar-
geted corporation. The coalitions that are the subject of this study are also char-
acterised by being costly to organise. Thus, the defining quality of these case 
studies is changing relationships, both among minority shareholders in a coali-
tion (entering an alliance amongst each other) and between minority shareholders 
and corporate insiders (moving from arm’s length to negotiations or bilateral re-
lationships). The selected cases are further characterised by the following:  

First, the shareholders have at some documented instance acted as a self-
identified group. Without such acknowledgement, it could be argued that a 
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coalition did not exist because the shareholders did not enter into an explicit 
alliance with each other, but, rather, that the shareholders acted independ-
ently even though their interests were shared and their actions benefited each 
other. This criterion of formal identification delimits minority shareholder 
coalitions from cases in which more than one minority shareholder individu-
ally voices discontent about the same issue, which is something institutional 
shareholders commonly do with issues that receive attention in the media. 

Second, all coalition participants are in a minority position. This means one 
of two things: that at least one shareholder not participating in the coalition 
holds a larger position than any of the participants and, furthermore, is ac-
tively involved in the corporation (i.e. a controlling shareholder); or that the 
coalition members lack the ability to control the corporation individually by 
means of their respective equity stake. While this delimitation is not brought 
to the fore in this study, owning positions representing less than 10% of the 
votes is often regarded as sufficiently small to preclude control of a corpora-
tion (cf. La Porta et al., 1999), even though this cut-off point may be consid-
ered overly high (Cubbin & Leech, 1983). Furthermore, as noted in the pre-
vious discussion of minority shareholders, coalition participants should be 
outsiders to the corporation; that is, before or at the emergence of the coali-
tion, they should not be holding board or senior management positions or be 
related to anyone who is. This delimits the cases of minority shareholder coa-
lition formation from the likes of internal power struggles or hostile take-
overs by a group of acquirers. 

Third, the initiators of a coalition and the majority of its membership base are 
not, prior to the formation of the coalition, associated by means of a formal 
organisation that has as one of its purposes to monitor or otherwise exert col-
lective voice in the targeted corporation. This delimits the cases of minority 
shareholder coalition formation from situations in which formal minority 
shareholder organisations collect proxy statements from its members. It thus 
ensures that the formed coalition is an alliance of otherwise independent par-
ties, a trademark of a coalition. 

Fourth, the coalitions have received attention in the press. Since case studies 
were searched for in archives of press material (see below), one or more of 
the coalition’s members had been interviewed as a representative for the 
group or had made a public statement on behalf of the group. This delimita-
tion was selected for practical reasons – it offered a workable way forward in 
finding cases. 

Fifth, cases of private investors forming coalitions were given preference 
over coalition formation among institutional investors. This was a preference 
rather than a criterion and one coalition consisting largely of institutional in-
vestors is included in the material since it emerged alongside a separate coali-
tion comprising private investors, thus offering valuable opportunities for 
comparisons. Moreover, no further suitable coalitions consisting mainly of 
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private investors were identified. There are, however, advantages of studying 
private investors, because it eliminates the problem of trying to sort out ac-
tions that managers of institutional shareholders may take because their inter-
ests are misaligned with those of their shareholders. Moreover, private inves-
tors outside the world of professional finance are less likely to have ready ac-
cess to means other than the market mechanism for governing their normal 
corporate relationships. Money managers operating within the world of pro-
fessional finance are more likely to have established relationships with the 
media and corporate representatives and, as a consequence, potential access 
to additional means of influencing the direction of corporations (cf. Useem, 
1996; Bengtsson, 2005). Therefore, whatever the causes of the emergence of 
minority shareholder coalitions, it was assumed that they should appear 
stronger in coalitions formed among minority shareholders without access to 
those optional means. 

The first three characteristics simply of specify the operational meaning of the 
definition of a minority shareholder coalition and will not be discussed further 
here. The last two characteristics of the selected cases do, however, raise issues 
because they exclude certain types of coalitions from the study or make them 
less prevalent in the empirical material, namely, coalitions that have not received 
media attention and coalitions among institutional shareholders. This raises the 
question of whether these exclusions skew the empirical material to the extent 
that the study results have limited generality. Put differently, is there any reason 
to expect that coalitions not receiving press attention and coalitions among insti-
tutional investors are so different that they cannot be accounted for by the same 
models used to explain coalitions among private investors that received public-
ity?  

4.1.2 Limitations of the Empirical Material 

It is impossible to say whether the model developed in this study has any ex-
planatory power for cases other than the coalitions included in the empirical ma-
terial. All other coalitions may well be ‘black swans’. Nonetheless and keeping 
in mind that a definitive answer cannot be given, this section offers some reflec-
tions on the question of whether the strategy for selecting the cases limits the ge-
nerality of the results. The discussion centres around whether the two last charac-
teristics – the coalitions have received media attention and consist mainly of pri-
vate investors – limit the generality of the results to other coalitions that exhibit 
these same two characteristics.  

At least two types of coalitions are likely to be underrepresented in the empirical 
material due to the strategy of seeking cases through the press: offensive-type 
coalitions that reach a quick resolution, and coalitions with strong defensive 
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traits.22 The study results show that offensive type coalitions often use media at-
tention as a bargaining tool when they disagree with corporate insiders. Those 
coalitions that show up in press material is thus likely those where strong dis-
agreement was at hand. However, coalitions that reach a quick resolution, where 
disagreement were not as strong, is not likely to differ from other offensive coa-
litions aside from being less costly in terms of time. There are few reasons for 
different rationales to be effective just because a quick resolution is reached.  

With respect to coalitions with defensive traits, media attention may be a factor. 
The ideal types suggest that members of a coalition approximating the defensive 
minority shareholder coalition act cautiously in corporate relationships so as not 
to disturb valued access to corporate insiders. Media attention is one of the fac-
tors that risk disturbing this access. Therefore, it is likely that coalitions with 
strong defensive characteristics will be underrepresented by means of this de-
limitation. This line of reasoning is strengthened if one considers that a more or 
less offensive minority shareholder coalition that does not reach a simple resolu-
tion has incentives to attract media attention as a means of aggressive bargaining. 
While it is not possible to comment about the relative frequencies of these two 
types of coalitions based on the material of this study, it is thus likely that coali-
tions with strong defensive traits are underrepresented. One of the coalitions in-
cluded in this study approximates a defensive minority shareholder coalition, so 
the ideal-typical defensive minority shareholder coalition is represented in the 
empirical material. However, since only one coalition is at hand, there is unfor-
tunately less opportunity for generating empirical results about this type of coali-
tion by means of cross-case comparisons. 

Because coalitions consisting mainly of private investors were preferred, coali-
tions consisting of institutional shareholders are likely to be underrepresented in 
the material, even though one coalition consisting mainly of institutional inves-
tors is studied. Institutional investors have at least two characteristics that poten-
tially set them apart from the type of investors that dominate the coalitions ana-
lysed in this study. First, institutional investors are professionally engaged in eq-
uity investment, and, second, they are not the ultimate owners of the shares they 
manage, which may affect the incentives that drive them.  

Their status as professional investors means not only that they are apt to act more 
in accordance with portfolio theory, since money managers typically have an 
educational background in financial economics (Blomberg, 2005), but also that 
they are more inclined to make it appear as if they are acting in an economically 
rational manner and in accordance with portfolio theory even if they are not. 
There might have been fewer divergences from the ideal types in the empirical 
material had institutional shareholders been interviewed, regardless of whether 
they had occurred or not, making them less interesting since they would have af-

––––––––– 
22Institutional investors are not prone to seeking publicity (Gaved, 1997; Carleton et al., 1998); how-

ever, they are not included in the material for other reasons discussed in this section. 
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forded less opportunity to discover potentially important motivators outside the 
realm of economic rationality. Their status is also likely to mean that they have 
more time than non-professional investors to allocate to monitoring their portfo-
lio, since this is what they are employed to do, and they do so more efficiently 
because they have access to professional analysts. Compared to private investors, 
they are also more likely to have access both to networks of other significant 
shareholders who have experience with activism (Bengtsson, 2005; Davis & 
Thompson, 1994; Black & Coffee, 1994) and to corporate insiders (Useem, 
1996). These factors suggest that the costs for activism may well be smaller for 
professional institutional investors. Whatever makes minority shareholder coali-
tions emerge and remain viable, it is likely to be less apparent for institutional 
investors since less costly resources are required; this weakens incentives for free 
riding since less can be gained by not supplying resources to a coalition. How-
ever, there is nothing in this argument to suggest that the causes of coalition 
emergence and viability in these cases will necessarily differ from those in coali-
tions of private investors, only that the threshold for emergence may be lower.23

Of greater potential importance is any impact from the separation of ownership 
of the institutionally controlled capital from control over activism decisions. The 
situation is similar to the modern corporation, in which shareholders are sepa-
rated from control over the usage of their equity capital. Unless effective control 
mechanisms exist to harmonise the interests of institutional investors and their 
shareholders, they are likely to act differently from private investors. Money 
managers, however, do have strong incentives for acting in the interests of the 
fund’s shareholders. Competition between funds is stiff, and investors will, to a 
large extent, allocate their capital to the best performing funds, which affects 
both the fees that the fund can charge and the remuneration of the manager 
(Hellman, 2000). Notwithstanding, it has been suggested that some managers of 
institutional investors may, for example, seek publicity by means of activism in 
order to enhance their political careers (Del Guercio & Hawkins, 1999) and oth-
ers may refrain from activism because it could hurt future business opportunities 
for their firm (Ryan & Schneider, 2002). It remains to be tested whether both or 
either of these is the case more generally.  

When studying private investors, conflicting interests as an explanation can be 
removed from the list of potential explanations to shareholder activism, simplify-
ing the task of developing the model. It is nonetheless fair to recognise that ex-
ceptions of this type can be at hand for institutional investors, and that the em-
pirical material collected for this study may offer limited opportunities for the 
generation of insights into this since only one coalition comprising mainly of in-
stitutional shareholders is studied. As in other models of shareholder activism, 
––––––––– 
23 Activism by institutional investors is likely to be shaped by the networks in which they are en-

gaged and about which much is already known (e.g., Bengtsson, 2005; Black & Coffee, 1994). 
Networks are important in the coalitions of this study as well, and the findings are compared with 
what is known about institutional shareholder networks. The resulting model can indeed account 
for previous findings about networks of these professionals.[0] 
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which claim to encompass institutional investors (e.g., Admati et al., 1994; 
Maug, 1998; Kahn & Winton, 1998), these exceptions are not addressed in the 
model developed in this study. While the argument of this section seems to sug-
gest that institutional investors act largely as other shareholders do most of the 
time and, thus, that the model developed is valid for all minority shareholders, it 
is up to future empirical studies to determine this with more certainty. Indeed, 
this may be a promising avenue forward in the analysis of shareholder activism 
and coalitions. For the purposes of this study, the benefits from overweighing 
coalitions consisting mainly of private shareholders in the empirical study were 
deemed to outweigh the costs.  

4.1.3 Application of Criteria and Final Selection 

Cases were sought through Affärsdata’s database, a catalogue of articles from 
the most important Swedish business press.24 Three different searches were per-
formed, – the first in September 2003, the second in February/March 2004, and 
the third in May 2005. The first search was mainly performed for exploring the 
prospects of completing the study, and the material generated is not further used 
in the study. The search in 2004, just prior to the start of the empirical studies, 
was the most systematically conducted and covered press material from 1999 to 
May 2005. From these searches, approximately 20 potential cases25 of minority 
shareholder coalitions were identified, allowing for a somewhat lax interpreta-
tion of the criterion of shareholders acting as a self-identified group. Based on 
the press material, it was difficult to determine in many of these cases (practi-
cally all of them involving institutional investors) if an actual, self-identified 
coalition existed; rather, it was something implicitly signalled. Whatever the ac-
tual status of these ‘ambiguous’ cases, cases of private investors forming coali-
tions were nevertheless preferred, so this did not seem to be a problem at the 
time.  

In the first round of case selection, one case (Consilium, see chapter 5) was se-
lected and researched during spring/summer 2004. This case study was ascribed 
pilot status, and its objective was not merely to gather empirical material, but 
also to test the empirical design and further assess the relevance and direction of 
the study as a whole (Yin, 2003). The case comprises two coalitions; both are 
coalition formations of private investors and one representative for an investment 
club. The investors were not professional asset managers and all were, so to 
speak, outside the group of people professionally occupied within the world of 
finance.  

––––––––– 
24 The database comprises articles from 76 different printed sources and 859 Internet-based sources. 
25 There was in some instances a problem of delimiting cases, as basically the same actors were in 

what appeared as coalitions each year to pursue essentially the same issues as in the previous years. 
These cases received publicity predominantly around the annual general assembly, making it diffi-
cult to determine if the coalition had been in effect the whole year or if it had been terminated and 
reformed around the annual general meeting. 
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The grounds for selecting this case were, first, that it seemed as if it would be the 
least extensive of the potential case studies and, second, that quick access to the 
intended respondents would be granted. In other words, it was assumed that this 
particular case would provide an opportunity to quickly test the empirical design 
and the general direction of the study. In retrospect, the first assumption proved 
to be false; the case is indeed very interesting and rich. The assumption of quick 
access, however, proved largely true. The case study brought about minor chang-
es in the empirical design and general direction of the study; however, no obsta-
cles arose from using the empirical material from this case study on the same 
terms as the material collected later.   

The subsequent process of case selection is perhaps more accurately described as 
a process of elimination rather than a singling out of the cases with the highest 
expected return from a sizeable pool of cases meeting the suitability criteria and 
offering potential access. The reason for this is that the number of suitable cases 
was found to be much smaller than initially anticipated. Through further inquiry, 
a large number of cases in the pool were eliminated on practical grounds or on 
the basis of the selection criteria. For example, some cases had led to judicial ac-
tion, implying that the involved actors could not discuss them. What was left in 
the pool were one case of coalition formation by private investors and a group of 
potential cases of coalition formation among institutional investors, sometimes 
together with the Swedish Association of Share Investors. In this latter group it 
was difficult to determine whether an outright coalition actually existed. The 
case of the minority shareholder coalition among private investors was therefore 
the natural choice for the second study (Pricer, see chapter 6), which was con-
ducted in winter/spring 2005. Here, too, the coalition’s members were mostly 
private investors who were not part of the world of professional finance. 

Since the pool of case studies of coalitions among private investors appeared to 
be exhausted, the initial intent was that the third case study would be an inquiry 
into coalition formations among institutional investors, despite the preference for 
coalitions among private investors. This ambition was abandoned when a more 
suitable case was found after yet another search of Affärsdata’s database. This 
third case study (DICE, see chapter 7) was implemented in late spring 2005. In 
this case, two coalitions had emerged. One was dominated, as were those in the 
other two case studies, by private investors who were not finance professionals; 
the other, fronted by a private investor, was dominated by institutional investors. 
The findings from this case study shed light on why institutional investors are 
not inclined to make coalitions public knowledge. Institutional and organisa-
tional constraints make it difficult for a money manager to publicly ally and dis-
sent with corporate boards and managers, and this coalition likely would not 
have become public knowledge had it not been for its spokesperson acting on 
behalf of the privately owned shares.   
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4.2 Design and Completion of Case Studies 

More or less simultaneous changes in relationships among minority shareholders 
in a coalition and between minority shareholders and corporate insiders are char-
acteristic of a case of minority shareholder coalition formation. The theoretical 
entities of the study are the mechanisms that cause such changes to occur and to 
remain in place for the duration of a case. The corresponding empirical material 
describes the changing character of these relationships, the chain of events lead-
ing up to these changes and allowing them to persist throughout the case, and the 
considerations taken into account by the involved actors in connection with these 
changes. The case studies were designed to capture the whole process of co-
operative shareholder activism, from the events leading up to the emergence of 
the coalitions, to their organisation and corporate relationship activities, to their 
dissolution where applicable.  

4.2.1 Use of Archival Material 

Although personal interviews were the main source of empirical material, archi-
val material served a preparatory role and was to some extent used for learning 
about the case and the context within which it took place. The archival material 
covers two broad topics: press coverage and corporate information. 

Press coverage and other imprints of the coalitions’ activities were assembled 
through searches of databases. Affärsdata’s database of articles from the 
Swedish business press was used, as were archives of posts on Internet-based 
forums from which some of the coalitions had emerged. This material in-
cludes forum posts, press releases, interviews with involved actors, and other 
articles covering what allegedly was going on in the case. 

Information on the corporation targeted by each coalition was assembled so 
as to form a picture of that firm’s line(s) of business, important events in its 
history before, throughout and after the case period, the identity of its board 
and management, and so forth. Financial information on the targeted corpora-
tions is also included, information such as share price, turnover of the share, 
revenues, profit and the like. The corporate material contains annual reports, 
share statistics from SSE and Affärsvärlden’s archives on share data, data 
from the Owners and Power series of annually published books containing 
ownership data (Sundin & Sundqvist, 1998-2002; Fristedt et al., 2003-2005), 
press releases and articles on the corporation. Press releases and articles were 
assembled through searches in Affärsdata or on the companies’ web pages. 

Both of these categories of material were used to prepare for the interviews. 
They provided a rough outline of the coalitions’ activities to date and created a 
frame of reference for company-related matters. The material also offered input 
for interviews in the sense that important events in the life of the coalition (e.g., 
the publication of a press release) or the company (e.g., a change of CEO) could 
be used as stepping stones for further inquiry. The material also factors into the 
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case descriptions. The corporate information was particularly useful, whereas the 
press coverage of coalitional activities generally dramatised the situations to a 
much larger extent than did the participating actors.  

4.2.2 Structure and Contents of Interviews  

The most important instrument for gathering empirical material in the case stud-
ies was retrospective interviews with the minority shareholders who participated 
in the coalitions. The interviews with shareholders were complemented by inter-
views with insiders of the targeted corporations where possible and relevant. 
This provided an insider perspective on corporate relationships with the minority 
shareholder coalitions and the impact the minority shareholder coalition both 
sought and achieved. The main purpose of the interviews was to have the par-
ticipating minority shareholders (and insiders) tell the story of the process of co-
operative shareholder activism in general, and certain aspects thereof in particu-
lar, from their respective perspectives and in their own words. The aim was to al-
low enough openness in the interview design not only to be able to assess the ap-
plicability of the economic rationality intrinsic to the ideal types, but also to pro-
vide for the opportunity to make genuine discoveries of divergences from the 
ideal types on empirical grounds.  

As a consequence, the interviews were, to a large extent, based on broad and 
open-ended questions, mainly of the “please describe…” type. The interviews 
with coalition participants covered the following five broad themes:  

the respondent’s role as shareholder  

emergence, development and impact of the coalition  

organisation of the coalition’s activities 

development and management of corporate relationships by the coalition  

responsibility of management, board and different types of shareholders 

The first theme serves to provide background and profile the respondent on is-
sues such as portfolio strategy, risk preferences, intentions regarding his/her 
share ownership, and strategy for fulfilling those intentions. The following three 
themes cover the case study proper. The first of the three attempts to capture the 
respondent’s perspective on the chain of events leading to the change in relation-
ships among coalition participants and with corporate insiders and the persis-
tence of those relationships throughout the case. The other two go into more de-
tail about the two central relationships: that among minority shareholders within 
the coalition and that between minority shareholders and corporate insiders, 
again from the perspective of the respondent. The last theme deals with the re-
spondent’s normative expectations of different groups within a publicly traded 
corporation. The intent here was to inquire more explicitly into the preferences 
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of the respondent regarding corporate governance issues, allowing for further 
profiling the shareholder and exploring the motivations behind his/her actions. 

These themes were approached through 10 key questions that were broad and 
open-ended and similar across all case studies and interviews. In addition to the-
se, case-specific and/or respondent-specific follow-up questions (typically 
around 45 and grouped under the main questions) were prepared for each inter-
view. The follow-up questions served as a checklist; if the answer to a follow-up 
question was not clear from the answer to the main question (which often was 
the case, especially for the less talkative respondents), the follow-up question 
was posed directly. These follow-up questions were more specific in nature and 
probed the considerations behind different actions, issues raised by the press ma-
terial that called for further inquiry, issues raised by other respondents within the 
same case study, specifics about the coalition necessary for comparing it with 
ideal types, and similar matters. Thus, the basic interview guide could be applied 
in every interview and still, by means of follow-up questions, be customised for 
each individual case and respondent. This allowed the interview guide to evolve 
throughout a given case study in reaction to prior interviews. In addition to this, 
ad hoc follow-up questions emerged during the interviews, seeking, in particular, 
elaboration and clarification of points raised by the respondent. (An example of 
an interview guide used with a coalition participant is provided as Appendix A.)  

This same logic was applied to interviews with corporate insiders, and three 
broad themes were addressed: 

investor relations in general 

development and impact of relationships with the minority shareholder coali-
tion 

responsibility of management, board and different types of shareholders 

The first theme provides background, the second pertains to the case study pro-
per, and the third covers the respondent’s normative expectations of different 
groups within a publicly traded corporation. These themes were probed by me-
ans of six main questions and typically around 30 case- and/or respondent-
specific follow-up questions. Since the interviews with board members were al-
ways conducted after the interviews with minority shareholders, the follow-up 
questions largely addressed issues raised by the minority shareholders. (An ex-
ample of an interview guide used with corporate insiders is included as appendix 
B.)

4.2.3 Completion of Interviews  

The selection of respondents was case contingent. All five coalitions had their 
idiosyncrasies, and there was no way of knowing the identities of any coalition’s 
entire membership base before the interviews started. All coalitions, however, 
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had some form of spokesperson who had been interviewed regarding the coali-
tion’s activities, and in all case studies this was the first person to be located and 
approached. The selection of additional respondents relied partly on what was 
known about the membership base from the press material and partly on a 
‘snowballing’ strategy, that is, the spokesperson’s disclosure of who had been a 
member of the coalition and would be valuable as respondent. A variant of the 
‘principle of saturation’ guided the further selection of respondents; in other 
words, interviewing was allowed to continue as long as the material obtained 
from an additional interview could be expected to add relevant new information. 

The minority shareholder coalition that is the primary subject of the Consilium 
case consisted of three minority shareholders, all of whom were interviewed. 
This case study also contains an earlier episode of coalition formation in which 
one of the respondents had been a leading figure. Development of corporate rela-
tionships was a more important theme in this case study than in either of the 
other two, so two board members were interviewed as well; one was the founder 
and chair of the company, and the other was responsible for investor relations. 
These board members were also part of the same family, which held a majority 
of the shares in the corporation and was therefore likely to be dominant within 
the board (Kärreman, 1999).  

The minority shareholder coalition in the Pricer case consisted of over 50 minor-
ity shareholders, although only two of them had been active in organising the 
coalition. The others were mainly passive and lent their support by placing their 
shares at the coalition’s disposal through proxy statements. The two active sha-
reholders were interviewed along with three other minority shareholders who 
were associated with the coalition in one way or another. Since these other sha-
reholders had not been involved in starting and leading the coalition, they did not 
know much about the precipitating activities or the interactions with corporate 
insiders, and saturation was quickly experienced. In addition, one board member 
(chair at the time of the coalition) was interviewed. Unfortunately, although ori-
ginally intended, access to the controlling shareholder (also a board member) 
could not be arranged. 

The DICE case contained two coalitions, one consisting of approximately 500 
members and the other much smaller. The large coalition was practically a one-
man show. The coalition spokesperson had co-ordinated the whole endeavour 
himself, and members had joined by sending him letters (emails) of intent on his 
call, on which he then acted. Consequently, he was the sole informant from this 
coalition. The other coalition was surrounded by a much higher degree of se-
crecy. The members were so intent on protecting their identities that the mem-
bership base was not revealed either in its press release or by the coalition 
spokesperson at the interview, since he had made a promise not to do so. This 
secrecy was probably due to the fact that most members were representatives of 
institutional investors, which was revealed in the press release uncovering the 
group’s existence. Institutional shareholders often have ongoing relationships 
with corporate insiders; relationships they do not want to harm by public opposi-
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tion (Black & Coffee, 1994). However, the participation of certain institutional 
shareholders could be indirectly inferred. Among these, two participating money 
managers were located, and one was willing to be interviewed. In this case study, 
the coalition’s spokesperson was the most active member and the essential con-
dition for the formation of the coalition.  

No corporate insiders at DICE were interviewed. While this may be considered a 
weakness, it does not represent a major loss in the quality of the case study. As 
demonstrated in the presentation of the case, coalition members’ interactions 
with other actors in the case were not very complex. The corporate insiders, in 
the form of board members and management, played an insignificant role in the 
coalitional activities. The board had been approached on some occasions by the 
coalition’s spokesperson; however, face-to-face interaction was not a main char-
acteristic of the case. In addition, the respondents’ descriptions of the positions 
taken in the ongoing negotiations, which were characterised by a total deadlock, 
were duly confirmed by press material; the chair of the board had been inter-
viewed and made statements several times. The same was true for an actor who 
could be seen as more important than the board – a large shareholder attempting 
an acquisition of the whole company. Unfortunately, this shareholder worked 
mostly by means of an agent who presumably could not reveal anything about 
the business being conducted on behalf of the client.   

In total, 14 interviews were conducted, 11 with coalition participants and three 
with board members. The identity of the respondents and their respective roles 
are presented in the case descriptions and are also listed in Appendix C, which 
contains information on the time and place of the interviews as well. Respon-
dents were initially contacted via a letter that briefly outlined the study being un-
dertaken. Approximately a week later, each respondent was contacted by tele-
phone; the study was presented in more detail, the respondent had an opportunity 
to ask questions, and either a personal interview was scheduled or the respondent 
declined participation. All interviews were conducted in Swedish, recorded and 
fully transcribed. One interview was carried out over the telephone; all others 
were face-to-face. The typical interview with a coalition spokesperson or other 
active coalition member lasted between 75 and 100 minutes. The typical inter-
view with a board member or less active minority shareholder lasted between 40 
and 75 minutes. 

4.2.4 Quality of the Empirical Material 

Respondents typically agreed on basic facts and the sequence of events within 
the respective case studies (e.g., first 10 shareholders joined by means of issuing 
proxy statements, and then the spokesperson of the group initiated contacts with 
the board). Many statements were supported by various imprints made by the ac-
tors in the course of the case, e.g., press reports, archives of posts on Internet-
based forums, and so on; insofar as possible, efforts at external corroboration 
were made. To the extent that the oral descriptions are independently verified by 
different sources, or if there is no reason to doubt their correctness even if only 
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an oral source exists, the interview results are unproblematic. Rather, what po-
tentially threatens the quality of this material is the prevalence of contradictions 
or descriptions of events that differ between sources in a given case.  

It is commonly accepted that empirical material is always impregnated with the-
ory, or, to put it in another way, all empirical observations are made from some 
perspective and the same object may look very different from each of these (Al-
vesson & Sköldberg, 1994; Harding, 1991). This, of course, is also valid for the 
observations made by respondents in the course of interviews. If one accepts that 
every observation is made from a particular perspective, it is naïve to think that 
empirical material obtained by means of retrospective, open-ended interviews 
and press reports provides access to an objective world with fixed meanings. By 
way of illustration, consider the following examples from interviews from the 
Pricer case study, in which the two leading actors of the minority shareholder 
coalition give their views of early interaction with the board and controlling sha-
reholder: 

The board, as I perceived it when we first contacted them, before 
they knew who we were, was anything but humble and perceptive 
… [My] impression is clear and exact: They did not care even one 
little bit about what anyone else thought about [their] way of lead-
ing the company. PW 

I wonder if it wasn’t [the company founder] who presented this 
[i.e. the call for management turnover] at first. Well, at first, he 
[the main owner] did not want to listen to us  to some extent 
rightfully, since he thought he had a good board of directors and 
good management. But it was after we asserted that we after all 
held 10% of the corporation and that we wanted these changes 
[that we were listened to]. But initially, he was very sceptical 
about this, I know. SP 

Even though the two respondents presented similar facts as to when, where and 
how they had met corporate representatives, there are obvious differences in how 
they interpret the nature of that interaction. Where the first respondent sees a 
compact resistance, the other sees sober and justified scepticism. By reading 
through the full transcripts of their interviews, it becomes obvious that while the 
first respondent interprets the chain of events in terms of a full-scale conflict, the 
latter interprets it more in terms of efforts to rationally convince the controlling 
owner of the rightfulness of the coalition’s position (that a managerial and board 
turnover would be beneficial for the corporation). 26 These different interpreta-
tions were more or less supported by tone and body language at the time of the 
interviews, and they are reflected in almost all of the accounts of particular 
events. These respondents also comment on each other’s way of seeing things, 

––––––––– 
26 In Czarniawska’s (1998) terms, this represents the ‘plot’ of the story that the respondent presents. 
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and their comments are consistent with these respective interpretations. One im-
portant lesson to learn from this is, as stated above, that the interview material 
(or the press material) does not capture an ‘unbiased’ version of the chain of 
events representing the case. Rather, it captures the particular respondent’s ex-
perience of the events representing the case, which necessarily means the chain 
of events as viewed from the perspective of the respondent.  

Must this be seen as a problem? Not necessarily, since the purpose of the study is 
to create a model that can explain the actions of minority shareholders. In that 
the model relies to a large extent on the notion of individual rationality, it plainly 
makes sense to attempt to capture the minority shareholders’ individual perspec-
tives (cf. Bates et al., 1998) rather than someone else’s. To the extent that noth-
ing exists to deny that the quotations describe these two respondents’ personal 
reactions to their interaction with corporate insiders, both quotations represent 
valid accounts of their differing individual experiences. Instead of trying to sup-
press conflicting interpretations of the same events by different respondents, the 
strategy has been to explicitly present these interpretations as given. Divergent 
interpretations should, consequently, not be seen as an inability to establish the 
correct way of seeing the events, but rather as a representation of different ex-
periences of the same events that provide important clues for explaining individ-
ual shareholders’ actions. At some points, moreover, this is balanced with the 
perspectives of board members, whose views on corporate relationships and the 
impact of the coalitions tend to diverge to an even greater extent. (Board per-
spectives, however, are secondary to the purpose at hand; indeed, a study of co-
operative shareholder activism from a board perspective would readily turn into 
a study of investor relations.)  

What is a limitation of the methods used to collect the empirical material, how-
ever, is that there is no guarantee that the interviews accurately describe the way 
respondents saw the events at the time they occurred or that the respondents did 
not withhold information. The latter appears to be less of a problem than the 
former, since few respondents had any particular reason to withhold information. 
(Those who did tended to decline participation.) The former concern – that re-
spondents tend to reinterpret events in retrospect – is potentially a larger problem 
in the material. To some extent this has been counteracted by, where applicable, 
asking coalition participants how other members reasoned and reacted regarding 
particular events. Since they had little reason to distort descriptions of others’ ac-
tions, this step provided an independent check to assess whether first-person de-
scriptions of the course of events were excessively characterised by retrospective 
reinterpretations.  

The case material is presented as a descriptive narrative wherein direct quota-
tions from interviews are frequent. Quotations are also used to illustrate analyti-
cal points raised in the analyses. Since the interviews were conducted in Swedish 
and the report is written in English, quotations had to be translated. Efforts have 
been made to reproduce the tone of these quotations. Therefore, the use of slang 
is kept intact and, to some extent, so is the grammar characteristic of spoken lan-
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guage, even though corrections have been made (in particular regarding verb 
tenses) for purposes of readability. The interview transcripts, with direct quotes 
highlighted and printed in Swedish and English on separate lists, were sent to the 
respective respondents for authorisation. Respondents were invited to make 
changes in the quotations if they deemed them inaccurate. Two respondents 
made corrections to their grammar, and two quotations were not authorised for 
use; otherwise no changes were made to the quotations.  

The descriptive narrative is intended as an accurate representation of the experi-
ences of the respondents. Thus, the objective was to minimise reinterpretations 
by the interviewer. Respondents were given the opportunity to read through the 
case narrative and comment on whether it was an accurate representation of their 
experiences. Few comments were received. One of two explanations for this is 
likely: The case narratives are even-handed representations of the respondents’ 
experiences; or the respondents did not have the time or inclination to read 
through them. So while it is difficult to say with certainty that this material accu-
rately reflects every respondent’s ‘story’, effort has been put into the case narra-
tives to ensure that they represent the experiences as articulated by the respon-
dents to the highest possible extent.  

4.3 Analysis of the Material 

As stated in the introductory chapter, the cornerstone of the analyses of the em-
pirical material is a comparison of each case with the ideal types and comparison 
across cases. This permits both an exploration of what type of empirical observa-
tions that can be said to be captured by the often-abstract categories of the ideal 
types as well as identification and analysis of divergences from the ideal types. 
This section describes how this overriding method of analysis was put to opera-
tion.  

4.3.1 Categorisation of the Material 

The empirical material was sufficiently abundant to make it impossible to have a 
full grasp of all details at any given time. Consequently, it was broken down into 
smaller units to permit category-by-category comparisons and to better allow for 
the discovery of divergences and expected or unexpected patterns and relation-
ships between categories. The techniques used to analyse the material bear some 
distant similarities to grounded theory (cf. Hartman, 2001), a major difference 
being that a priori theory and, consequently, a priori categories were used to a 
large extent. While the material was recategorised several times, what follows is 
a description of the latest categorisation, which most strongly influenced the stu-
dy results.  

Two types of categories were used: a priori categories and emergent categories. 
A priori categories correspond to the dimensions of the ideal types. The emer-
gent categories were formed to capture factors causing divergences from the 
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ideal-typical pattern which were identified in the empirical material. Table 4.1 
presents an overview of the main categories and major sub-categories used. 

Main Category Sub-categories 

Opportunity Sets Changes in 
 Coalitional objectives and payoffs 
 Data/models 

Reputation  

Adaptation Coalitional entrepreneurship/costly input 
 Co-ordination 
 Structure 
 Internal control mechanism 

Pre-existing relationships 
Reputation 
Divergent preferences
Information 

Corporate Relationships Character of 
Media
Expectations placed on controlling shareholder 
Reputation of controlling shareholder 
Entrenchment 
Regulation 
Information 

Table 4.1. Major analytical categories used. Note: Emergent categories are italicised; a 
priori categories are not. 

Armed with the a priori categories, interview transcripts and other empirical ma-
terial were read through closely at different times with the following question in 
mind: Does this say anything about the topic of any of these categories? Through 
this procedure, the a priori categories could be filled with empirical content, 
which allowed for exploring what type of empirical observations that were cap-
tured by, and inversely said something about, the various theoretical concepts of 
the ideal types. Put differently, by means of assigning empirical material to theo-
retical categories, empirical indicators of theoretical concepts were identified. 
This identification allowed for a comparison of the empirical coalition to the ide-
al types, which, in turn, set the stage for an analysis of divergences from the ide-
al types.



117

4.3.2 Identification and Analysis of Divergences from the Ideal 

Types 

The analysis involved comparisons with the ideal types on a category-by-
category basis. The material sorted under a priori categories was compared to the 
attributes of the two different ideal-typical minority shareholder coalitions to as-
sess the extent to which the attributes of either type exhibited themselves in the 
minority shareholder coalition at different times throughout the period of co-
operative shareholder activism. This allowed for an overall assessment as to 
which ideal-typical minority shareholder coalition was most closely approxi-
mated at different points by each studied coalition. With this established, diver-
gences from the ideal types could be identified.  

With the divergences identified, it was possible to analyse what was causing 
them in the individual case. The empirical material was again probed, this time 
with questions such as: Could this in any way be causing any of these diver-
gences? Could this in any way have any other significance for the emergence and 
viability of the coalition? Affirmative answers to this type of question led to the 
formation of new, emergent categories to which this (and other) material was as-
signed. Generally, the same emergent categories were applicable across cases, 
although some emergent categories were unique to a particular case study.  

With the material properly categorised, an analysis of relationships among emer-
gent categories, a priori categories and divergences from ideal types could be 
performed. To the extent that variations in the a priori categories followed the 
ideal-typical patterns, the economic rationality underlying these ideal-typical re-
lationships was accepted as explaining the patterns at hand. To the extent that 
they did not, other explanations were sought by analysing the impact of what 
was captured by the emerging categories or, in some instances, by other a priori 
categories. The leading question became something along the lines of: What 
considerations could the actor be taking into account that (if correct) explain the 
way s/he is acting? 

4.3.3 Measurement Problems 

Most categories used in the analysis describe something an acting shareholder or 
coalition can have more or less of (e.g., specificity of the investment), which 
raises a problem of measurement. This problem is perhaps more accurately de-
scribed as one of recognition, since these categories are treated mostly as di-
chotomous variables, that is, either the coalition/actor ‘has it’ or ‘does not have 
it’. The comparisons between ideal types and empirical material were designed 
precisely to explore what the often abstract concepts of the ideal types could 
mean in practice and, thus, to identify suitable empirical indicators of categories 
of the ideal types. This allowed for the concretisation of the ideal types and the 
discovery of real-world implications of the mechanisms they describe.  
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The range and nature of the empirical indicators that could be captured by a gi-
ven theoretical category were not determined before the empirical material was 
collected. Rather, indicators of theoretical concepts were sought from existing 
empirical material that had been collected through a rather open design. Based 
on these indicators, an argument can be made that an actor or a coalition is, to a 
significant extent, characterised by something described by a theoretical concept. 
Comparisons among cases were also helpful in establishing this.  

The line of reasoning underlying these conclusions is presented in the case ana-
lyses; however, an example may help to illustrate this. A particularly difficult 
concept to measure is that of investment in firm-specific models. How does one 
decide if a minority shareholder has made ‘significant’ investment in a sophisti-
cated, firm-specific model (‘significant’ here meaning that it can plausibly be ar-
gued to be large enough to affect behaviour)? Using the procedure described 
above, four indicators were identified: concentration of the portfolio (which cre-
ates incentives to invest in firm-specific models); self-reported time spent on 
learning about the company in question; reports by other coalition participants 
about a shareholder’s firm-specific competence paired with demonstrated trust in 
that competence; and reports by corporate insiders about a shareholder’s firm-
specific competence. When these types of observations all indicated that a given 
shareholder had made significant investment in a firm-specific model, it could be 
concluded with a sufficient degree of certainty that this had occurred. Nonethe-
less, it remains impossible to quantify the value of this model and therefore to 
compare relative values across actors. This said, comparisons of this type are not 
necessary or even particularly important for the analysis carried out in this study. 

4.3.4 Cross-Case Analysis 

Comparisons across cases along these categories were made throughout the stu-
dy but became more systematic after the individual case analyses began to take 
the form they have in this report. The comparative analysis focused both on find-
ing explanations for the variations in the types of considerations that arguably 
explain divergences from ideal-typical patterns in the individual cases and on 
analysing variations in the type of indicators that could be tied to ideal-typical 
concepts across cases.  

The cases were systematically compared along the a priori categories to identify 
how they diverged from the ideal-typical pattern and how different indicators of 
the abstract concepts of the ideal types played out across the cases. Moreover, 
they were compared along the emergent categories to identify variations across 
cases and to determine if those variations could explain the different ways in 
which cases diverged from the ideal-typical pattern. Cross-case analysis of varia-
tion in indicators allowed for further development of the concepts capturing indi-
cators exhibiting large variation by means of creating typologies of the indicators 
that the concept captures. 
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4.3.5 Crafting an Explanation 

The original case material derives from empirical material inquiring into the cha-
in of events from the perspective of the participating minority shareholders. The 
analyses of the case studies result in a reinterpretation of those experiences and 
alleged motives in general, conceptual terms. They also result in the identifica-
tion of many relationships that were not part of the respondents’ grasp of connec-
tions between different aspects of the cases.  

To a large extent, the meanings articulated by respondents when narrating their 
actions are swayed in order to craft a logically consistent explanation of the 
emergence and viability of the respective coalitions. No claims can be made that 
these analyses describe what really goes on in the actors’ world of thoughts. 
However, the claim is made that the actors in the case studies acted as if this was 
the case. The methodological rationale for this resides in Weber’s claim that “in 
no case does it [actually intended meaning or ideal-typical meaning] refer to an 
objectively ‘correct’ meaning or one which is ‘true’ in some metaphysical sense” 
(Weber, 1978:4).  

Consistent with the methodology of the study, the explanations of what happens 
in individual cases as well as in the more general model account for the actions 
of shareholders in terms of individual rationality. More specifically, the ideal 
types are used as a baseline that is presumed to describe largely how minority 
shareholders act. The analyses of the empirical material, however, show that a 
number of systematic divergences from this economically rational path are at 
hand. These are integrated into the overall explanation as additional types of 
shareholder considerations that, under certain predictable circumstances, are 
likely to dominate over economic rationality to the extent that they produce di-
vergences from the economically rational path. Two such additional types of 
considerations – network reputation considerations and public image considera-
tions – explain most of the divergences and are brought into the final model. To-
gether these two elements – the ideal types, further developed by exploration of 
the indicators their concepts capture, and kinds of additional considerations caus-
ing predictable divergences from the ideal types – form a model that accounts for 
the emergence and viability of minority shareholder coalitions. These findings 
have bearing for, at minimum, the coalitions that comprise the empirical material 
for this study. 



120

5. Case Study 1: Consilium

5.1 Case Background 

The company central to this case study is Consilium, an engineering company 
mainly producing marine technology. The company’s B shares were listed on the 
A list of the Stockholm Stock Exchange (SSE) from 1994 until 2003 when it 
moved to the O list.27 Consilium shares had previously been traded on the SSE, 
but were acquired by the controlling owner, restructured, and relisted in 1994. 
The company had three main business areas: navigation, fire and gas safety, and 
components. Consilium also ran some other businesses at the time of its 1994 
equity market listing; however, these interests were subsequently divested, start-
ing in 2000. Some basic data regarding the Consilium and its shares throughout 
the case study period are presented in Table 5.1.  

  1998 1999 2000 2001 2002 2003 2004 

Total net revenue, SEK million 597.9 569.6 590.5 635.8 650.4 631 593.8 

Operational income, SEK million 11.3 18.9 31 7.5 7.4 11.2 11.4

Income before taxes, SEK million 6 26.9 44.3 8.4 11.2 4.3 2.9

Number of employees (31/12) 467 473 496 460 441 391 401 
Turnover rate, B shares (%) 70 32 52 20 8 11 25 
Table 5.1. Basic data regarding Consilium. Source: Annual reports, SSE. 

Consilium has suffered losses before taxes every year since 1998; operational in-
come was also negative in 1999 and 2000, after which it recovered. As with most 
equities traded on the SSE, there was a distinct decrease in share turnover after 
the equity market crash of 2000.  The period dealt with in the case study runs be-
tween 1998 and mid 2004, when the interviews took place. This was generally a 
tough period for the corporation, which was also reflected in its share price. Fig-
ure 5.1 presents Consilium’s share price from the beginning of 1997 until the end 
of 2004; the share price suffered a major decline in 1998, after which it stayed at 
a lower level. 

––––––––– 
27 The A list generally lists larger and more actively traded corporations than the O list. 
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Figure 5.1. Daily price of the Consilium B share. Source: Reuters EcoWin.  

5.1.1 Ownership Structure of Consilium 

The ownership structure of Consilium is characterised by the domination of a 
controlling shareholder, as is common for corporations listed on the SSE O list. 
The controlling shareholder – the Rosenblad family – owned a majority of the 
voting rights and was also the largest shareholder in terms of equity ownership 
during the case study period. Family members also held the positions of chair of 
the board (held by Carl Rosenblad since 2000; before that he was CEO and held 
a regular board position) and an additional board seat (held by Carl Adam 
Rosenblad, who also served as director of business development). The rest of the 
board consisted of the CEO and members who were not significant shareholders. 
No other individual shareholder since the listing on the SSE in 1994 has held 
over 10% of the equity and/or votes. The ten largest shareholders of the corpora-
tion from 1998 to 2004 are presented in Table 5.2.  

Year/Owner Equity Ownership (%) Voting Rights (%) 

1998-12-31
The Rosenblad Family 34.3 65.4 

Foreign owners and fiduciaries 4.9 2.6 

Lott & Nils Rosenblad stift 5.8 3.0 

Björn Andersson 3.3 1.8 

Sound Invest 2.5 1.3 

Fjärde AP-fonden 2.0 1.1 

Skogby & Åberg AB 0.9 0.5 

Försäkringsbransch pens stift 0.8 0.4 

Håkan Larsson Bolag 0.7 0.4 

Chalmers 0.7 0.4 

1999-12-31
The Rosenblad Family 42.5 69.7 
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Sound Invest 7.7 4 

Foreign owners and fiduciaries 3.2 1.7 

Magnus Vahlquist 2.6 1.4 

Fjärde AP-fonden 2.0 1.1 

Jan Bengtsson 1.0 0.6 

Skogby & Åberg AB 0.9 0.5 

Lott & Nils Rosenblad stift 0.7 0.4 

Industritjänstemannaförbundet 0.6 0.3 

Mack Arvids Skandinavia AB 0.5 0.3 

2000-12-31
The Rosenblad Family 46.6 71.9 

Sound Invest 9.0 4.7 

Jörgen Hallberg and associated companies 4.6 2.4 

Magnus Vahlquist 4.0 2.1 

Foreign owners and fiduciaries 3.3 1.7 

Skogby & Åberg AB 1.2 0.6 

Aitatse AB 1.1 0.6 

Lott & Nils Rosenblad stift 0.7 0.4 

Jan Bengtsson 0.6 0.3 

Mack Arvids Skandinavia AB 0.6 0.3 

2001-12-31
The Rosenblad Family 47 72.1 

Sound Invest 9.6 5 

Jörgen Hallberg and associated companies 5.7 3 

Magnus Vahlquist 4.0 2.1 

Foreign owners and fiduciaries 3.6 1.9 

Skogby & Åberg AB 1.2 0.7 

Mack Arvids Skandinavia AB 0.6 0.3 

Industritjänstemannaförbundet 0.6 0.3 

Rågsvedens såg AB 0.4 0.2 

Leif Holmberg 0.4 0.2 

2002-12-31
The Rosenblad Family 46.6 71.8 

Sound Invest 9.7 5.1 

Jörgen Hallberg and associated companies 5.6 3.0 

Magnus Vahlquist 4.4 2.3 

Foreign owners and fiduciaries 3.7 2.0 

Skogby & Åberg AB 1.3 0.7 

Industritjänstemannaförbundet 0.6 0.3 

Lott & Nils Rosenblad stift 0.5 0.3 

Fischer Partners FK AB 0.5 0.2 

Rågsvedens såg AB 0.4 0.2 

2003-12-31
The Rosenblad Family 47 72 
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Sound Invest 9.1 4.8 

Jörgen Hallberg and associated companies 5.4 2.9 

Magnus Vahlquist 4.7 2.5 

Foreign owners and fiduciaries 3.4 1.8 

Skogby & Åberg AB 1.3 0.7 

Industritjänstemannaförbundet 0.6 0.3 

Lott & Nils Rosenblad stift 0.5 0.3 

Magnus Ekström 0.4 0.2 

Leif Holmberg 0.4 0.2 

2004-12-31
The Rosenblad Family 38.6 64.6 

Odin Fonder 4.9 2.8 

Sound Invest 4.7 2.7 

Banco fonder 4.2 2.4 

Nordea fonder 3.9 2.3 

Magnus Vahlquist  3.9 2.3 

Jörgen Hallberg and associated companies 3.7 2.1 

Foreign owners and fiduciaries 2.9 1.7 

Catella fonder 2.7 1.5 

Bliwa Livförsäkring 1.4 0.8 
Table 5.2. The ten largest shareholders of Consilium, 1998 2004. Source: Data from 
Sundin & Sundqvist (1999-2002) and Fristedt et al. (2003-2005). 

The minority shareholders that will appear in the case study are Björn Anders-
son, Sound Invest, Jörgen Hallberg, and Magnus Vahlquist. Andersson was as-
sociated with Sound Invest, as will be described below. Sound Invest, Hallberg, 
and Vahlquist were the three major shareholders in minority positions through-
out the case study period. After the end of the case study period, Sound Invest 
divested approximately half of its position, while Hallberg decreased and Vahl-
quist increased the size of their positions marginally. A directed share issue at 
the end of 2004 lowered these minority shareholders’ relative proportions of total 
equity and brought new major institutional investors into the ownership struc-
ture, making Sound Invest the third largest, Vahlquist the sixth largest, and Hall-
berg the seventh largest shareholder. 

5.1.2 Profile of the Coalition Participants 

Two coalitions may be said to have emerged during the course of the case study, 
as will be described in the case narrative below. The first coalition emerged in 
1998 and consisted of 30 40 shareholders who acted collectively on one occa-
sion. The second coalition consisted of two, and later three, shareholders that ex-
isted as a group for a prolonged period (from 2000 to the end of the case study 
period, when it had not yet dissolved) and regularly interacted with corporate 
management. It is this latter group of shareholders that is the primary focus of 
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the case study, and its members comprise the respondents of the study. However, 
since one member of this coalition also was a leading figure in the earlier group, 
some accounts of these events are also included in the empirical material. It sho-
uld be noted, however, that the material is weaker regarding this earlier group of 
shareholders. This is both because of the inclusion of only one source but also 
because of the long time (six years) that had passed between the inception of the 
coalition and the time of the interview with this respondent. An index of inter-
views underlying the case study is included in Appendix C, where the directly 
cited press material is also listed. 

Two of the coalition participants (Hallberg and Vahlquist) are private investors 
while the third (Palmqvist) represents an investment club (Sound Invest). No 
coalition members were professional investors; they all had other careers (one 
member, Vahlquist, was recently retired) and invested in equities as a sideline. A 
five-member board managed Sound Invest, which by the end of the case study 
period managed a portfolio worth approximately SEK 14 million and had ap-
proximately 450 members. Membership in the club conferred voting rights, 
which could be exercised at an annual meeting at which the board is elected. In-
vestment decisions and contacts with corporate representatives were delegated to 
the investment group, also members of the board, comprising one member acting 
as supervisor and the other as assistant. The respondent, Palmqvist, had been the 
member responsible for investment since the late 1990s; after the case study pe-
riod, the club began restructuring itself into a formal mutual fund company. 

Characteristically, all the coalition participants pursued a strategy of fairly con-
centrated portfolios. They explained that their investment picking was based on 
careful analysis of the fundamentals of potential investments. Their holding stra-
tegies were characterised by little active trading and thus comparatively long in-
vestment horizons (well over one year) and ongoing analysis of the fundamentals 
of corporations in their portfolios. With regards their largest holdings, they occa-
sionally attempted to build relationships with corporate insiders, for example, by 
telephone and making contact at general meetings. One coalition participant de-
scribes his share-picking strategy as follows, which is representative of the strat-
egy of the group as a whole: 

Before we go into a company, we try to be well versed, so to speak, 
before the first investment opportunity. So, mostly, we have been 
following [the company] for a few quarters. RP 

Throughout the case study period, Palmqvist was also a prolific and frequent 
writer on an Internet forum for discussions of equities. In this forum he fre-
quently published analyses of various investment topics, discussing various 
companies and Consilium in particular.  
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5.2 Case Narrative

Co-operation has taken two forms among the minority shareholders of Consil-
ium. The first was called the ‘Consilium minority’, an email-based discussion fo-
rum for minority shareholders who collectively approached corporate insiders 
once in 1998. The second form of co-operation, referred to as the ‘core co-
operation’, involved first the two largest, and later the three largest minority sha-
reholders that had regularly been interacting with corporate representatives since 
the initiation of co-operation in 2000. The core co-operation and the Consilium 
minority both still existed towards the end of the case study period; however, the 
Consilium minority no longer embarked on any activism, instead serving as a di-
scussion forum. 

5.2.1 The Emergence and Activities of the Consilium Minority  

The origins of the Consilium minority can be traced to 1997, to an Internet fo-
rum, VCW, for discussing equity investments. Palmqvist had bought a position 
in Consilium and, through the forum, contacted Andersson. Individually, 
Andersson owned a position in Consilium and was also responsible for invest-
ments in the investment club Sound Invest, which had recently taken position in 
Consilium. They engaged in private discussions of Consilium-related matters via 
email, and invited approximately 30 40 more minority shareholders who were 
active in VCW to join. Together, they comprised a email-based forum for dis-
cussing Consilium-related matters, which became known as the Consilium mi-
nority. 

Hardship struck Consilium in the forms of toughening competition and decreas-
ing margins, and its market capitalisation began to decline, as shown in Figure 
5.1. The reasons for these declining margins were discussed in the Consilium 
minority, leading to worry and discontent among its members. In 1998, Anders-
son and Palmqvist organised the writing of a letter that articulated what they per-
ceived as the problems with Consilium and what they thought should be done 
about them. This letter primarily consisted of a call for a more focused corporate 
structure. The shareholder group asserted that Consilium was too diversified and 
should divest certain peripheral businesses. They had the letter signed by ap-
proximately 20 30 other members of the Consilium minority and it was sent to 
the CEO – then Carl Rosenblad, the head of the controlling owner family  and 
the chair of the board, Orvar Nyquist. Rosenblad and Nyquist responded, first 
contacting Andersson and Palmqvist by phone and later in person at the annual 
general meeting (AGM) to discuss these issues.  

Sound Invest, through Andersson, kept up contact with Consilium senior man-
agement, arranging for a company presentation as the investment club had in-
creased its position. This was the beginning of a relatively close relationship be-
tween participants in both coalitions and Consilium insiders. Representatives of 
Sound Invest and corporate insiders subsequently met on several occasions, 
when Palmqvist was also present. Palmqvist joined Sound Invest after the letter 
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was sent, as assistant responsible for investment and later replacing Andersson. 
Palmqvist describes how the contact with corporate representatives intensified, 
as follows: 

But they got into trouble with margins in some business areas and 
with stiffening competition, and so on. And they were a bit too di-
versified in their structure and simply had too many business ar-
eas. So when we already had bought 550 000 shares, we were not 
happy with the development. It got so that we’d usually contact the 
CEO, primarily, but also eventually the chair of the board  more 
and more often, because we began to worry simply what would be-
come of this investment. RP 

The answer to these problems, the minority shareholders reasoned, was to focus 
the corporate structure by divesting peripheral businesses. There are some ambi-
guities as to the historical facts in this regard in the case material. Corporate in-
siders assert that they had already come up with the idea of a more focused cor-
porate structure, though it was not implemented. However, the minority share-
holders perceived that they, at least to some extent, were behind the idea. This 
situation is described as follows by the CEO at the time (later chair of the board):  

It is after all not such a sensational idea: to focus [the corporate 
structure] on certain business areas in which the company has 
large market shares and the potential for profitable growth is 
great. It is not strange that one should wants to divest entities that 
are not profitable. It is really not that complicated to come to such 
a decision. To implement the strategy well is then, of course, the 
task of good corporate management. I think that people often 
gladly claim good ideas as their own. I cannot recall that our 
shareholders came up with ideas that we did not have ourselves. 
However, we informed them well in advance of our plans, to get 
them to understand and agree, so that they were with us. Because 
naturally, as an investor and minority shareholder of a corpora-
tion, if the company performs badly, you always have the choice: 
‘Should I sell my position or hold on to the shares?’ If corporate 
management believes that this will be a good investment in one or 
two years’ time, then it has a duty to tell this to the shareholders, 
so that they do not make wrong decisions. CR 

Suffice it to observe here that the shareholders perceived the idea of a focusing 
of the corporate structure as their original creation. Even though it might not 
have been according to corporate insiders, it was probably original based on the 
information available to them. After this time, contacts between representatives 
of Sound Invest (as the initiator) and Consilium insiders became routine. Meet-
ings held approximately three times a year, primarily with the members of the 
Rosenblad family and the CFO, typically consisted of discussions of company 
reports and press releases.  
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5.2.2 The Emergence and Announcement of the Core Co-

operation

In 2000, C. Rosenblad changed from being CEO to being chair of the board, 
while still keeping an operational role. The new CEO, Hansson, began imple-
menting a more focused corporate structure. Early the same year, a new group of 
minority shareholders was formed on the initiative of Jörgen Hallberg, a group 
that became known as the core co-operation. In 2000, Hallberg had begun pur-
chasing a position in the corporation and soon became the third largest share-
holder after Sound Invest. He had been following the company for some time 
and had already been in contact with Palmqvist, who was by then responsible for 
the investments of Sound Invest, through the Internet forum where Palmqvist 
was a frequent writer on Consilium. Hallberg had already been taking part in the 
Consilium minority discussions; as his position grew, he began participating in 
the meetings between Consilium insiders and Sound Invest representatives that 
Palmqvist initiated. Corporate insiders immediately accepted Hallberg as a par-
ticipant in these meetings.   

Hallberg and Sound Invest (represented by Palmqvist) together held over 10% of 
the equity when the core co-operation was formed. Holding such a ‘corner posi-
tion’ allows for a special position, according to the Swedish Companies Act,
since it permits access to certain minority protection devices.28 The two coalition 
participants issued a press release announcing that they were in a consortium that 
controlled approximately 14% of the equity; this resulted in an article in Swe-
den’s largest daily business newspaper (DI010122). Palmqvist describes the rea-
sons for making the announcement in this way: 

[In] the year 2001, we announced that that we had passed 10% 
[ownership of the equity] together with Jörgen Hallberg. We then 
made contact with Jörgen Hallberg … and when we then noticed 
that we had passed 10% [ownership], we thought it was suitable. 
Since it was such an enormously large position both for him and 
us, [we thought that] it was suitable, so to speak, to point out to 
management and the company that we in fact had one of those 
corner positions. That was the reason for our announcing this. 
And it is clear that it led them to regard us as important actors, 
since after that they could not do anything they might have wanted 
to, as one normally can do with a family-run business. RP 

The newspaper article presented an interview with both a representative of 
Sound Invest, Hallberg, and the head of the controlling owner family, C. Rosen-
blad. The members of the consortium expressed a desire for a less-diversified 
corporate structure, a perceived need for the minority shareholders to have a 

––––––––– 
28 Like, for example, the possibility of stopping an acquisition (by not being subject to the mandatory 

sale of shares), the right to appoint a minority auditor, and the right to force the issuance cash divi-
dends. 
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strong position relative to the main owner (also reflected in the above quotation), 
and a willingness to be represented on the board of directors. C. Rosenblad re-
plied that he regarded the consortium as friendly, that the focusing of the corpo-
rate structure was underway but must be given time, and explained his reasons 
why a board position would not be granted the consortium. These reasons were 
articulated in greater detail in the interview with him, as illustrated in the follow-
ing:  

I see the board of directors as a symphonic orchestra. It is a work-
ing board and cannot be too large. One should perhaps rather call 
it a chamber orchestra. … There are different functions that 
should be discharged and I want the board members each to con-
tribute something special. They must each contribute something 
significant to the specific corporation that we are. … In a corpora-
tion of our type, the board of directors must not be too large be-
cause too large a group is not the ideal working unit. Then it has 
to split into committees and we are too small a corporation for 
that. The board of directors should thus work together as one 
body. I am not sure that [consortium representatives] would have 
added any qualities that the company did not already have repre-
sented in the board. CR 

The Consilium minority still continued to exist as a discussion forum throughout 
the case study period, but became less significant for the members of the core co-
operation (for which additional members were not actively sought). Palmqvist 
described this matter as follows: 

We, Sound Invest and Jörgen Hallberg, became so large that we 
actually did not need the others as much. So our need to obtain 
support from below was not that great. So, we have not bothered 
as much as we really could have, actually. We could have been 
augmented from below so that we would have had even more [sha-
reholders], I am certain. But we did not feel any particular need 
for that. We had a large enough network of people that we trusted 
[and] considered competent, in order to have a good exchange of 
experience and opinions. And we were large enough to have this 
corner position, and that is what has meant something to us. RP 

Hence, from the point of view of the consortium members, a collectively held 
position of sufficient size had already been achieved by forming the core co-
operation.  

5.2.3 The Activities of the Core Co-operation 

The participants in the core co-operation defined their activities both in relation 
to corporate insiders and in terms of exchange of information and opinions in the 
coalition. Hallberg describes these two roles of the coalition in this way: 
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We exchange opinions, really. That is, I suppose, what we do. 
When we think that we need any contact [with company represen-
tatives], we all stand behind our request for a meeting and show 
that we are not just one person that wants something, but that we 
are several. JH 

The main co-ordinated activity initiated by the coalition members and the main 
forum where the coalition members and corporate insiders exchanged opinions 
on Consilium-related matters were these meetings. Meetings were routinely held 
with corporate insiders approximately 2 3 times a year. In some respects, the 
meetings appeared to function as a forum where senior management and the con-
trolling shareholder could share their expectations with the minority shareholders 
and where the minority shareholders could try to hold corporate insiders ac-
countable for past results. One coalition member describes the procedure for 
these meetings as follows: 

Well, we try to set the agenda and direct the meeting towards what 
we want to find out. We do not want some general drivel about 
what will happen in 2012, and the like. … [Instead we say that] 
this is what we want to know, this is our agenda, and then we at-
tempt, in the time we are meeting, to make some sort of notes 
about what has really been said. And then [we] attempt to follow it 
up before the next time. JH 

More specifically, one group member, generally Palmqvist, would assume ad-
ministrative responsibility for the meeting and draft an agenda, on which the 
other participants could comment; this agenda was then used to direct the meet-
ing. The main topic of these meetings, besides discussing outcomes of corporate 
activities disclosed in reports, continued to be the strategic matter of corporate 
restructuring. Focusing the corporate structure was the major suggestion of the 
Consilium minority and continued to be the major issue pursued by the core co-
operation. There had been a perceived agreement in principle between the minor-
ity shareholders and Consilium insiders regarding the restructuring issue, ever 
since the formation the core co-operation. However, the coalition members 
wanted to speed up the pace of the restructuring. This desire had also been aired 
in the article about the formation of a consortium. Unlike the Consilium minor-
ity, the coalition shifted its emphasis from the proposition that restructuring 
should be initiated, to the pace of the restructuring process (since the corporation 
was indeed being restructured).  

From the outset of their co-operation, Hallberg and Sound Invest (represented by 
Palmqvist) strongly agreed on the diagnosis of what was wrong in Consilium. 
The shares had suffered a major decline in price, and then the company had not 
fulfilled expectations of a major increase in income and share price. They agreed 
that the diversified corporate structure was the source of the weak performance 
of Consilium’s shares. It was, however, difficult to gauge how much, if at all, the 
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minority shareholders influenced the pace of the restructuring process: here, the 
case material is contradictory. The following two accounts by a coalition mem-
ber and the chair of the board, respectively, illustrate this ambiguity: 

We have not had any direct role in it [i.e. the restructuring], but 
we have, so to speak, pointed out that this does not belong, get rid 
of it now. And at the next meeting, this does not belong, get rid of 
it now. I think the [restructuring] process would have taken longer 
time if we had not nagged. JH 

It is the corporate management that knows the business. Outside 
shareholders do not know more than what we let them know, real-
ly. We inform the market and our shareholders about our business 
philosophy and what we intend to do. … It takes, however, quite a 
long time to implement structural changes, and few people under-
stand this who have not personally been involved in similar proc-
esses themselves. What is valid for super tankers  that they can-
not turn on a dime  is valid for companies too. They just do not 
turn around quickly. Even the sale of odd entities in the Group has 
to be realised at decent prices. … Anything else would be capital 
destruction, which would be negative for the corporation. There-
fore, it could take a much longer to implement such changes and 
[increase] the concentration [of corporate structure], which are 
underway. And after a while, I think the shareholders we have 
been talking to about our plans have started to understand and 
agree on the strategy. CR 

Throughout the case study period, and, in particular, starting at around the time 
of the announcement of the consortium formation, corporate relationships 
changed in nature, becoming more ‘personalised’. In interviews, the process of 
building these relationships was described as slow and dependent on a great deal 
of learning about the company; it was said to have led to coalition members per-
ceiving their position as more influential. The process was described as cumula-
tive, in the sense that the position of the shareholder group was progressively ad-
vanced as they accumulated respect, stemming from continuous displays of high 
levels of knowledge of Consilium-related matters. In interviews, corporate insid-
ers also described the group of shareholders as ‘tremendously knowledgeable’ of 
Consilium-related matters – albeit with the limitations inherent in being outsid-
ers. A concrete manifestation of this is that corporate insiders, with time, have 
been more inclined to use the minority shareholder group as sounding board for 
ideas. Moreover, a greater inclination to gain support for plans for corporate ac-
tivities in the shareholder group was also noted. Briefly stated, corporate insiders 
came to see the shareholder group as ‘partners’ to some degree, increasingly so 
as time progressed. 

The progress of the shareholder group’s status also correlated with the growth of 
their collective equity position. While the minority shareholders perceive that 
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this to be the case, causality is contested by corporate insiders. The public an-
nouncement of the corner position by Sound Invest and Hallberg is described by 
the minority shareholder group as a specific event correlated with a change in at-
titude on the part of corporate insiders, i.e. corporate insiders began giving more 
weight to coalition members’ opinions. Corporate insiders do not, however, ad-
mit that the corner position has had any substantial influence on their relation-
ships with the minority shareholders, as illustrated by the following account by a 
board member: 

We don’t do anything differently because they have a 10% owner-
ship share … [meaning] a corner [position]. It has theoretical im-
plications, but we have not been in situations where these would 
have been an issue. … Whether they own 9.5 or 10.5% of the eq-
uity has not been of any major importance. CAR 

Information acquisition and confirming interpretations made on the basis of cor-
porate data were recurrent themes in all interviews with the minority shareholder 
group. As for information from corporate insiders, building personal relation-
ships was the means by which the coalition participants attempted to acquire in-
formation. Not only was the information from corporate insiders described as 
important in the interviews, but also the ability to discuss Consilium matters in 
the shareholder group (which, incidentally, also was the original reason for form-
ing the Consilium minority).  

The information that corporate insiders shared basically depended on the ques-
tions the coalition members asked. These questions were set in the agendas draf-
ted by the shareholder group for the meetings that were organised. While the 
meetings corporate insiders held with the coalition were initially private in na-
ture, towards the end of the case study period, Consilium pursued a strategy of 
making the same information available to everyone, by holding telephone con-
ference calls to present new reports. Legitimate questions to be asked at meetings 
were thus follow-up questions to the information the corporation had publicly 
disclosed. The corporate insiders made a strict distinction between insider and 
public information throughout the observation period, as reflected in these state-
ments by a coalition member and board member, respectively: 

Well, we have noticed that the further away from a report one gets, 
the harder it is to elicit [information] from them. For natural rea-
sons. So we cling to the phones when a report is new and fresh, 
because then they feel freer to say things that are in the report but 
not completely stated. Then, one can confirm that the interpreta-
tion one has made is correct, and so on. RP 

The market should know as much information as possible. In prin-
ciple, no new information can be given to any given shareholder 
that the market does not already know. However, it is possible to 
explain and elaborate on facts already known. One gives as much 
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as one thinks one can without favouring one shareholder over 
anyone else. CR 

As time progressed, the interviews provided less evidence of the co-ordination of 
activities related to corporate insiders. This was attributable to agreement be-
tween the shareholder group, corporate management, and the controlling share-
holder as to the corporate strategy and its gradual realisation. However, it was 
also attributable to the perceived sense among the minority shareholders that 
corporate insiders had become fully aware of the coalition’s take on these issues. 
The shareholder group could potentially arrange stronger action if necessary, and 
this was common knowledge. As a more focused corporate structure was gradu-
ally implemented, the meetings with corporate representatives changed in con-
tent. The main discussion topic shifted from whether and how restructuring 
would take place, towards the progress of the restructuring effort and the infor-
mation disclosed in reports. Hence, the corporate relationships pursued and real-
ised by the shareholder group may be described as having shifted towards a more 
monitoring- and assessment-oriented approach  in addition to the increasingly 
important role of ‘partner’. This stands in contrast to the more progressive and 
change-oriented approach that characterised the early phases of the corporate re-
lationship. The changed nature of the corporate relationship is described as fol-
lows by a coalition member: 

I think it has been enough for them to know that we are there. They 
know what we think, that we think the transformation should hap-
pen at [a quick] pace. And it feels as though it has been enough 
that we have been behind the scenes, and [that] we have a meeting 
to check with them from time to time. RP 

We have noticed that they listen to us and we have achieved con-
sensus as to where the company should go, and so on. So really, 
the exchange and the collaboration [with management and board 
members] has become better, I would say. We have not had any 
real reason to be concerned over recent years. Except that we had 
hoped that [the restructuring] would happen a bit quicker. But on 
the other hand, economic circumstances around the world have 
been [unfavourable]. RP 

This period was characterised by a deepening of the relationships between the 
coalition and the corporation, relationships that would continue to deepen as the 
case progressed. 

5.2.4 Extension of the Group 

In 2003, the core co-operation was enlarged by the joining of a third member – 
Vahlquist – who had been a significant shareholder of Consilium since 1999 and 
who by 2003 was the fourth largest shareholder of the corporation. Vahlquist had 
been identified as a large shareholder and approached by Palmqvist at the 2003 
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AGM. He was invited to join in the meeting activity by the other two members 
of the core co-operation. In contrast with all previous initiations of co-operation 
among minority shareholders of Consilium, Vahlquist was not found through In-
ternet forums and was actively approached by existing members. This new 
member of the core co-operation found value in the activities pursued, the likes 
of which he describes as follows: 

When they rang me, it was before one of these meetings, and they 
asked if I wanted to participate, and I wanted to. But it was impor-
tant, information [from the meetings] was important, but also, I 
thought, that … it was rewarding to share their assessments [of 
company-related issues]. I have to say that this was just as impor-
tant as the information from Consilium management was. To get 
two other actively interested owners’ assessments of everything 
this was very important. MV 

The new member emphasises the merits of the information obtained via the coa-
lition, which, of course, is symptomatic of the state of corporate relationships at 
the time of the group’s expansion. Streamlining the corporate structure had been 
underway for years, and relationships between coalition and corporation were al-
ready personal and friendly. Moreover, Vahlquist was acquainted with the head 
of the controlling owner family from previous professional activities. The other 
two coalition members perceived that the inclusion of a third member did have 
some impact on the relationships in the sense that they became more personal-
ised and friendly and that the opinions of the shareholder group became more 
highly regarded. The following two quotations reflect this: 

Lately, we have not thought it necessary to do that [i.e. co-
ordinate activities], because the development [of Consilium] has 
gone precisely in the direction  although slower than we had ho-
ped  we wanted. So, we have only been keen to check regularly 
with management that [they] are pushing as much as possible in 
this direction. It has naturally given [our opinion] more weight 
that we have been of larger numbers at these meetings. RP 

[The relationship] has become better. It has … [shifted] from total 
resistance to us when we announced [our corner position]  then 
we were not worth much. But today they listen, they do. It is an ob-
vious strength that Magnus has joined. I mean, [about] Rasmus 
[they say] oh well, they are not your shares, but all right we will 
talk to you, and I wear jeans and t-shirt. … But Magnus, who was 
previously a diplomat and the like  that puts a really heavy 
weight behind the whole thing. JH 

The minority shareholder group thus perceived that the addition of the new 
member advanced them towards the sought-after position of ‘partners’. While 



134

the co-ordination of activities was weak at this point, one ensuing event led to an 
example of stricter co-ordination. 

5.2.5 The New Share Issue

The co-ordination of the activities of the core co-operation was described above 
as having weakened over time. Beyond the regular meetings, routine co-
ordination of coalition activities was not undertaken. This was largely because 
Consilium was moving in the direction the minority shareholders desired. At the 
formation of the core co-operation, it appeared more important to act as a co-
ordinated group in relation to corporate insiders, whereas towards the end of the 
case study period, this appeared less necessary to the minority shareholder group. 
The last member to join the group describes his experiences of group co-
ordination as follows: 

No, it is not as though we say in advance that now we shall do this 
or that. It may happen occasionally, I suppose, as in the share is-
sue question. But ordinarily there is no reason for it. We speak the 
same language, so to speak, as does company management. MV 

The share issue mentioned above represents one instance in which the share-
holder group co-ordinated their actions more tightly. In early 2004, Consilium 
required additional financing and decided that a share issue was necessary. This 
proposed issue was directed towards four institutional shareholders and was an-
nounced to the press at the end of January (WKR040130), when an extraordinary 
general meeting was called for three weeks later. Since the share issue was di-
rected, it prompted negative feelings from an important player on the Swedish 
equity market: the Swedish Association of Share Investors. This organisation 
generally opposes directed issues. The members of the core co-operation, who 
were not among the subscribers of the issue, nevertheless supported it. One 
board member summarised the events and reactions from the Association and the 
press as follows:  

We had conducted a series of presentations and discussion with 
various investors to find a way to inject capital at low cost and si-
multaneously get new institutional shareholders. We considered it 
advantageous to get additional strong owners alongside the Sound 
[Invest] group. We had discussed different formulas, of how the 
subscription rate should be set  when setting the price of an illiq-
uid share, it must be the weighted average [price] of a number of 
days. Then Dagens Industri published an article … about voyage 
data recorders on ships, and the share price went from about SEK 
30 to SEK 40. This, of course, meant that the weighted average 
share price calculated according to the agreed-upon formula ap-
peared low. As it was a directed issue and the Swedish Association 
of Share Investors on principle opposes directed issues, no matter 
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whether they are good or bad for the company, [they] saw, as I see 
it, a chance to get media attention. CAR 

The Swedish Association of Share Investors announced in the business press that 
the design of the issue was ‘unacceptable’, but Consilium representatives re-
sponded by declaring that the terms of the issue would not be changed 
(DI040205). This led two of the participating institutional investors to declare 
that they were no longer willing to subscribe to the issue according to the origi-
nal terms (DI040207). The issue was thus jeopardised, since an issue on pro rata 
terms would lead to too few shares being available to the institutional investors 
for them to be interested in subscribing. The shareholder group was contacted. 
The issue could be redesigned so that the minority shareholders could subscribe 
under the same terms as the institutional investors could, excluding the three 
members of the core co-operation. The following quotations from a member of 
the shareholder group and a board member, respectively, illustrate the group’s 
role in this: 

Then we were rung up, and [they] told us that [they] were about to 
make a new issue directed towards a number of institutions, which 
we, I suppose, then stood behind, really. Then there was some de-
bacle involving the Swedish Association of Share Investors, and it 
was I who suggested that one should simply make an offer to the 
smaller [shareholders] too, when we larger [shareholders] relin-
quished [our share]. In this they listened to us, and it turned out to 
be reasonably good PR relative to being at loggerheads with the 
Swedish Association of Share Investors  which is not so damn in-
telligent. JH 

Well, they approved of the directed issue. They did not perceive 
themselves as being passed over, and they facilitated the offer to 
the minority, as the main owners, by relinquishing their share … 
which made it possible to offer the remaining 35% of the share-
holders the chance to subscribe to a pro rata share. If they had not 
co-operated, it would not have been possible to carry through … 
their support was a prerequisite for this arrangement. CAR 

Hence, the role of ‘partner’ came to the fore during these events, providing a rea-
son for the group to co-ordinate its activities in relation to corporate representa-
tives in a stricter manner. The new arrangement meant that an entity owned by 
the controlling owner of Consilium subscribed to 35% of the newly issued 
shares. Roughly three months later, these shares were to be offered to the minor-
ity shareholders (excluding the members of the core co-operation) on a pro-rata 
basis at the same price as that offered the participating institutional investors. 
The arrangement was announced the day before the extraordinary general meet-
ing (DI040217) at which it was ratified. For the three participants in the core co-
operation, who had had no intention of increasing the size of their positions, the 
issue furthermore implied that the minority as a whole had gained a stronger po-
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sition in relation to the main owner (as was highlighted as a reason for forming 
and announcing the corner position). This is illustrated by the following quota-
tion, in which a group member reflects on the merits of the share issue: 

Well, because there was a very unbalanced ownership structure 
with the Rosenblad family being very strongly dominant … both fi-
nanciers and potential investors [could] say it was somewhat in-
timidating to have a family that could do whatever it wanted in the 
company. So therefore, I think there is greater opportunity in the 
long run … when one has large institutions as co-owners … to get 
more small shareholders, if it shows that these funds have confi-
dence in the company. It is important. Besides that, their money 
was important. MV 

Though the experience may have been bad overall publicity for Consilium, it se-
ems to have brought the shareholder group closer to corporate insiders. 

5.2.6 Epilogue 

At the very end of the case study period, at the time of the interviews, the share-
holder group was not inclined to push its demands. According to all accounts, 
this simply was because the strategy of building a more focused corporate struc-
ture had basically been implemented. Relationships with the corporation were 
described as friendly, and the shareholder group held regular meetings with cor-
porate insiders oriented towards performance monitoring and assessment, as il-
lustrated by the following two accounts by coalition members: 

Right now, it feels like we are only keen on monitoring, to ensure 
there is no straying from the beaten track, so to speak. So that they 
follow this line through. RP 

Generally we have made a small list [of topics to cover at the mee-
tings]. In particular, if something was a negative surprise in a qu-
arterly report, or … [in] monthly accounts of sales figures and 
backlog. Especially if there is something that deviates from earlier 
prognoses, we attempt to squeeze out of them why these deviations 
happened. MV 

Group co-ordination extended no further than producing these lists of agenda 
items to direct the content of the meetings with corporate representatives. Yet, 
perhaps because of the experience of co-ordinating their activities more strictly, 
in connection with the new share issue, it was emphasised that such stricter co-
ordination still remained an option if the need should arise. This is illustrated by 
the following account by a member of the shareholder group: 

We have not particularly collaborated on voting [since I joined the 
group]. We have the same interests and keep each other informed. 
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We do not act as a group at the general meetings and the like. But 
of course, since we confer with each other and together exceed 
10% [of the equity], the controlling owner has an even bigger rea-
son to take us into account. We could cause trouble if we wanted 
to. MV 

Although one coalition member expressed a bit of impatience and disappoint-
ment over unrealised expectations regarding the price of the share, resulting from 
the now more focused corporate structure, optimism regarding the core activities 
of Consilium remained great among the members of the core co-operation at the 
end of the case study period.  

5.3 Emergence and Viability of the Consilium 
Coalitions

In this section, analyses of the causes of the emergence and viability of the mi-
nority shareholder coalitions of the case study are presented. The properties of 
the coalitions are compared with the ideal types. The way in which the abstract 
mechanisms of the ideal types play out in practice are thus explored, and simi-
larities and divergences from the ideal types are identified. Reasons for diver-
gences from the ideal-typical pattern are subsequently examined. The two phases 
of co-operation among minority shareholders of Consilium are analysed as sepa-
rate coalitions. For each coalition, the analysis is structured such that the oppor-
tunity sets facing the coalition members are analysed first, followed by an analy-
sis of the adaptation that those opportunity sets evoked. Each analysis concludes 
with a closer look at the corporate relationships pursued and achieved by the 
group. 

5.3.1 Opportunity Sets Facing the Members of the Consilium 

Minority 

The emergence of co-operative shareholder activism among minority sharehold-
ers of Consilium happened against a background of decreasing corporate per-
formance, whether measured as profits, margins or share price. Public interest in 
the share had faded, as evidenced by decreasing turnover of the company’s 
shares. Most signs pointed to a problem in Consilium, and an application of con-
ventional wisdom suggested itself to many outsiders: The diversified structure of 
Consilium may be the reason. Fligstein (2001), among others, argues that the as-
sumption of a causal link between a focused corporate structure, wherein some 
core activities are prioritised, and superior performance became generally ac-
cepted conventional wisdom in the corporate world of the United States in the 
1990s. It was, he argues, an element of the so-called shareholder value concept 
of control, which later spread to Sweden (Blom, 2007; Henrekson & Jakobsson, 
2003). This concept draws from agency theory, which tends to imply that diver-
sification equals over-investment and, thus, inefficiencies (e.g., Jensen, 1986).  
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For members of the Consilium minority, the notion of a negative relationship be-
tween diversification and performance appears to be a component of the (mental) 
models of how Consilium and its markets work. In the minds of many minority 
shareholders, Consilium’s combination of a diversified corporate structure and 
decreasing profitability produced a window of opportunity. If the premise is ac-
cepted that a focus on core activities increases performance, then a diversified 
corporate structure should be interpreted as a distinct opportunity to use voice to 
realise a more efficient allocation of corporate capital, thereby enhancing per-
formance and improving share price. The situation at the outset of the first occa-
sion of co-operative shareholder activism, therefore, can be described as one of 
expanding opportunity sets for the minority shareholders, an attribute of the of-
fensive minority shareholder coalition.  

The offensive nature of the coalition is also reflected in the specific objectives it 
pursued. Through voice, the coalition hoped to bring about several delimited 
changes, albeit with large consequences, that were thought to lead to increased 
performance. Information asymmetry appears to have played a role here, too. 
Even though corporate insiders seem to have agreed with the basic premise of 
the coalition, namely, that a focusing of the corporate structure was desirable, 
they and the minority shareholders acted on slightly different information. The 
minority shareholder group knew less about the strategic changes that were about 
to be implemented. This is not surprising since corporate strategy typically in-
volves sensitive information and disclosing it to outsiders can be very costly. 
(This trade-off is addressed in the literature on proprietary costs. See, for exam-
ple, Healy & Palepu, 2001). Hence, the information asymmetry was bound to 
persist for some time; but without it, the perceived opportunity might not have 
been as great and the coalition might never have emerged.  

5.3.2 Adaptation by Means of the Consilium Minority 

A large portion of the shareholders involved in the Consilium minority email list 
responded to this expanding opportunity set not by exit or passivity, but by col-
lective voice. How did voice emerge as a viable strategy for this group of minor-
ity shareholders? The answer to this question requires answers to why coalitional 
entrepreneurship was supplied and what in the coalitional organisation allowed 
the members to commit to co-operation in a sufficiently credible manner.  

5.3.2.1 Coalitional Entrepreneurship 
Explaining the provision of coalitional entrepreneurship is key for crafting a 
comprehensive explanation of how viable collective action can emerge (cf. Ol-
son, 1965). To this end, it is important to examine the incentives for supplying 
coalitional entrepreneurship in the Consilium case.   

The ideal-typical coalitional entrepreneur is among the largest minority share-
holders and has a concentrated portfolio. For this reason, s/he has the strongest 
economic incentives, regardless of which type of minority shareholder coalition 
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is approximated. At Consilium, the opportunity sets facing the coalition mem-
bers were of the kind that generate incentives for forming an offensive coalition. 
For the coalitional entrepreneur of the offensive minority shareholder coalition, 
the ability to capture a large fraction of the benefits of the activism (i.e. the eco-
nomic incentive) is directly dependent on the size of the position held (Olson, 
1965; Alchian & Demsetz, 1972; Gillian & Starks, 2000). Holding a concen-
trated portfolio increases the incentives for devoting time to an individual corpo-
ration. This time could otherwise be allocated to investigating other investment 
objects in order to, for example, make better decisions regarding purchases and 
sales that are likely to increase portfolio value. 

The representatives of Sound Invest and Palmqvist stand out as the most impor-
tant entrepreneurial force behind the formation of the coalition, since it was they 
who initiated and wrote the letter, arranged for it to be signed, and handled the 
few corporate relationship activities that the group had. This indicates that they 
bore most of the costs associated with the coalition. Since Sound Invest was the 
largest minority shareholder of the corporation, it was the most akin to the ideal-
typical coalitional entrepreneur within the Consilium minority. Its large size im-
plied that it was the shareholder with the most to gain from an increased ex-
pected return – the shareholder with the greatest economic incentive for devoting 
resources towards this end. Palmqvist, on the other hand, did not hold as large a 
position. Instead, what stands out as a factor behind the coalitional entrepreneur-
ship demonstrated by Palmqvist is the optimism reflected in the case material re-
garding Consilium’s products, at least those within the category of core activi-
ties. This indicates a strong belief in the earning potential of the capital (human 
and real) that had been accumulated by the company, if only it were managed the 
right way. Incremental changes in the management of this capital, it was be-
lieved, would result in large increases in return. Since the activism undertaken 
was not very costly, the presumed large increases in return from incremental 
changes might have been enough to create incentives for coalitional entrepre-
neurship. It is, of course, also possible that some other type of divergence from 
economic rationality is at hand but not captured by the material.  

The activist shareholders had ongoing transactions other than those concerning 
the co-operative shareholder activism. More specifically, they were in a network 
that was organised as a private email-based discussion group for the purpose of 
exchanging information. This is a major reason behind the apparent low cost of 
coalitional entrepreneurship in this case study. As one of the coalitional entre-
preneurs reported,  

But everything stems from the Internet, one could say. None of us 
had known each other previously, but we found each other through 
the Net. RP 

Leech (1987a) claims that the variable costs of coalitions are lowered by per-
sonal contacts among shareholders, but he did not study how this works in real-
life coalitions. The Consilium case study, however, suggests that these pre-
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existing exchange relationships lower the costs for coalitional entrepreneurship 
in at least two ways.  

First, and perhaps obvious but nevertheless worth emphasising, is the economi-
sation of finding like-minded minority shareholders, which was accomplished in 
this case by the pre-existence of communication channels. Those studying insti-
tutional shareholders from a more sociological perspective (e.g., Bengtsson, 
2005; Davis & Thompson, 1994) have made similar findings. Recurrent findings 
in the literature on social movements also show a positive relationship between 
pre-existing ‘mobilisation structures’ and the likelihood of collective action. 
McAdam (1982/1999), for instance, argues that the pre-existence of such struc-
tures in the form of pre-organisation in churches in the American South helps 
explain why the civil rights movement could emerge, spread and grow strong 
there, whereas the North lagged behind. In a context where shareholders can al-
most simultaneously share worries and discontent and where the extent of this 
discontent can be gauged, not only is a pool of coalition support directly avail-
able but a far better estimate of the likelihood of success by would-be coalitional 
entrepreneurs is also possible. Clearly, this offers a significant advantage; a po-
tential coalitional entrepreneur acting in isolation faces a situation of much 
greater uncertainty as to whether the entrepreneurial activities have any chance 
of paying off.  

Second, another important effect of the network seems to have been its role in 
the convergence of the mental models used by the involved shareholders for in-
terpreting data on Consilium. This would account for the collective interpretation 
that the diversified structure was Consilium’s major problem. The assessment by 
the coalition could be described as contestable – it is not self-evident that a fo-
cused structure is always a superior strategy. Hence, not only does a pre-existing 
network make the task of finding like-minded minority shareholders simpler, but 
it is also likely to produce the very same like-mindedness. Thus, costs associated 
with bringing all coalition members to an acceptance of the same objectives do 
not have to be borne by the coalitional entrepreneur alone. Instead, they are dif-
fused among the members of the network. Inducing unconnected minority share-
holders one by one to support a common definition of the problem would have 
been much costlier.  

This finding is also supported by the literature on social movements, (e.g., 
McAdam, 1982/1999; Snow et al., 1986), which argues that the ‘frame’ around a 
social movement – its shared values, problem definition and preferred solution – 
serves a crucial role in the outbreak of the movement. ‘Frame alignment’, argue 
Snow et al. (1986), is a necessary condition for an individual to risk participation 
in a social movement. The diffusion of ‘cognitive liberation’, i.e. a sense of em-
powerment and belief that success from collective action is possible, argues 
McAdam (1999), characterises social movements that materialise. This idea can 
also be applied to the claim that shared values enable shareholder activism 
among institutional shareholders (Davis & Thompson, 1994; Thompson & 
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Davis, 1997); shared values increases the likelihood for frame alignment, which 
plays a key role in the emergence of a coalition. 

Information sharing and discussions among minority shareholders via Internet 
communities can serve precisely these functions: harmonisation of models (i.e. a 
frame); greater confidence in one’s own analysis (when and if affirmed by a lar-
ger group); and mutual reinforcement of insurgency. While the Consilium coali-
tion was certainly a much more subdued response to a perceived (but perhaps not 
real) difference of opinions between the minority shareholders and corporate in-
siders than, say, the civil rights movement, the social movement analogy none-
theless sheds light on the importance of a pre-existing network among minority 
shareholders for circumventing the collective action problem. Indeed, the coali-
tional entrepreneurs had a group of potential coalition members, shareholders 
who had reached consensus on the problem definition regarding Consilium, avai-
lable on short notice. Mobilising the coalition could thus be done at low cost. 

5.3.2.2 Coalitional Organisation 
Because of the disincentives for contributing costly resources to the production 
of co-operative shareholder activism as well as the risk of opportunistic tenden-
cies among those who do, the viability of a minority shareholder coalition is al-
ways under threat. Collective voice is not a viable adaptive strategy unless the 
problem of commitment to co-operation is solved. The organisation of a coali-
tion in the ideal-typical world counteracts this problem, but is this plausible also 
for the Consilium minority? In this section, the organisation of the Consilium 
minority is compared with the ideal-typical centralised coalition.  

Since two members of the coalition supplied most of the coalitional entrepre-
neurship, the organisation became more centralised than decentralised, which is 
in line with the ideal-typical offensive minority shareholder coalition. The cen-
tralised coalition is characterised by the centralisation of all costly inputs around 
a sole coalitional entrepreneur who co-ordinates the activism and voices the 
group’s collective will; in contrast, the decentralised coalition is typified by all 
members’ sharing the costly input.  As argued by Olson (1965), one of the condi-
tions for collective action to emerge despite incentives to free ride is sufficient 
incentives for an individual actor to produce the public good and hence carry all 
the costs privately without being able to capture all benefits. The Consilium mi-
nority came close to this scenario with its concentration of costly input around to 
coalition members.  

The centralised coalition is also characterised by a wheel structure and an exit 
mechanism that restrains opportunistic misuse of the coalition’s residual control 
rights by the coalitional entrepreneur, who serves as the hub of the wheel. While 
the transaction that placed residual control rights at the coalitional entrepreneurs’ 
disposal followed a wheel-like structure – signatures were used to transfer resid-
ual control rights temporarily from passive members to the coalitional entrepre-
neurs – the coalition emerged from an all-channel network. This was the pre-
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existing email network that linked all members and allowed them to exchange 
both information and the interpretation of information.  

An all-channel coalitional structure, according to Williamson (1975/1983), im-
plies informational and decision-making disadvantages in comparison with the 
wheel network. This may be one reason that the role of coalitional entrepreneur 
was centralised in two agents. Certainly, they could write the letter more effi-
ciently than a group could. And even though a consensus might have come forth 
from within the network, the centralised structure suggested that the ultimate de-
cision making was centralised; yet the decisions taken had been agreed upon be-
forehand. Indeed, the network transactions prior to the formation of the coalition 
likely promoted a consensus on the suggestions that were put forth for improving 
Consilium’s performance before the letter was written.  

What is also interesting for the purposes of this study is that few exit possibilities 
were available to passive members of the coalition. It would therefore have been 
risky for them to sign a carte blanche putting their shares unconditionally at the 
coalitional entrepreneurs’ disposal; there would have been no way to escape if 
the entrepreneurs pursued actions not in their interests. Coalitional entrepreneurs 
can opportunistically use residual control rights to capture private benefits at the 
expense of passive coalition members. It therefore appears relevant that the 
group was organised through signatures on a letter stating the group’s definition 
of the problem at Consilium and the recommended solutions. This mechanism 
permitted the full delimitation and specification of the terms of the single coali-
tional transaction to be carried through, leaving no room for the coalitional en-
trepreneurs to use the control rights for purposes of expropriation. The residual 
control rights were put at the entrepreneurs’ disposal, but with a pre-decided and 
documented purpose. A written contract thus substituted for an exit mechanism, 
which is otherwise intrinsic to the centralised offensive coalition. There was no 
room for opportunism on the part of the coalitional entrepreneurs. Moreover, be-
cause the issues contained in the letter had been previously discussed among the 
group of shareholders, securing their support without significant cost was not 
difficult. 

5.3.3 Corporate Relationships Pursued by the Consilium 

Minority 

Adaptation by means of collective voice results in changes in corporate relation-
ships away from the arm’s-length relationship that generally characterises minor-
ity shareholders’ approach. As the co-operative shareholder activism of the Con-
silium minority, led by the two coalitional entrepreneurs, consisted of sending a 
letter signed by the group’s members, corporate relationships consisted of little 
more than an isolated incident about which not much can be said. Sending a let-
ter in which changes are proposed, backed by a group of minority shareholders, 
must be characterised as an arm’s-length approach to corporate relations – aim-
ing for isolated changes and backed by some measure to strengthen the coali-
tion’s bargaining position. This is consistent with the ideal-typical offensive mi-
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nority shareholder coalition’s negotiation-type corporate relations. The act did, 
nonetheless, open the door to a bilateralisation of corporate relations at a later 
stage, as is illustrated in this account by one of the coalitional entrepreneurs: 

It was in 1998, I think, that we thought that [Consilium] was going 
in the wrong direction. Then we simply wrote a letter, addressed to 
the CEO and the chair of the board … where we called attention to 
what we thought was not so good about the company and what we 
thought should be done. Then we saw to it that it was signed by … 
20-30 persons … Then we attended the annual general meeting – I 
think it was in 1998, if I am not mistaken – where Carl Rosenblad 
and Orvar Nykvist contacted us … and wanted to discuss after-
wards our view of the issues and so on. In that way, it became an 
opening to being able to phone and visit to discuss a quarterly re-
port at the office. RP 

An ideal-typical negotiation-type corporate relationship is not fully approxi-
mated at Consilium. For this to be the case, more aggressive strategies such as a 
broader call for support from dispersed shareholders that might well have helped 
push the coalition’s demands would be expected. As it was, support was at-
tracted primarily from a private discussion group. This discrepancy from the 
ideal type may be attributable in part to a fall in liquidity, which would have had 
the effect of diminishing Sound Invest’s opportunity set and subsequently ren-
dering a full-fledged bilateralisation of corporate relations attractive. Since 
Sound Invest was already such large shareholder and since turnover of the share 
had begun to decline, rational expectations by representatives of Sound Invest 
would explain the approach to corporate relationships. Another contributing fac-
tor may have been the fact that the difference in opinion about the best strategic 
direction of the company was not very large, even though the minority share-
holder group perceived it as such at the outset.  

Information asymmetry characterises the corporate relationships of the Consil-
ium minority. One reason, as noted above, is that the minority shareholders in-
terested themselves in sensitive aspects of the corporation about which corporate 
insiders could not disclose too much. This illustrates the balance that is investor 
relations, in that the information asymmetry can be argued to be largely respon-
sible for the occurrence of the co-operative shareholder activism. However, to 
the extent that voice by minority shareholders is regarded as unattractive, infor-
mation disclosure to limit activism must be traded off against a potential loss of 
competitiveness.  

5.3.4 Opportunity Sets Facing the Members of the Core Co-

operation

The formation and development of the core co-operation are best viewed against 
the background of diminishing opportunity sets for the participating sharehold-
ers. The costs for exit increased, and the window of opportunity for initiating co-
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operative shareholder activism gradually closed as the corporate structure be-
came more focused. In terms of transaction cost economics (Williamson, 1985, 
1996), the specificity of the equity investments of the members of the core co-
operation increased rapidly; as the costs for exit increased, a larger portion of the 
invested capital became locked into the corporation. The increasing specificity 
was the effect of both decreasing liquidity (cf. Bhide, 1993; Coffee, 1991) and 
investments in more sophisticated, firm-specific models. Increasing costs for exit 
renders the investment more valuable when it yields returns in the existing cor-
poration than if it is moved somewhere else. This diminishment of opportunity 
sets is reflected by a gradual change in the objectives pursued by the coalition. 
All in all, the core co-operation shifted from the ideal-typical offensive minority 
shareholder coalition towards the defensive minority shareholder coalition.  

5.3.4.1 Increasing Exit Costs 
The size of a shareholder’s position relative to total equity matters when turnover 
falls. A large position combined with low turnover indicates large exit costs 
(e.g., Coffee, 1991; Bhide, 1993; Brown, 1998; Hellman, 2005). At Consilium, 
the investments of the three participants in the core co-operation fell into this 
category; they were large in proportion to the total equity of the firm. These 
shareholders were the second, third and fourth largest and were the only larger 
shareholders, except for the controlling shareholder, during the case period.  

Throughout the case study period, the Consilium share was declining in liquidity. 
For Sound Invest, for example, average daily turnover represented approximately 
8.5% of the value of its position in 1999.29 In 2001, the percentage had decreased 
to 0.9% (due both to increased position and decreased turnover), and in 2003, it 
was down to 0.4% (primarily due to decreased turnover). This was regarded as a 
problem by both the shareholders and the corporate insiders, and it resulted in 
the engagement of a liquidity guarantor30 at the very end of the case period (mid-
2004). Incidentally, the engagement of the liquidity guarantor preceded a divest-
ure of a significant fraction of the position held by Sound Invest. This behav-
ioural response to the removal of exit costs indicates that exit costs of this type 
did matter. Before the liquidity guarantee, none of the larger shareholders could 
make a quick exit during the case period without affecting the share price.  

These three minority shareholders had also invested in the development of so-
phisticated, firm-specific models, which was indicated by a number of observa-
tions. First of all, each held an investment in Consilium that was large in propor-
tion to their respective portfolios. The portfolios were relatively concentrated, 
and Consilium was either the largest or among the three largest investments in 
each one. The larger the position in relation to the portfolio, the greater the expo-
sure to firm-specific risk, since the portfolio’s return becomes largely dependent 

––––––––– 
29 Calculated as value of the position at the first day of trade of the year divided by average daily 

turnover throughout the year. 
30 Guaranteeing that the share is always liquid for a fee. 
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on one specific firm. This situation creates stronger incentives for shareholders 
to devote resources towards monitoring this particular investment object. In-
vestment in a firm-specific model yields a more competent monitor. Hence, 
dominance by a specific share in a portfolio can be seen as an indicator of the 
presence of firm-specific models, especially if there are few other monitors on 
whose efforts a shareholder can free ride, e.g., close media coverage (Vermaelen, 
1981). This, however, was not the situation at Consilium. 

While share domination in a portfolio can, on average, serve as a proxy of in-
vestment in a firm-specific model, it can also fail in the case of an individual ob-
servation. Yet, drawing on the accounts of the involved parties, the picture does 
emerge that this initial conjecture is not imprudent. Board members described 
the coalition participants as ‘tremendously knowledgeable’. The coalition mem-
bers, moreover, reported having spent numerous hours on monitoring the pro-
gress of the company and analysing data released by it. This was done both be-
fore buying shares of the company and throughout the whole period of holding 
them. This time could well have been used for analysing another company (or 
for leisure activity), which means that it represents an opportunity cost. Self-
reported time spent on monitoring is, moreover, not a very exact measure; none-
theless, suffice it to say that the likelihood of the presence of sophisticated, firm-
specific models is positively associated with time spent learning about a firm, 
which is indicated by self-reported time spent. 

The existence of firm-specific models was key in the process of creating closer 
corporate relationships. One coalition member who had had this experience in 
other corporations described the building of personal relationships with corporate 
insiders and the resulting perceived position of influence as a long, slow and cu-
mulative process. 

Initially you will have to be rather modest in your appearance, 
[about] what you think should change. But subsequently, as you 
get the respect, you start making demands.   
HOW DOES ONE ACT IN ORDER TO AFFECT A CORPORA-
TION IN A CERTAIN DIRECTION? … It is [all about] attempting 
to convince. It is as always to try to get people to share your opin-
ions, and that can take a very long time. JH 

Sophisticated, firm-specific models can be used to signal competence, as illus-
trated by this quotation. They can lead to a position of ‘respect’ that enables an 
even more competent monitoring of how the equity capital is being used. Indeed, 
corporate insiders may find that they have something to gain by sharing their 
views, since sophisticated models allow the shareholder to make competent sug-
gestions for change. The building of these relationships and a reputation for be-
ing competent (respected) can thus be seen as cumulative. To the extent that 
these relationships are valuable, they further diminish opportunity sets. When 
exit costs are significant, such relationships are important since they permit a 
more competent monitoring of expropriation risks.  
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In sum, the empirical material from this case indicates that the opportunity sets 
facing the members of the core co-operation diminished during the study period 
due to reduced liquidity and increased investment in sophisticated, firm-specific 
models. These models would have little alternative use if shareholders chose to 
exit. The rising costs of exit further increased the incentives to invest in firm-
specific models and encouraged investment in creating closer relationships with 
corporate insiders. The process of diminishing opportunity sets was self-
reinforcing in that way. The overriding diminishment of the coalition members’ 
opportunity sets was also due to the fact that the earlier expansion of opportunity 
sets, which had induced the emergence of the Consilium minority, gradually de-
creased. The structure of Consilium was being focused, and there was an agree-
ment about the desirability of this between corporate insiders and the minority 
shareholders.  

5.3.4.2 Changing Objectives 
The diminishing opportunity sets are reflected in the objectives pursued and the 
benefits realised by the coalition. At least three discrete objectives behind the 
coalitions in the Consililum case study can be identified: (i) to influence the stra-
tegic direction of the firm, possibly by means of securing a board position; (ii) to 
access information; and (iii) to have the option of accessing formal minority pro-
tection devices to counterbalance the dominance of the controlling owner. These 
objectives can be divided into two categories: offensive and defensive. Offensive 
objectives are interventionist in nature. In this case study they were directed at 
changing what the minority shareholders perceived as an inefficient allocation of 
the corporate capital with the clear aim of increasing expected returns. This type 
of intendedly value-increasing objective is what the finance economics literature 
explicitly or implicitly hypothesises to be the dominant motivation behind share-
holder activism (e.g., Karpoff et al., 1996; Admati et al., 1994; Carleton et al., 
1998; Del Guercio & Hawkins, 1999; Gillian & Starks, 2000). The second, more 
defensive category of objectives concerns safeguarding against risks of expro-
priation. Information access increases minority shareholders’ ability to reveal 
expropriation, and collectively holding a corner position, i.e. holding more than 
10% of the shares, gives them an option to do something about it. Specifically, 
this level of control triggers the right to use formal minority protection measures 
as stipulated by the Swedish Companies Act. Pursuing this set of objectives is ra-
tional mainly in the absence of the exit possibility, when the vulnerability to ex-
propriation increases (cf. Williamson, 1985).  

These types of objectives were differently stressed throughout the case period. 
Whereas intervention in the strategic direction appeared as the sole objective for 
the Consilium minority, the other objectives became increasingly more important 
for the core co-operation as time progressed. During this same time, strategic di-
rection became increasingly less important for explaining the continued com-
mitment of resources towards shareholder activism. The reason for this is that 
while the Consilium minority and core co-operation were, at the outset, largely 
bent on affecting corporate policy, the perceived difference of opinion with cor-
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porate insiders regarding this declined throughout the case period. At the outset, 
the minority shareholders were calling for corporate restructuring. Up until the 
end of the case study period, one of their biggest concerns was the pace of the re-
structuring process, with the minority shareholders urging that it should be 
quicker. At the end of the observation period, the restructuring was basically 
complete. One coalition member described this and the changing character of di-
scussions with corporate insiders in the following way: 

The focusing [of the corporate structure] is something that we 
have been pushing for many years, which is [now] completed more 
or less, although some [periphery businesses] are left. … That is 
something that we have been working a lot with. But now it is, so 
to speak, results; for crying out loud, show results! JH 

The corporate insiders, conversely, argued that there had been consensus all 
along; so it was difficult to gauge whether the refocusing of the corporate struc-
ture bore any causality for the shareholder coalition. Although it may not be im-
portant for explaining the emergence and viability of the minority shareholder 
coalition, one board member explained the situation in terms of information 
asymmetries. 

Of course we listen to what they have to say and discuss their 
ideas with them, but they are obviously not as initiated in the busi-
ness as we are. We do this professionally full time, so I cannot say 
that the input from the shareholders has resulted in anything revo-
lutionary or any ‘Columbi eggs’. They share our wish to improve 
the business and they try to give us various new ideas to achieve 
this. On certain occasions they have suggested actions that we al-
ready have decided upon but that maybe not yet have been visible 
from the outside. I cannot see that any of the new strategies im-
plemented over the last years have originated from them … 
[T]hey, however, have an outside perspective on what we do, so it 
is definitely useful to talk with them, but I cannot say that they are 
behind any larger strategic changes of the business. CAR 

What, then, were the incentives for the continued input of resources into coali-
tional activities if not larger returns from intervention in the firm’s strategic di-
rection? Information acquisition was recurrently stressed by coalition members 
as one of the purposes for being active, and it seemed to become more important 
over time. Building personal relationships with corporate insiders was a means to 
achieve this end. When Vahlquist was invited to join, the relationships with sen-
ior management and the dominant shareholder were already friendly, and the 
perception of both the minority shareholders and corporate insiders was that 
there was a consensus on the direction of the company. Vahlquist described his 
experiences in the following manner: 
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They have been very open. It is not the case that we, who in rela-
tion to the Rosenblad family are minority owners, can receive any 
sensitive information or such. But beyond that, they have been very 
open and, I think, have also appreciated that there are owners be-
yond the family that have taken an active interest in the plans and 
strategy of the company and have reflected well-founded opinions 
about [these]. MV 

Meetings with corporate insiders were initially private and regarded public in-
formation. (By the end of the case study period, phone meetings open to all 
shareholders had been initiated.) There are no indications that access to insider 
information was a coalition payoff or was even a sought-after objective. Rather, 
it was the interpretation of public data that was the focus of the meetings. This 
indicates that a major objective behind the meetings was to harmonise the mod-
els of the minority shareholder group and the corporate insiders. Time was spent 
in those meetings developing even more sophisticated, firm-specific models. 
Again, it is possible to see how the process of building closer corporate relation-
ships to balance increasing exit costs serves to further increase those very costs.  

Another factor that helps to explain the continued existence of the coalition is the 
coalition’s perceived need to safeguard the invested capital. Holding a corner po-
sition can aid in this task, since it allows access to formal minority protection de-
vices. This, of course, is consistent with a more defensive orientation.  

Minority expropriation is a recurrent theme in the literature concerning corporate 
governance systems that display strong controlling shareholders and relatively 
weak minority protection (e.g., LaPorta et al., 2000; Agnblad et al., 2001; Ne-
nova, 2003; Dyck & Zingales, 2004). An international comparison shows Swe-
den to have relatively low levels of minority expropriation, even though minority 
protection is considered comparatively weak and concentration of control strong. 
Absent costs for exit, risks of expropriation are likely to be reflected in the share 
price (cf. Jensen & Meckling, 1976). If the degree of expropriation rises, there is 
always the exit mechanism. However, for a shareholder who experiences a di-
minishing opportunity set in the form of increasing exit costs, sensitivity towards 
rising levels of expropriation becomes a fact; there is no way to escape if corpo-
rate insiders begin expropriating outside shareholders. 

The case material reflects the belief among the coalition participants that control-
ling shareholders have a positive impact but, at the same time, represent a risk. 
The positive effects are associated with long-term orientation and stability in 
corporate governance. However, the risk of controlling shareholders’ neglecting 
the interests of minority shareholders was emphasised. When the core co-
operation was formed, those shareholders jointly controlled more than 10% of 
the equity (although not as large a percentage of the votes). The members of the 
core co-operation describe the position of minority shareholders without a corner 
position as vulnerable, as the well-being of those shareholders is in the hands of 
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the controlling shareholder. The following accounts by coalition participants il-
lustrate this point: 

It is always a risk, naturally, with a company that depends so 
strongly on a family owner, that [they] forget about the minority 
owners. But I do not think that in the last years, I speak now about 
the last three years, that there has been any case where one has 
had reasons to put forth any criticisms. MV 

A good controlling owner is a stabiliser in a corporation. A stable 
controlling owner that, in principle, can decide on anything at a 
general meeting can make these decisions – long-term decisions – 
that may be hard to make with many smaller owners that want 
quick results, so to speak … But at the same time, it is a bit intimi-
dating with such a strong controlling owner that can do, really, 
anything whatsoever. This is where this corner position comes in, 
… to have a small guarantee that they cannot, all in all, do what 
they want to. But, really, we smaller shareholders in a way sit in 
the lap, so to speak, of a large owner. So in one way it is a bit in-
timidating. RP 

Since the provisions in Sweden’s formal minority protection had never been used 
by the coalition members and were not intended to be used unless necessary, the 
legislation served as a last resort. For the coalition, the payoff resided not in the 
formal protective measures per se, but rather in the sense of security provided by 
the option to use them through the collective minority position. This security is a 
payoff that serves as an incentive for coalition members to continue their activi-
ties; it therefore encourages the ongoing commitment of resources to the coali-
tion. 

5.3.5 Adaptation by Means of the Core Co-operation 

The development of the Consilium coalition – from the Consilium minority to 
the core co-operation and the prolongation of this group – represents a move-
ment from an approximation of an offensive minority shareholder coalition to-
wards an approximation of a defensive minority shareholder coalition and a re-
organisation from centralisation to greater decentralisation.  In this section, this 
shift is analysed by looking at the changing incentives for supplying coalitional 
entrepreneurship and the changing coalitional organisation for catering to the 
new incentives. These changes reflect underlying shifts in opportunity sets and 
are therefore important for sustaining the viability of co-operative shareholder 
activism among the group of minority shareholders populating the core co-
operation. 

5.3.5.1 Coalitional Entrepreneurship 
As opportunity sets changed, the coalition’s objectives became increasingly as-
sociated with safeguarding against expropriation. As noted previously, safe-
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guarding is of interest only to those shareholders whose equity investment is 
characterised by a significant degree of specificity; for others, exit is the pre-
ferred choice in the event of increasing expropriation or other misalignment of 
interests with corporate insiders (cf. Williamson, 1985, 1996). Consequently, 
given the defensive objectives pursued towards the end of the observation pe-
riod, the availability of potential coalition participants, i.e. those with invest-
ments characterised by significant diminishment of opportunity sets, serves an 
important role in explaining the viability of the co-operative minority share-
holder activism at Consilium.  These were the only shareholders with economic 
incentives for supplying coalitional entrepreneurship towards safeguarding pur-
poses.  

The ideal-typical coalitional entrepreneur holds a large position relative to both 
total equity and portfolio, as this circumstance provides the strongest economic 
incentives. A large position relative to total equity can often be a less liquid posi-
tion. This was true for the large shareholders of Consilium during the case pe-
riod, since turnover of the share fell to very low levels. Largeness of the position 
relative to the portfolio creates incentives for devoting time to a specific com-
pany in the portfolio and developing sophisticated, firm-specific models to moni-
tor its activities. This, too, was the situation at Consilium, and it does not appear 
coincidental that the core co-operation consisted of the three largest sharehold-
ers, absent the controlling owner. Consilium also represented a large portion of 
their respective portfolios. In fact, the three coalition participants had the strong-
est economic incentives for forming a defensive coalition, in line with the ideal-
typical coalitional entrepreneur.  

Size of position as a proportion of portfolio and total equity was explicitly em-
phasised in the empirical material. One coalition member’s statement illustrates 
the perceived importance of position size relative to equity and to the portfolio of 
Sound Invest. 

We do not [in general] attempt to affect management and board 
members [of our portfolio companies] to a very large extent. For 
that, we are usually too small. Consilium is something of a unique 
case, since we took position somewhat too early, in retrospect. And 
then came this huge downward period and then we thought that in 
this state, when [Consilium] tended to be a larger and larger por-
tion of our portfolio, that it was important that we really ensured 
ourselves that the development [of the company] went in the right 
direction, so that we will not be sitting there with an investment 
that in a worst case scenario gradually becomes worthless. RP 

Also characteristic of the ideal-typical defensive minority shareholder coalition 
is that all members supply coalitional entrepreneurship. The costly input to the 
core co-operation during the case period consisted of time, which all members 
contributed, making the core co-operation similar to the ideal type in this respect. 
A controlling shareholder is not alone in the ability to expropriate; other share-
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holders can also attempt expropriation, which creates incentives for active par-
ticipation in the coalition to monitor other coalition participants (cf. Bennedsen 
& Wolfenzon, 2000).  

The Internet community of minority shareholders at Consilium also had a small 
effect on the coalition’s emergence in that it affected the costs of forming the 
core co-operation. It facilitated contact between the two initial members of the 
core co-operation. The other members of the Consilium minority, since their po-
sitions were much smaller, had little incentive to partake in the new coalition. 
These smaller minority shareholders, whose exit ability had not been impaired, 
would have seen little point in realising the objectives that were growing in im-
portance, e.g., a sense of security from holding a corner position or even validat-
ing interpretations of public information.  

5.3.5.2 Coalitional Organisation 
As opposed to the objectives behind the shareholder activism, the change in the 
organisation of the coalition was not gradual, but discrete. Since all members of 
the core co-operation supplied costly coalitional entrepreneurship, i.e. spent time 
on coalitional activities, the organisation of the group is closer to the decentral-
ised type, which is consistent with the ideal-typical defensive minority share-
holder coalition.  

Other attributes of the coalitional organisation also follow this pattern. For in-
stance, while the Consilium minority necessitated only one coalitional transac-
tion with every contributing shareholder, the members of the core co-operation 
made recurrent transactions in response to changes in the state of the world, e.g., 
new information. All members were involved in setting the group’s agenda at 
each change point and had the chance to voice their opinion; this represented a 
renegotiation of how the collectively controlled residual control rights were go-
ing to be used. Co-ordination of the group could thus be described in terms of 
consensus and compromise, since everyone was a part of creating the group’s 
agenda.

The structure of the coalition is similar to Williamson’s (1975/1983) peer group, 
since ties connected all members to each other. Disadvantages of this decentral-
ised type of organisation are the associated diseconomies of information sharing 
and decision making. The main advantage is the increased ability to adapt with-
out the risk of defection, because all members provide sunk costs and become 
mutually dependent for yielding payoffs. This also makes the decentralised struc-
ture less costly when the frequency of coalitional transactions is high. At Consil-
ium, as defensive-type objectives became more important and the frequency of 
transactions increased, the need for flexibility without the risk of defection arose. 
The decentralised type of organisation, it appears, became the more efficient way 
of organising the coalition. But what enabled the members to commit to co-
operation in a credible manner?  
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In the ideal-typical defensive minority shareholder coalition, commitment to co-
operation is made credible because all members bear the costs of organising the 
coalition, and these costs are sunk. In the case study, all members contributed 
their time to managing the coalition, so this aspect fits the core co-operation. 
Moreover, all shareholders facing significant exit costs have incentives to par-
ticipate in coalitional activities to monitor not only corporate insiders, but also 
peers. After all, it is not only the controlling shareholder who has the ability to 
expropriate; opportunistic minority shareholders can also form a coalition with 
the controlling shareholder to expropriate non-active shareholders (cf. Benned-
sen & Wolfenson, 2000). Therefore, defection from coalitional activities can be 
costly in terms of expropriation; and this creates incentives for peer monitoring 
and, thus, active participation. Since all members were similar to the ideal-
typical coalitional entrepreneurs of the defensive minority shareholder coalition, 
this explanation also appears to have bearing for the core co-operation. 

Adding additional members to a shareholder coalition increases the cost of oper-
ating the coalition (Leech, 1987a), especially a decentralised type of coalition 
(Williamson, 1975/1983). Since the controlling shareholder in the case study 
held a majority of votes, a coalition could never be large enough to fully control 
Consilium. The size of the collectively held position was such that it allowed ac-
cess to minority protection devices; this was the best that could be achieved. 
When the core co-operation only had two members, maintaining such size was 
contingent on the continued participation of both members. In contrast, when the 
membership was extended to three, any two of the members could sustain a cor-
ner position. For the new member, the coalition offered attractive benefits for 
participation.  

When they rang me, it was before one of these meetings, and they 
asked if I wanted to participate, and I wanted to. … It was reward-
ing to share their assessments [on company-related issues]. It was 
important as a supplement to the information given by the man-
agement of Consilium, to get two other actively interested owners’ 
assessments of everything. MV 

What made the original two members incur these extra costs? The case narrative 
suggests that certain benefits, e.g., the position of the minority shareholders in 
corporate relationships, were advanced because of this new member. However, 
the extended membership base also allowed for a stronger commitment to co-
operation by all members. Since only two of the three members were needed to 
uphold a corner position, the possibility to retaliate for potential opportunistic 
behaviour by exclusion was introduced. All faced significant costs for exit and 
the accompanying risks of being expropriated, so exclusion would have been 
costly. 

A parallel can be drawn to the network within which the largest institutional in-
vestors in Sweden are organised. As described by Bengtsson (2005), valuable in-
formation and access to decision making is contingent on membership in this 
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network. Mechanisms of exclusion provide disincentives for opportunistic be-
haviour within this setting. In the core co-operation, extra costs were borne in 
order to strengthen the commitment mechanism of the decentralised coalition 
and allow for a stronger commitment to co-operation.  

5.3.6 Corporate Relationships Pursued by the Core Co-

operation

As the study period progressed, corporate relationships of the core co-operation 
became more and more bilateral, demonstrating movement towards the ideal-
typical defensive minority shareholder coalition. The seeds of bilateralisation 
were sown during the Consilium minority period, but they grew primarily as a 
result of the formation of the core co-operation. As indicated above, towards the 
end of the study period, bilateral corporate relationships showed up as a coali-
tional objective, supporting the overriding defensive objectives. The realisation 
of bilateral relationships is a major factor in explaining the viability of the coali-
tion; it had a value for the participants.  

The decreasing importance of active intervention in the corporation’s strategic 
development throughout the case study period is reflected in the corporate rela-
tionships. In the beginning, coalition members followed a more interventionist 
strategy in their relationships with corporate representatives; but the strategy 
gradually became one more of monitoring. To illustrate, the objective of pushing 
for corporate restructuring became less important, and information acquisition 
and a sense of security from holding a corner position instead appeared to pro-
vide the requisite coalitional payoff. This, of course, is indicative of a shift to bi-
lateral corporate relationships  

The essence of bilateral corporate relations is that the coalition functions as a 
safeguard of the invested capital. The shift towards a monitoring role, with the 
option to exercise force by means of minority protection devices, is indicative of 
a move towards just this. It becomes intelligible against the background of the 
changes in the opportunity sets confronting the coalition members. The sought-
after changes in the firm’s strategic direction had been realised, but at the same 
time the coalition members’ exposure to company-specific risks of expropriation 
had increased. It was natural that a larger concern for the investment would result 
even though corporate activities appeared to be moving in the desired direction. 

Two factors stand out as significant in shaping the corporate relationships and, 
consequently, aspects of the coalitional payoffs in the case: the value of the cor-
ner position; and the accumulation of investments in sophisticated, firm-specific 
models leading to a gradual increase in respect for the shareholder group. The 
former can be attributed largely to potential adverse spillovers from interactions 
between minority shareholders and corporate insiders on other valuable transac-
tions undertaken by corporate insiders. The latter enables more capable monitor-
ing and serves as a signal of competence; it also represents a source of diminish-
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ing opportunity sets. The following account by a coalition participant illustrates 
the significance of these two factors in shaping corporate relationships: 

Well, initially they were keen on showing [us] that they took us se-
riously and that they had read this letter. Of course, we have not 
been given this [present] position instantly, so to speak. It has 
been stair climbing. Initially, well, they were keen on showing [us] 
that they had read the letter and that they had listened to us, but it 
did not really have any effect on what they did, but it was more like 
we moved our position forward subsequently, in particular when 
Jörgen Hallberg entered the picture and we got our corner [posi-
tion]. Then there was a noticeable change in attitude [by corpo-
rate insiders], it really was. But if it was specifically because we 
got this corner position or if it was because we had built up a rela-
tionship during this time, [which] is constantly developed, [I can-
not tell]. Probably both. Chicken and the egg, so to speak, but 
probably a combination of them both. RP 

Holding a corner position gives access to formal minority protection devices. 
However, unless the controlling shareholder is doing something formally ille-
gitimate, this is of little help. At Consilium, the controlling shareholder held an 
absolute majority of the votes. In fact, both the general assembly and the board 
of directors were, formally, under the full control of the controlling shareholder. 
Entrenchment was total. What the case study shows, however, is that holding a 
corner position is valued because it brings a sense of security. The question is, 
then, from where does this value stem when the controlling shareholder holds an 
absolute majority?  

The value derives not from the formal means to which it gives access. Rather, it 
is better understood within the context of an important theme pervading the case 
material: namely, the way in which concern for reputation shaped the actions of 
the controlling shareholder. This relates to what Agnblad et al. (2001) choose to 
call ‘social control’. They argue that strong social control is an important factor 
in explaining the seemingly low level of systematic minority expropriation that, 
despite weak minority protection, characterises Sweden, running counter to the 
core of the findings of LaPorta et al. (1997, 1998, 1999). The notion of reputa-
tion as a valuable good would indeed explain the approach taken by the minority 
shareholder coalition in the Consilium case as well as the responses this ap-
proach evoked from corporate insiders. The following accounts by the control-
ling owner shed light both on the normative pressures and on the importance of 
reputation: 

You have responsibility for the other (minority) owners of the cor-
poration. You have, of course, responsibility for the employees. 
There are many individuals who are dependent on a corporation. 
It is not a joke; it is serious business with the company; it has to be 
well tended to. One has to follow rules and one has to be a good 
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citizen in general. Unfortunately not all corporate managements 
or main owners think in this way. I believe, you see, that in the 
long run it is actually profitable to be honest, and even if that were 
not the case, there is no other alternative.  
DO YOU EXPERIENCE THAT THIS IS SOMETHING THAT IS 
PROJECTED ON YOU AS A MAIN OWNER? Yes, definitely. You 
know, if you are [the] founder and you go out and speak for your 
company and then people venture money on it, then you have a re-
sponsibility for them, those who have been investing in the com-
pany and believe in it. You have to live up to that. CR 

One could say that the institutional investors have responsibility 
towards their shareholders, to enlarge the capital. It is their re-
sponsibility. How they, then, enlarge the capital, as long as it is 
legal, the investors probably do not give a damn. The private in-
vestor does not have responsibility for anyone but himself. As for 
the responsibility towards the employees, the society, the long-
term view and so on, it is self-evident that the founder or control-
ling owner has to carry that. … If you are not perceived as taking 
that type of responsibility, then you are dead in the long run. Who 
will then invest in you and who will believe in you and so on? One 
must be perceived as a responsible owner. CR 

The minority shareholders gave similar statements from their own perspectives 
regarding expectations placed on controlling shareholders. All agreed that major 
responsibilities are attached to being the largest shareholder of a corporation. 
These responsibilities are not only serving the minority shareholders, but also 
other stakeholders. The following accounts are illustrative: 

On one hand, one [controlling shareholder] has to be in the daily 
[operations] a constant sounding board for the management and 
both discipline the executive management and support them when 
needed … There are many situations where it is important that it is 
the owner that guarantees something … because it shows an even 
stronger [commitment to] a long-term orientation … than if it is a 
CEO, albeit a strong one, who always can be replaced, [with 
whom one deals].  … Financing is an obviously important thing 
here. There, the confidence of the market is dependent on the be-
haviour of the owners. MV 

One [controlling shareholder] should definitely [take on a board 
position] when one sees that something is the matter. Then one has 
to take one’s responsibility and take on a board position, if noth-
ing else. Sure, one does not have to be a board member if one has 
a board that works one hundred percent; there is no reason why 
one should take on a [board] position simply because one is 
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owner. But in the event that things do not turn out as they should, 
then one really has to take one’s responsibility, I think. JH 

Clearly, the interviewees seemed to expect the controlling shareholder to assume 
a type of responsibility that does not apply to other shareholders. Moreover, the 
fulfilment of this appears to constitute the makings of a valuable reputation. Par-
allels can perhaps be drawn to the construct of the entrepreneur of the classical 
firm (Fama, 1980) or the classical industrialists, which, in Berle & Means’ 
(1932/1991) and Veblen’s (1923/1996) characterisations, had seemingly van-
ished or were about to vanish. These individuals were expected to take responsi-
bility as owners over their property (Collin, 1990), which implies taking charge 
over activities such as the hiring and firing of management teams.  

In a situation where minority protection is relatively weak (cf. La Porta et al., 
1997), few potential control mechanisms other than the value of personal reputa-
tion exist to control large shareholders. Gomes (2000), for example, argues that 
being reputable as a controlling shareholder gives access to less costly equity fi-
nancing. To persuade minority shareholders place their money in the hands of 
controlling shareholders, some type of bonding mechanism is needed, and repu-
tation may be one. If caring for the firm to the benefit of free-riding shareholders 
is rewarded with a valuable reputation, then the corporate relationships of the 
core co-operation largely make sense. To demand, for example, that a minority 
auditor be appointed has no effect if the controlling shareholder has done nothing 
illegitimate. If the demand is made public by means the media, however, a valu-
able reputation could be damaged.  Thus, the threat of media involvement is 
likely to be an efficient strategy for realising objectives in the short run.  

You know yourself what rights minority shareholders have accord-
ing to the Swedish Companies Act and these are not very powerful, 
really. It is to stop an acquisition through a corner [position] that 
one is somewhat powerful, however. Then there is nonsense. Ap-
pointing a minority auditor – so what? I mean there is nothing. It 
is media, in that case. That is the chance you have. JH 

The media were, however, used only at the public announcement of the corner 
position; they were not used as a tool for levering the bargaining position of the 
minority shareholders in the Consilium case study. Why not?  

Relationships between corporate insiders and the coalition participants were ne-
ver particularly hostile; they were intendedly and de facto long term in nature. In 
fact, the development of personal relationships with corporate insiders was a 
coalitional payoff in its own regard, a means for realising the monitoring-
oriented objectives of the coalition. The members of the coalition had invested in 
firm-specific models specifically to achieve these personal relationships. Thus, 
the emerging bilateral corporate relations were of economic value and could not 
be jeopardised. This behaviour is also consistent with the slow and gradual ad-
vancement of the coalition members’ position in corporate relationships. An ag-
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gressive or hostile attempt at major advancements towards a position of influ-
ence might well have jeopardised access to corporate insiders and moved corpo-
rate relationships away from the bilateral form. This would have been a detri-
ment to the group’s ability to monitor efficiently.  

That corporate insiders see value in a reputation of catering to the interests of 
outside shareholders would explain this. That reputation might be jeopardised by 
public display of action that runs counter to the interests of the firm’s outside 
stakeholders. And precisely because insiders ascribe value to their reputation, 
holding a corner position is attractive to a coalition. It is a means for attracting 
media notice, which could be costly for a controlling shareholder in terms of 
reputation. So even though this means was not used in the Consilium case, it be-
came a valuable option in the event that some type of expropriation was found.  

The controlling shareholder’s concerns for reputation tips the relationship be-
tween these two groups to the minority shareholders’ advantage, even though 
minority shareholders, de jure, are essentially powerless when compared to a 
controlling shareholder with an absolute majority. On the other hand, for minor-
ity shareholders to remain efficient monitors, aggressive means of bargaining are 
discouraged in bilateral relationships. Consilium’s minority shareholders could 
not have used the media as an instrument for strengthening their position without 
significant cost. Using this means might have advanced their position in the short 
term, but in the long run it might have barred their open access to corporate in-
siders wanting to minimise further damage to their reputation.  

Viewed in this way, the corner position provides an option to intervene in the 
event that expropriation by the controlling shareholder is discovered. To discover 
expropriation that corporate insiders attempt hide, close monitoring is required 
and substantially facilitated by the development of sophisticated, firm-specific 
models. Minority shareholders may be able to access a great deal of data about 
the firm, but a sophisticated interpretation of these data requires a firm-specific 
model.  Hence, an investment in firm-specific models is necessary if corporate 
activities are to be effectively monitored and assessed. Effectiveness as a bilat-
eral governance mechanism – this is the function of a coalition in bilateral corpo-
rate relationships – is ultimately contingent on such investment. However, be-
cause the investment is so specific in nature, it increases the incentives to pursue 
bilateralisation. In this way, it creates a lock-in effect, which infuses the con-
tinuation of the relationship to corporate insiders with even more value.  

Meetings were the prime arena for interaction between the shareholder group and 
corporate insiders of Consilium. These meetings served two functions. The first 
was to create in the shareholders a sense of security stemming from being able to 
confirm their views about the corporation. In other words, the meetings provided 
feedback on the conclusions reached by the shareholders based on the models 
that had been developed. This allowed the models to be further refined. The sec-
ond function of the meetings indicated by the case material was to signal to cor-
porate insiders that these sophisticated, firm-specific models were at hand. This 
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essentially said to corporate insiders that the minority shareholder coalition was a 
competent monitor. This competence, plus the knowledge that the minority 
shareholder coalition collectively held a corner position, i.e. an option to hurt the 
insiders’ valued reputation, created strong disincentives for expropriation. These 
two functions are acknowledged in the following remarks by a board member 
when asked if it is hard to determine what counts as insider-information: 

We do not give them any new information. We talk about the busi-
ness based on already released information, just like we do when 
we make general investor presentations. Obviously it is always in-
teresting to talk to the management about a report. Holding these 
open hearings and enabling participation by phone have [had] the 
effect of opening them also for the smaller shareholders. For the 
minority group these meetings have also been a question of show-
ing their involvement and interest in the company. They are tre-
mendously knowledgeable and well versed in the company. [How-
ever], I do not believe they really get something [out of it]; it is 
probably more psychological than anything [else] to be able to 
talk about [reports] afterwards. CAR 

The quotation also hints at a third potential function of the meetings. In equity 
market psychology, it is often argued that more information leads to more confi-
dence in decisions, and investors, furthermore, have a tendency to seek informa-
tion that confirms their particular world view (Wärneryd, 2001). While this latter 
tendency may have had some bearing, the desire to lessen the perceived uncer-
tainty regarding the interpretation of public information clearly provided incen-
tives for the coalition members to pursue activism. A degree of soft information 
(Black & Coffee, 1994) can be captured by this means.  

5.4 Summary and Conclusions 

This analysis of the Consilium case study shows that the Consilium minority lar-
gely approximated the ideal-typical offensive minority shareholder coalition. The 
core co-operation, on the other hand, moved gradually closer to approximating 
the defensive minority shareholder coalition. The analysis also reveals how the 
mechanisms described in abstract terms by the ideal types can concretely mani-
fest themselves empirically.  

The Consilium minority formed with the intent of showing corporate insiders 
how performance could be increased by focusing the corporate structure. The 
perception of this opportunity for bettering performance served to expand the 
opportunity set for the minority shareholders, and the coalition emerged as an 
adaptation to the new circumstances. The coalition was organised by a few sha-
reholders who circulated a letter to be signed; the coalition can therefore be de-
scribed as a concrete manifestation of a centralised coalition. The letter repre-
sented a formal contract regulating the purposes for which the coalitional entre-
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preneurs could use the residual control rights placed at their disposal. Their dis-
cretion became constrained as a result, and opportunism was thereby controlled. 

The core co-operation gradually came to pursue mainly information gathering 
and processing and to value collectively holding a corner position. This hap-
pened against a background of falling share turnover and, thus, declining liquid-
ity, and at a time when the participating minority shareholders were spending 
time learning about the firm, i.e. investing in sophisticated, firm-specific models. 
These two events combined to create a diminishment of the opportunity sets of 
the shareholders of the core co-operation and subsequently changed the character 
of corporate relationships by inducing a different type of adaptation.  

The pursuit of information gathering and processing and the collective posses-
sion of a corner position represented, respectively, a monitoring of corporate ac-
tivities and an option to intervene in the event that expropriation by the control-
ling shareholder was discovered. Meetings with corporate insiders both helped 
refine the firm-specific models and signalled the coalition members’ competence 
in monitoring the actions of corporate insiders, thereby increasing the probability 
– at least in the minds of the insiders – that opportunistic acts would be discov-
ered. These factors shaped the corporate relationships, giving rise to a concrete 
manifestation of reactive bilateral corporate relationships. Instead of one mem-
ber, all members of the coalition participated in shaping the group’s purposes 
through their involvement in setting the agendas used to steer the meetings with 
corporate insiders.

The core co-operation can be described as a concrete manifestation of a decen-
tralised coalition. Common participation allowed for peer monitoring, discourag-
ing potential expropriation by the formation of a coalition with corporate insid-
ers. It also created shared disincentives to defect, because these participation 
costs were sunk. The group was also slightly larger than necessary, meaning that 
it bore some extra cost but was, as a result, able to exclude opportunistic mem-
bers. This strengthened the members’ commitment to co-operation. 

A number of divergences from the ideal types were identified in the case mate-
rial. (These will be further examined in chapter 8, which looks at cross-case dif-
ferences in how the studied coalitions diverge from the ideal types.) Pre-existing 
relationships among minority shareholders affected the formation of the Consil-
ium minority. The pre-existence of an information exchange network helped lo-
wer the costs borne by the two coalitional entrepreneurs on at least two fronts: 
finding members to join the coalition, and building consensus on what needed to 
be done at Consilium. The network made contacting potential members quick 
and easy, and the previous exchanges of information and shared interpretations 
of data facilitated the securing of a consensus. This latter effect was especially 
important, as the costs associated with reaching consensus, costs consisting lar-
gely of time spent convincing potential members and which otherwise might 
have had to be borne by the coalitional entrepreneur, could be shared among 
network members.   
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The other set of significant divergences from the ideal types pertains to the con-
trolling shareholder. These divergences can be explained by this shareholder’s 
concerns for personal reputation. More specifically, if one assumes that the con-
trolling shareholder was seeking a reputation for acting in the interests of minor-
ity shareholders (and, perhaps, other stakeholders as well), the identified diver-
gences are largely intelligible. The minority shareholders gained a stronger bar-
gaining position than would have been the case had this kind of consideration not 
been at hand. Because of reputation concerns, insignificant formal minority pro-
tection devices, accessible when collectively controlling 10% of the equity, gai-
ned significance; these could be used for attracting attention that might harm the 
controlling shareholder’s reputation. However, because corporate relationships 
approximated the bilateral type, they could not be used regularly since they 
might have damaged relationships with corporate insiders. Nonetheless, they 
served as an intervention option if needed, operating as a control on opportunis-
tic tendencies of expropriation by corporate insiders. 
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6. Case Study 2: Pricer

6.1 Background 

The company central to this case study is Pricer, which produces electronic price 
displays and information systems for retailers. The main product of the company 
is a system for digital shelf labels. In this system, the shelf labels are intercon-
nected with the cash registers and a central terminal, so prices can be changed 
and the changes automatically transmitted to the shelf price labels and the cash 
registers. Pricer was listed on the O list of the SSE in 1996. Some basic data re-
garding Pricer are presented in Table 6.1. 

1999 2000 2001 2002 2003 

Total net revenue, SEK million 309.3 82.9 36.4 73.9 62 

Income before financial items, SEK million 209.4 318.5 85.7 44.9 54.9

Income before taxes, SEK million 238.5 307.8 44.5 46.5 56.6

Number of employees (31/12) 223 46 43 32 51 
Turnover rate, B shares (%) 80 186 62 36 56 
Table 6.1. Basic data regarding Pricer. Source: Annual reports, SSE. 

Up to the end of the case study period, Pricer has never made a profit or had a 
positive cash flow from its operational activities. For that reason, the corporation 
had floated seven new share issues at the time of the interviews, in 1995, 1996, 
1997, 1999 (2 issues), 2002, and 2003. The primary case study period extended 
from late 2000 to early 2001 when the minority shareholder coalition that is the 
primary object of the case study emerged and declined. Expectations of the cor-
poration were very high when it was listed on the SSE, and its product was de-
scribed as a likely success. Since then, however, the share price has sharply de-
clined, as can be seen in Figure 6.1. Expectations of the firm are, however, still 
very high among certain investors, and its shares are often described in the busi-
ness press as a favourite of private investors with relatively small positions.  
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Figure 6.1. Daily price of Pricer share. Source: Reuters EcoWin.  

6.1.1 Ownership in Pricer 

Ownership in Pricer is relatively dispersed by Swedish standards. When the mi-
nority shareholder coalition that is the object of this case study emerged in late 
2000, no shareholder held over 10% of the voting rights. However, the largest 
single owner, the Salvatore Grimaldi Industrial Group with its owner Grimaldi, 
largely controlled the corporation by holding a position on the board of directors. 
Moreover, the then chair, Göran Lindén, was associated with the Grimaldi Indus-
trial Group by also serving on other boards in the group. Salvatore Grimaldi be-
came chair of the board in 2002, at which time he also increased his equity posi-
tion in the company. The ten largest owners of Pricer over the case study period 
are presented in Table 6.2.  

Year/Owner Equity Ownership Voting Rights

2000-12-31
Salvatore Grimaldi Industrial Group 5.8 9 

Egeria BV 7.6 7.4 

Erik Danielsson and associated companies 4.3 4.1 

Tedde Jeansson Jr. and associated company 2.2 2.3 

Christiania Bank och Kreditkasse 2.1 2.2 

Sven-Åke Persson 1.2 1.1 

Per Andersson 0.8 0.7 

Tobaks-Låven KB 0.8 0.7 

Staffan Andersson and company  0.5 0.5 

Peter Skullman 0.5 0.5 

2001-12-31
Salvatore Grimaldi Industrial Group 5.8 9 

Egeria BV 7.6 7.4 

Erik Danielsson and associated companies 4.1 3.9 
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Tobaks-Låven KB 2.5 2.4 

Es-Wani Prospektering (Orvelin Group) 1.3 1.2 

Sven-Åke Persson 1.2 1.2 

Purpose AB (Tedde Jeansson Jr.) 1.1 1 

Per Voldberg 1 1 

Per Andersson 0.9 0.9 

Jonny Steen 0.6 0.6 

2002-12-31
Salvatore Grimaldi Industrial Group 13.4 15.5 

Egeria BV 5.5 5.3 

Erik Danielsson and associated companies 2.8 2.7 

SEB 2.6 2.6 

Tedde Jeansson Jr. and associated company 1.8 1.8 

Tobaks-Låven KB 1.8 1.7 

Es-Wani Prospektering (Orvelin Group) 1.3 1.2 

Ulf Barkman 0.8 0.8 

JP Nordiska 0.8 0.8 

Tedde Jeansson Sr. 0.7 0.7 
Table 6.2. The ten largest shareholders of Pricer, 2000 2002. Source: Data from Sundin 
& Sundqvist (2001-2002) and Fristedt et al. (2003). 

Sven-Åke Persson was a leading figure in the coalition that emerged, whereas 
the other leading figure – Pekka Wiena – was not among the ten largest share-
holders throughout the period. Other coalition members mentioned in the case 
study, who are included in the ten largest shareholders, are Jonny Steen and the 
Orvelin group. 

6.1.2 Profile of the Coalition Participants 

The minority shareholder coalition consisted of a large number (over 50) of mi-
nority shareholders. Two of them, Wiena and Persson, were the most active, 
forming and leading the coalition; the remaining shareholders associated with the 
coalition were mostly passive, aside from making their shares available to the 
coalition’s collective position. The profile of the coalition presented here mainly 
refers to Wiena and Persson, two proxy issuers interviewed (Möller and Steen), 
and one additional shareholder (Palm). At the time of the coalition, Palm worked 
at a broker’s office where many of the coalition participants met and did their 
trading. Later on he represented the Orvelin Group, a major shareholder of Pri-
cer, where he worked as CEO after the broker’s office closed. An index of the 
case study interviews is included in Appendix C, which also lists the directly ci-
ted press material. 

Interviews with the coalition participants indicate that they were genuinely inter-
ested in equity investment. They all had alternative careers, so none was a pro-
fessional full-time equity investor. Most of them appeared to be pronounced risk-
takers. At the time the coalition was formed, there was a broker’s office in 
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Strömstad, the town where the coalition was initiated and where many coalition 
participants lived. This office served as a meeting place for many people inter-
ested in equity investment and trading. One of the coalition participants de-
scribes it as follows: 

We used to sit there at the Spectra office [i.e. the brokerage], and 
we used to sit around and watch how the markets were developing. 
Then we would meet and start talking about this and that. There 
were many investments we talked about  and this was in the days 
before the market plummeted. So we took positions in a little of 
everything. Some of us took positions in some high-risk shares. JS 

This was the office where Palm was working at the time of the coalition. The 
shareholders generally pursued a strategy of holding fairly concentrated portfo-
lios, in line with their risk-taking profiles, attempting to pick equities with large 
expected returns. The time horizon for investments varied: some of the share-
holders invested for the long term, whereas others devoted parts of their portfo-
lios to speculating on short-term price fluctuations. None of the minority share-
holders had ever taken an activist shareholder role in any other corporation, aside 
from, for example, phoning and asking the CEO questions before making in-
vestments. One leading figure in the coalition explicitly refers to equity invest-
ment as a sport: 

I think that … finding a company of which all the experts says 
‘sell’, and you do the opposite, I think that this is sort of amusing. 
Above all, it is a comfort for me that there are opportunities in the 
world, that not everything is laid out beforehand. That if you come 
from a working-class home, you end up in a factory and you can-
not do anything else because others know better [than you]  they 
have worked with money, he has worked at a bank, he is highly 
skilled. I think it is amusing to see that there are opportunities in 
the most clinical of all free-of-work moneymaking activities  that 
is, the trading and analysis of securities. PW 

Corporate insiders also acknowledge the risky nature of Pricer shares; one board 
member explicitly referred to Pricer shares as a gamble: 

I have said a few times that investment in Pricer is a bit of a lottery 
ticket  either it is not worth anything or it is probably worth more 
than it trades for. GL 

The emerging picture of these coalition shareholders as pronounced risk-takers is 
reinforced by many accounts of heavy losses stemming from holding leveraged 
portfolios during aftermath of the 1999 2000 bull market and other high-risk 
ventures.   
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6.2 Case Narrative 

Pricer shares were popular in a circle of investors, largely interested in equities, 
on the west coast of Sweden. The coalition of minority shareholders of Pricer 
emerged in late 2000 and was in operation for under a year. In its lifetime, it re-
ceived attention from the press, which was a conscious strategy from one of its 
leading figures. The primary objective of the coalition was to have the CEO of 
the corporation replaced; after that occurred (whether or not the coalition was the 
cause), and because of the exit of one of its leading figures, the minority share-
holder coalition ceased to exist in the form it then had. Some minority share-
holders continued to be active after the coalition declined, but the activism was 
then of a different character. 

6.2.1 Prelude 

Pricer has received a lot of attention in the press since its listing on the SSE. Dur-
ing the case study period, a significant proportion of the corporation was concen-
trated in the town of Strömstad (population approximately 11 000). In this town, 
there were several meeting places for people interested in equity investment, 
places where Pricer was discussed. As one shareholder recalls:  

We were a group interested in equity trading, and Spectra [i.e. a 
brokerage] had an office here in Strömstad where we used to meet 
a few times a week and talk about various things, among others, 
Pricer. It was in that way that I stumbled on and became interested 
in the company. JS 

There were various reasons why Pricer was discussed, including that Pricer sys-
tems had been installed in several nearby shops. One important reason, more-
over, was the analytical work performed by the then journalist Wiena, a leading 
figure in the future coalition. He had thoroughly analysed Pricer, using public 
data and contacts with corporation employees, and had concluded that the shares 
were undervalued. As he describes, others were also very interested in his analy-
sis:

I was working for myself, but using journalistic working methods I 
tried to find undervalued publicly traded corporations. I primarily 
invested for myself, but then there were people around me who 
trusted me, or who wanted to make use of the information I had 
assembled for myself. … Some asked me what I invested in, with 
the purpose of investing in it themselves, because they knew I was 
well informed. PW 

Investment in Pricer by people from Strömstad snowballed after Wiena’s analy-
sis became known, as more people, many with very good track records, invested; 
this led to further investment and so on. As described by another Pricer share-
holder: 
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There were many who bought [equity] then and took positions. By 
then I was fairly successful in my share investments. It was in 2000 
and it [i.e. the market] accelerated, so there were some who lis-
tened to what I said. It was a lot like that, but on the other hand 
everyone had to make their own decisions. It was like this that we 
were a group, we had a broker’s office here in Strömstad by then, 
[and] there were a lot [of people] who traded shares and it went 
very well so then one trailed one another. SP 

Given the risk profile of the shares, optimism may be inferred as a general qual-
ity of Pricer shareholders. In Strömstad in 2000, optimism regarding Pricer was 
very great indeed. One contributing factor was that Wiena, based on his analysis, 
was very optimistic about the shares and served as a convincing salesman for 
them. Institutional investors seemed to be somewhat sceptical about the corpora-
tion, in view of their relative absence from the list of largest shareholders, nor 
were banks very keen on recommending the shares. One Pricer shareholder, who 
worked at the stock broker’s office that was among the most frequent meeting 
places of local equity investors, and who had previously worked at a bank, de-
scribes how Wiena’s analysis changed his opinion of Pricer. This analysis con-
tributed to the concentration of Pricer ownership among his clients: 

Among certain people in Strömstad, there was great interest in 
Pricer and strong faith in Pricer. They then marketed the share 
very efficiently and with great success here in town, to everyone 
from the very wealthy to, perhaps, people with somewhat more 
normal wealth. [Altogether], I had among my clients’ [holdings] 
equivalent to … somewhere between … 8 and 9[%] of the owner-
ship, or voting rights, of the corporation. UP 

A group of shareholders from Strömstad decided to travel to Pricer’s main office 
in late summer, 2000, to receive a corporate presentation and meet the manage-
ment. The meeting, however, proved to be a disappointment for the participating 
minority shareholders. In particular the CEO at the time did not impress the 
group of shareholders; they directly attributed Pricer’s main problem, lack of sa-
les, to corporate management in general, and to the CEO in particular. Two of 
the participating shareholders recall the reaction among the group to this meeting 
and how this led them to make a drastic decision: 

[My] first impression was that these were definitely not the right 
people to run a company at all, of any type or any size. They did 
not look to me like, or did not give the impression of being, people 
that should manage [anything], least of all a publicly traded cor-
poration. PW 

We were there to obtain some information about the corporation 
and how things were developing on the market and so on. It was 



167

then that we came to realise that she was not the right person to 
run the company, since she contradicted herself. And it was sort of 
aggravating, somewhat embarrassing really. So, I guess it was 
then that we decided we had to do something about this, after we 
had gone to this meeting. Then we assembled this group [of peo-
ple] that we knew owned shares. SP   

The basic objection to the CEO and some of the board members, according to the 
coalition members, concerned their skill and suitability for their positions, rather 
than any impression that they were intentionally attempting to harm the share-
holders. However, rumours about the alleged intentional harming of minority 
shareholders did surface in the press later on (more on this below). As indicated 
by the above quotations, the idea of forming a coalition to attempt to have the 
management and some board members replaced arose from that meeting; back in 
Strömstad, the effort began. 

6.2.2 The Formation and Announcement of the Strömstad 

Group

Two shareholders, Wiena and Persson, initiated the formation of a group and 
took charge of the process. The idea was to become the largest collective share-
holder of the corporation, and they attempted to accomplish this by bringing to-
gether the largest shareholders. At first, those living nearby who were personal 
acquaintances banded together; later on, some institutional investors from Nor-
way and private investors from other parts of Sweden also joined the group. One 
of the initiators describes the process of forming the group as follows: 

We ordered a printout from the ownership records, and then 
started to phone all those that were shareholders to check whether 
they even understood why they had bought Pricer shares and, 
above all, to check whether they were happy with their invest-
ments. It was very simple to identify the large shareholders logi-
cally, to contact them … and have them join us. What choice did 
they have? To lose their savings or to try to find someone to sort 
this out? It was really simple to have everyone join us. PW 

What the coalition initiators sought were formal proxy statements. Wiena and 
Persson had a clear and simple diagnosis of what was causing Pricer’s poor sales 
and a prescription for what to do about it, and they encountered no difficulties in 
getting other minority shareholders to issue proxy statements. It may have helped 
build coalition membership that both Persson and Wiena were convincing and 
were considered very knowledgeable regarding the affairs of Pricer by their 
peers. There was no real discussion of whether or not their analysis of the prob-
lem was correct, and shareholders simply issued proxy statements without any 
particular conditions attached. This is illustrated by the following quotations 
from a coalition initiator and a proxy issuer, respectively: 
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The premise of forming the consortium was our belief about re-
placing the management, which everyone agreed with. … Our 
analysis of the problem was so naively simple and appealing that it 
did not cause any problems or [provoke] counter demands from 
the members of the consortium, but we were given proxy state-
ments without discussion. PW 

No, really, it was nothing that appealed to me, since I like to han-
dle my equity investments all by myself, according to my own be-
liefs. But, I mean, when you are sitting in this boat and someone 
takes action, presumably in the right direction, it is a positive 
thing. Had these shares skyrocketed, as I’d naturally hoped, I 
would never have become involved in this consortium. It was more 
as a measure to influence, to some extent, so that things would de-
velop in the right direction. I know one thing and another about 
business management, since I have worked as an adviser to busi-
nesses for 20 years or so. So, it sounded reasonable. BM 

Formal proxy statements were issued so that the group could later be formally 
recognised as a consortium by a notary public, which it was. The initiators rea-
soned that this would allow them to leverage their bargaining position, giving 
them access to the controlling owner who was a member of the board. Further-
more, they argued, it would give them the moral, although not necessarily the 
formal, right to ask for the appointment of a board member to represent them, as 
these quotations illustrate:  

We knew that we had a lot of shares, so we arranged proxy state-
ments to show [the main owner] before the general meeting that a 
lot of people were behind us. We went to a notary public to regis-
ter this. In this way we made them listen, and we arranged a meet-
ing in Stockholm. We knew that there were many of us, and in 
those days the corporation had only 200 million shares. SP 

Well, because we had a stronger reason for saying that we were 
the largest shareholder. They [i.e. Pricer’s board and main 
owner] have to respect anyone who is the largest shareholder of a 
corporation. It is naturally something one has to take seriously, if 
one has opinions and requests, especially regarding a board posi-
tion. That was what it was all about  that naturally we, as the 
representative of the largest shareholder, should be granted a seat 
on the board. PW 

Though the group did contact the main owner by phone while assembling itself, 
it had little success realising its intentions. Following this, the group’s intentions 
regarding Pricer were first publicly disclosed in an article in Sweden’s largest 
daily business newspaper (DI001025), suggestively entitled ‘They plan a coup in 
Pricer’. After this, the coalition became known as the ‘Strömstad group’ or the 
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‘Strömstad consortium’ in the press. Wiena had arranged for this publicity by 
initiating contacts with a number of journalists; he was interviewed in the article, 
voicing the group’s dissatisfaction with the board of directors. In the article, the 
group announced that they wanted to enlarge the board and remove some of the 
members, including the chair, and that they would demand an extraordinary gen-
eral meeting if they had to. They also announced that they were ready with one 
candidate for the board, an acquaintance of Persson’s who worked in another 
SSE-listed company. By this time, the group consisted of just over 15 members, 
of which three were Norwegian funds and the others private investors, and the 
group collectively held the largest individual position in the corporation. The 
board of directors did not receive the media attention very happily, rather wish-
ing to keep the contacts private. The board also felt that the press coverage may 
have exaggerated the hostility of the situation, as described by the then chair of 
the board: 

Well, of course, it was not unambiguously positive, since much of 
this press attention … was based on the proposition that there was 
some sort of power struggle in Pricer, which we did not recognise. 
GL

Nevertheless, this chain of events led to a series of meetings being set up be-
tween the Strömstad group and Pricer’s controlling owner. 

6.2.3 The Activities of the Strömstad Group 

The two founding members of the Strömstad group – Wiena and Persson – un-
dertook a number of meetings with Pricer representatives. These two spoke for 
the group at these meetings, the other members mostly remaining passive beyond 
placing their shares at the coalition’s disposal by means of proxy statements. It 
was at Wiena and Persson’s discretion to use the collective position to realise the 
group’s objectives. Wiena generally sought to take a much more aggressive ap-
proach to realising the objectives; he involved the media, generally regarding the 
course of events as a struggle and himself as the ‘bad cop’ acting for the sake of 
others. In contrast, Persson regarded the course of events as more or less peace-
ful discussions; consistent with this he stood for a more cautious approach not 
necessarily involving the media, at least not to the great extent it had been used. 
This contrast is illustrated by the following quotations from the two initiators of 
the coalition, Wiena and Persson, respectively: 

Yes, the ‘good cop bad cop’ psychology. To get through [to the 
main owner], we felt that someone had to dare to make a confron-
tation. No one wanted to do that, because no one wanted to give 
up, afterwards, all the ways to access [the controlling share-
holder]  one person wanted to sell him something and someone 
else wanted money. I felt then that I had to do it, because I felt that 
I did not care about him or any of the others. I am cheap to run 
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and I survive on [SEK] 15.000 a month; my pleasures cost noth-
ing. PW 

No one else got involved as much as we did [i.e. Wiena and Pers-
son]. Then things went adrift. I thought that we could move for-
ward in a more cautious manner, while he [Wiena] went to the pa-
pers and all that. SP 

It is difficult, if not impossible, to say with certainty whether this confrontational 
stance and the perceived hostility between Wiena and the controlling shareholder 
existed from the outset, or whether this is mere hindsight reinterpretation. What 
is clear, however, is that the relationship between these two quickly soured, and 
developed in that direction. Wiena made considerable use of the media, and this 
was not appreciated by corporate insiders (more on that below). There are many 
indications that relationships between the group and the corporation were not 
particularly hostile at the outset, however, and that Wiena was largely acting in-
dependently regarding the media. Some differences of opinion arose regarding 
media use and the degree of confrontation to be pursued. While the two leading 
figures agreed strongly on their objectives, they may have differed somewhat on 
how to achieve them. The following two accounts by the two initiators, Wiena 
and Persson, illustrate this: 

Well, [Persson] and I sat and philosophised a lot about how to 
progress. So I juggled the ideas with [Persson], but it always was I 
who came up with the ideas and then [Persson] and I tried to help 
each other. PW 

That is correct  it was a lot like he really wanted to get articles 
published in the paper that were very critical [of the main owner]. 
I would say that this was not good for the corporation, and for us 
as shareholders, if it appeared in the papers and the press as 
though we were in conflict. We had a common interest, and that 
was the wellbeing of the company and that we should get a good 
return on our investments. It is not positive if the press is allowed 
to ‘write the company down’ even more. That was my attitude to-
wards this, anyway, but he thought that we were too damn timid. 
But what was there to get into conflict about, I thought? SP 

A series of meetings was nevertheless set up between the group’s two initiators 
and corporate insiders. The first meeting was between the controlling owner, the 
two coalition spokespeople, and the company founder (with whom Wiena had 
initiated contact). The involvement of the founder was never officially recog-
nised (see, e.g., DI010201 where it is denied); his reputation among long-
standing Pricer shareholders was somewhat flawed due to unfulfilled expecta-
tions under his leadership and this risked taint the image of the group. The group 
presented their agenda: the group demanded that the shareholder consortium 
should be represented on the board of directors and declared their lack of confi-
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dence in management. The controlling shareholder did not agree with this posi-
tion and remained sceptical. The two coalition initiators describe this in the fol-
lowing quotations, which reflect what was said above about their somewhat idio-
syncratic interpretation of the course of events: 

The board, as I perceived it when we first contacted them, before 
they knew who we were, was anything but humble and perceptive 
… [My] impression is clear and exact: they did not care even one 
little bit about what anyone else thought about [their] way of lead-
ing the company. PW 

I wonder if it wasn’t [the company founder] who presented this 
[i.e. the call for management turnover] at first. Well, at first, he 
[the main owner] did not want to listen to us  to some extent 
rightfully, since he thought he had a good board of directors and 
good management. But it was after we asserted that we after all 
held 10% of the corporation and that we wanted these changes 
[that we were listened to]. But initially, he was very sceptical 
about this, I know. SP 

The shareholder group made a specific suggestion for a potential board member, 
a personal acquaintance of Persson’s with executive experience in a larger pub-
licly traded corporation. Wiena also disclosed this preferred board candidate in 
interviews with the press (FT001213, DI010201). These interviews did not touch 
on the matter of CEO replacement; however, the shareholder group together with 
the suggested board candidate gradually also formed other plans, namely, that 
the candidate should become the new CEO.  

Wiena’s more aggressive approach towards the controlling shareholder soon led 
to increasing hostility between them. Not only was his approach aggressive in 
terms of using the media, but also in pursuing an aggressive mode in private 
conversations. Soon enough, the relationship between Wiena and the controlling 
shareholder became so bad that they were not on speaking terms. From Wiena’s 
perspective, this was a conscious approach: he took on the ‘bad cop’ role, since 
no one else was willing to be confrontational. The two coalition initiators de-
scribe this hostility and what led the controlling owner to refuse to speak to 
Wiena:  

I said to him that I did not think that he had, in the capacity of 
chair of the board, handled the corporation well. Then he hung up 
[the phone] when he realised what I had said. He does not need to 
listen to that sort of thing as … an ingenious businessman. So I 
thought that it was just as well to speak forthrightly: we will go to 
Stockholm and we will replace the board whether you like it or 
not. We will raise hell at the general meeting. Then you get hung 
up on. PW 
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I do not remember exactly what the reaction was, but it grew. We 
were quite critical [of the previous CEO and a board member], so 
the criticism grew more and more. At the outset [Wiena] spoke a 
bit with [the main owner], but then it went adrift. [Wiena] became 
sort of spiteful towards him for some reason. So they had no con-
tact, and thus [the main owner] rang me instead when something 
was up and [he] did not want to talk [to Wiena]. SP 

The negative reactions to Wiena’s approach to corporate relationships could be 
explained by the fact that it was to some extent directly intended to make the 
controlling shareholder look bad. This controlling shareholder was an otherwise 
well-regarded figure in the Swedish business world, who would most likely pre-
fer to retain that image. Of course, instrumental reasons were apparently not the 
only ones driving this aggressive approach, but also frustration and some degree 
of personal dislike (that was more or less explicitly expressed in the interview). 
Whether or not the approach was effective is open to question; it certainly was 
not effective if forging sustained personal relationships was sought. However, it 
would seem that Wiena did not particularly consider this. In fact, he regarded the 
opportunity to use the media as the group’s most important weapon and a neces-
sary condition for pursuing the case in the first place. The following two ac-
counts illustrate this interpretation as well as the boards’ scepticism, as expressed 
by Wiena and the then chair of the board, respectively: 

It was a unique opportunity, and thanks to stupid and ignorant 
business reporters it was possible to create an atmosphere that al-
lowed us to leverage power. From the beginning it was hopeless, 
and afterwards as well. It came down to the particular type of 
competence and talent that I have, which in this context could 
reach its full potential. PW 

Well, I was tired of reading in Dagens Industri that it was a power 
struggle. We thought that it really did not enhance the interests of 
the company that it was portrayed in that way. We brought it up 
when we met them: that it would be better to have direct communi-
cation than to run to the media all the time. I think it worked, be-
cause I seem to recall that it ended, later. GL 

Concurrently with these corporate relationships developments, the group contin-
ued to grow. Shareholders had initially been recruited to the coalition by Wiena 
and Persson, who targeted the larger minority shareholders with whom they were 
or became personally acquainted. Later, as the consortium became noticed in the 
business press and the word spread on Internet forums, smaller minority share-
holders themselves made contact with Wiena, described as the spokesperson of 
the Strömstad group in the press. There were numerous disgruntled Pricer share-
holders at the time who were disappointed with the company’s lack of sales; 
many of them subscribed to the analysis of the root of the problem by the Ström-
stad group, which became a subject of discussion on Internet forums. Such sha-
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reholders became associated with the group by means of proxy statements, as de-
scribed by one of the group’s initiators: 

It was very simple: telephone, send a proxy statement, sign, and 
return. PW 

Ongoing claims  or rumours, depending on the perspective  regarding Pricer 
were flourishing at this time. One was that the controlling owner had deliberately 
made the company look poor, to depress the share price and enable him to ac-
quire the whole corporation cheaply (see, e.g., DI010207). Where this idea came 
from is unclear, but Wiena’s accounts give the impression that he subscribed to 
this theory at the time. He later described himself as having been deceived by in-
formation provided by Pricer, and claimed that this was one reason for his previ-
ous optimism regarding the future prospects of Pricer. ‘Now it is only a question 
of when …’  a headline in the year 2000 annual report by the eventually re-
placed CEO regarding Pricer’s projected sales breakthrough  illustrates the op-
timism. As the then chair of the board recollects, this ‘deception’ was one of the 
main issues that may have led to the described situation. As a result, however, 
there was likely some confusion as to the objectives of the coalition from the 
perspective of the board, which included the CEO. The following account by the 
then chair of the board (later a board member) of how he perceived the objec-
tives of the shareholder consortium is illustrative: 

I think it was related to this situation that [Wiena] had made this 
analysis and was enormously positive towards Pricer’s business 
and thus the future value of the shares. I got the impression that 
he, by this analysis, had attracted a number of people to Pricer 
shares. Then I guess both he and others were disappointed by the 
development of the shares. And they had the impression that we 
toned down all the information and made it look like bad news. 
They had the impression that … [the] main owner did this so as 
later to be able to acquire the whole of the company cheaply, sort 
of. But it was really this that they most loudly proclaimed: that the 
shares should be valued much higher than they really were, which 
we in the board cannot do much about, really. GL 

Pricer did in fact come to have a somewhat prudent approach to releasing infor-
mation, at least compared to earlier in its history. The company founder had be-
come known for putting an overly optimistic ‘spin’ on released information, and 
had been criticised for this. So, to regain credibility, for example, there was a po-
licy that all sales to be publicly disclosed had to be 100% definite and worth 
more than SEK one million; no information would be released regarding ongoing 
negotiations, smaller orders, and so on. Because of this contrasting tone of public 
announcements, many may have interpreted the information released under the 
reign of the new controlling owner as overly pessimistic.  
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Yet, Pricer has always been dependent on having good relationships with a large 
group of shareholders who are optimistic about the future prospects of the corpo-
ration: since Pricer has never had a positive cash flow from operations, it has de-
pended on recurrent infusions of capital from shareholders. This need for good 
and lasting relationships was therefore emphasised by both the shareholders and 
the board. This is illustrated by these reflections by a coalition initiator and board 
member, respectively: 

Well, I think that this is important for all corporations. Because if 
you need money, you have to know that you have a cadre you can 
go to and ask for money. This was evident when they were about to 
issue new shares the last time, in that it was not hard to find a 
guarantor for this 90 million. Of course it is very important to 
have large owners with muscles in such situations. SP 

One could say that the company would not have existed if not for 
the largest shareholders. … [It] has been a development-oriented 
company that consequently has had a negative cash flow for many 
years, and new capital has been essential a number of times. If the 
largest shareholders had not been there for the new share issues, 
the company would not have survived. GL 

As tensions between Wiena and the controlling shareholder mounted and the 
Strömstad group grew in size, the group’s candidate for the board of directors 
was introduced to the board and to the controlling shareholder. The candidate 
had done some research into the company and had come to be very much appre-
ciated by the controlling shareholder. Persson and the company founder were put 
on an ‘unofficial nomination committee’ (this term was used by Persson but not 
acknowledged in the year-end report) to propose new board members.  

On May 9, six days before the AGM, the company issued a press release 
(PR010509). This release announced a proposed new board, in line with the 
Strömstad group’s initial suggestions, and the appointment of a new CEO. The 
old CEO, also a board member, left the board along with another board member 
with whom the Strömstad group had earlier (DI001025) expressed discontent; 
however, according to official explanations, the latter left because of a move 
abroad. The new CEO and a Norwegian replaced them on the board. The new 
board composition was ratified at the AGM six days later. 

While the correlation is obvious, opinions regarding the causal relationship be-
tween the actions of the Strömstad group and the appointment of the new board 
and CEO differ substantially across respondents. Persson emphasises the size of 
the group’s collective position, the convincing persona of the new CEO, and 
strong arguments by him and the group. From inside the board, however, only 
the talent of the new CEO is emphasised along with the board’s recruitment ef-
forts. Wiena argues that a combination of factors contributed to the replacement 
of the CEO and the changes in the board. The issue is, to say the least, contested. 
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The following three explanations – the first two from the coalition initiators and 
the third from the then chair of the board – represent the differing interpretations 
of this matter: 

It became a fait accompli when they had to do as we said. And 
also, our suggested board member … marketed himself so well, 
that his ending up on the board was unavoidable. Especially con-
sidering the support he got from me, and that I pressured [the 
main owner] and fired up the press and so on. The pressure on 
[him] was great to do anything to make the pressure go away. PW 

Obviously, he [i.e. the main owner] felt that there was a rather 
large group of shareholders with differing opinions. But of course 
he defended them at that time  he practically had to. So clearly it 
could not be accomplished without discussion, it really could not. 
Then, when [the new CEO] met [the main owner], some kind of 
chemistry materialised that also helped. He explained to [the main 
owner] that if this way of running the company were allowed to 
continue, it would go bankrupt, very definitely. Then [the main 
owner] asked whether he would consider becoming CEO. By then 
we had already posed this question to [the new CEO]. … So we 
served it up to him on a golden plate … So if you were to ask [the 
main owner] today, I am not sure that he … would answer that I 
came up with the idea. I don’t know and it doesn’t matter  to me, 
there is no prestige involved. But I am not sure he [the main 
owner] sees that the [idea for the new CEO] was served to him. SP 

Perhaps not in a material way [i.e. did the consortium impact 
Pricer], as I see it, since it did not change the direction, strategy, 
or objectives in any way. Nor did it change the composition of the 
board. … Of course, the attention it garnered in the press was not 
positive, so one could say that in soft terms, it may have harmed 
the company somewhat that we handled things the way we did. GL 

The interpretations of the minority shareholder group and the board of directors 
differ substantially on this matter. Suffice it to observe that the shareholders re-
gard the board and CEO turnover as resulting from their actions, while the then 
chair of the board does not. What is more, opinions also differ regarding whether 
the new CEO was destined all along for the position he attained, or whether he 
had primarily been thought of as a candidate for the board by the minority share-
holders and the board. The following two accounts by a coalition initiator and 
the then chair of the board illustrate this: 

We eventually reached agreement about the changes to the board. 
We did get two men onto the board and we did get a new CEO, so 
I think that we had a pretty large impact. Although … the main 
owner … was not ‘head over heels’ about the idea, it did result in 
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discussion of the issue, which was good. I do understand him, 
however, because he had believed in these [board members and 
the CEO] until I think we managed to prove to him that this CEO 
was not good for the company. Especially when [the new CEO] 
entered [the picture], when [he] was mainly a candidate for the 
board, obviously he saw that things would not go well if they were 
allowed to continue. SP 

But all along, the intention was that he was to be hired as CEO. It 
was a need we felt in the board: that in the phase Pricer was in, 
namely, going from development to industrial activities, the type of 
competence and leadership [that the new CEO] represented was 
demanded … while the former CEOs had been much more ori-
ented towards development. GL 

The version articulated by the board member is also a good summary of the offi-
cial reasons stated in the press releases announcing the change of CEO.  

6.2.4 Epilogue 

As these changes had been made, the Strömstad group dissolved. Most of the 
shareholders who were members of the consortium stated that they were quite 
happy with these changes and did not want to interfere with the work of the new 
management and board. The only exception was Wiena, who to some extent con-
tinued attempting to influence corporate decision making and later had a change 
of heart regarding the possibilities of the corporation and exited the investment. 
He describes his reasons for exiting the investment as follows: 

I saw the abyss opening up, and then I thought: save whatever is 
salvageable. Above all I thought that I should spare my acquaint-
ances a nightmare. So when it came to me how matters really 
stood, and when I became convinced of this understanding, then I 
wanted to tell the others that unfortunately we had made a major, 
major, major, major mistake. But no one wanted to hear that. So I 
did this: I retracted [i.e. from Pricer] and said that I never wanted 
to hear anything about Pricer again. Never again should anyone 
phone me [about Pricer], and I never want to discuss this com-
pany with any one of you again. PW 

The other members of the Strömstad group were still optimistic about Pricer at 
the time of the interviews (February/March 2005), and except for Wiena, most 
still retained positions in Pricer. However, since there had been no real break-
through in sales, the optimism appeared to have weakened somewhat and some 
disappointment was evident, even though group members believe that their ac-
tions basically saved the corporation from bankruptcy. Persson’s account of this 
matter is illustrative: 
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I still believe in them. But, you know, there have been several new 
share issues that have led to quite large capital losses. I had some 
left, but I actually sold everything before the last report – it is like 
this, it [i.e. the share price] has always dropped in advance of re-
ports. Now I am unexposed [to Pricer] and obviously, it would not 
surprise me if a gigantic order were landed. Then one has to take 
the blow  that’s just the way it is. SP 

Both Wiena and Persson put a lot of time and effort into Pricer, both before 
amassing positions, and during the formation and lifetime of the Strömstad 
group. Wiena’s analytical work and Wiena and Persson’s salesmanship were rea-
sons for the spread of optimism regarding Pricer in Strömstad in the first place, 
and both of them describe coalition efforts as very intense and time consuming. 
While Persson claims that if placed in a similar situation, he would do it all over 
again, Wiena is more doubtful, and their sentiments are respectively illustrated 
by the following two quotations: 

Yes, I would. Absolutely. I would have learnt the lesson that one 
should not remain exposed to such a large position for as long [as 
I was], but one should divest at certain price increases. You think 
that it will be quicker, but it takes much longer than you think, to 
penetrate markets and achieve a breakthrough. SP 

I’m not sure yet. … I naturally regret the energy and effort I put 
into this, not least [to the detriment of my] family, since it became 
so turbulent that everyone was living in it  my kids and my wife. 
So, I don’t know. Because it’s like this  there’s nothing bad that 
does not bring something good with it. One could say that had this 
Pricer incident not become such a burden in the end, also for me, I 
probably would not be doing what I am doing today. PW

Persson has continued to have sporadic contact with the new CEO but has not at-
tempted to influence corporate decision making to any significant degree. Of the 
remaining shareholders from Strömstad, the most active was Palm, who at the 
end of the observation period was CEO of the Orvelin Group, which held a large 
position in Pricer at the time of the interviews. One effect of the consortium was 
that it initially coloured his relationship with the controlling shareholder, as he 
describes: 

We were able to use our size to keep continuously informed about 
what was happening. But we were not able to use our size to exert 
influence to any major extent. One reason could be that the com-
pany was somewhat biased against this [consortium]. One feels  I 
know they did – … that there were a lot of non-positive aspects of 
this and that they went too far. They took it too far and attempted 
[to do] the wrong things in the wrong way. I felt this at the begin-
ning of my dialogue with [the new CEO], that I was carrying bag-
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gage from what had happened, that I was linked to the group. So 
when I, so to speak, released it [i.e. the baggage] and clearly 
communicated what I thought and had been thinking, and what 
role I played, then much better dialogue emerged. UP 

Palm describes his work in relation to corporate representatives as mostly a me-
ans to acquire information and discuss corporate matters, without attempting to 
influence decision making to any significant degree. He uses the relatively large 
position he represents to obtain access to the CEO in particular, to keep informed 
about the corporate state of affairs. The corporate relationships differed from 
those existing earlier on, when the consortium was active, since Palm does not 
aim to make any significant changes to the corporation. Contacts among Pricer 
shareholders in Strömstad became less intensive, because the broker’s office that 
had previously served as a meeting place was closed and because of the likely 
dampening effect of the bear market of the time.  

6.3 Emergence and Viability of the Pricer 
Coalition

This section presents an analysis of the causes of the emergence and viability of 
the coalition of the Pricer case study. The properties of the coalition are com-
pared with the ideal types. The way in which the abstract mechanisms of the 
ideal types play out in practice are thus explored, and similarities and diver-
gences from the ideal types are identified. Divergences from the ideal-typical 
minority shareholder coalitions are further analysed. The case analysis is struc-
tured such that the opportunity sets facing the coalition participants are examined 
first, followed by a close look at the adaptation that these opportunity sets 
evoked. The analysis concludes with an examination of the corporate relation-
ships sought and realised by the coalition that is the subject of this case study. 

6.3.1 Opportunity Sets Facing the Members of the Strömstad 

group

The emergence of the Pricer coalition can be seen as a direct response to expand-
ing opportunity sets met by the coalition members, which is in line with the 
ideal-typical offensive minority shareholder coalition. The opportunity to realise 
greater returns by means of voice entered the sets based on the premise, accepted 
by most of the shareholders, that the company’s main products were likely to be 
a big success, if only managed the right way. A meeting with corporate man-
agement rendered new information and left the coalition initiators with an unfa-
vourable impression management’s ability. Given the shareholders’ previously 
strong confidence in the products, this new information triggered what they per-
ceived as a high-yield opportunity. Against the background of the underlying 
premise, an interpretation of this opportunity suggested itself: If management 
could be replaced, the company’s unrealised potential could be unleashed. A 
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window of opportunity was thus opened, as explained by one of the coalition ini-
tiators: 

Since we were led to believe that the company really was success-
ful, we could not conclude anything other than that the constraint 
on the development of the corporation had to be a management 
that was not powerful enough. It was the self-evident conclusion to 
draw; anyone would have drawn it. It [i.e. the management] had 
to be replaced. A more powerful CEO, a CEO that takes more ini-
tiatives. A better sales organisation. Since they, according to their 
own statements, had a uniquely successful product but still did not 
manage to sell it, it had to be problems in the marketing, in sales. 
PW

The coalitional objectives in this case are consistently and clearly ‘offensive’. 
The ideal-typical offensive minority shareholder coalition emerges to seize a 
perceived profit opportunity from an expanding opportunity set. This is keeping 
with the explicit or implicit image of shareholder activism in the finance eco-
nomics literature (e.g., Karpoff et al., 1996; Admati et al., 1994; Carleton et al., 
1998; Del Guercio & Hawkins, 1999; Gillian & Starks, 2000). This approxima-
tion of the offensive type of shareholder coalition is reflected in the objectives 
pursued by the coalition. The main objective was to force a managerial turnover 
(and, to a lesser extent, changes in the board of directors) in order to realise the 
perceived potential of the company’s products. This is a clearly offensive objec-
tive: aiming for increased expected return.  

It is interesting to note the ease with which the coalition initiators interpreted the 
new information as an opportunity. It appears as if corporate insiders, who likely 
had access to more information, had not reached the same conclusion. Obvi-
ously, corporate insiders and the coalition initiators initially used different mod-
els for interpreting data pertaining to the actions of the company’s management. 
One of the outcomes of the coalitional activities, notwithstanding, is that these 
models by which data are interpreted by corporate insiders and minority share-
holders became more harmonised.  

Opportunity sets clearly expanded; however, were any factors simultaneously 
diminishing the participating minority shareholders’ opportunity sets? The abil-
ity to exit the investment was not impaired during the case study period by de-
clining liquidity, an acknowledged antecedent to an active stance (Coffee, 1991; 
Bhide, 1993; Brown, 1998) and a source of diminishing opportunity sets. While 
turnover of the share declined during the case period, as did turnover on the SSE 
generally, exit costs due to poor liquidity were insignificant for the coalition par-
ticipants. This is evidenced by the existence of de facto sales and purchases of 
shares by coalition members for speculative purposes. However, the coalition 
initiators had invested in sophisticated, firm-specific models, another acknowl-
edged source of diminishing opportunity sets in the ideal types. These invest-
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ments had been made both before and after they bought shares of the corpora-
tion. 

An indicator of the existence of firm-specific models is a concentrated portfolio, 
since such concentration creates incentives to invest in sophisticated models. 
Both coalition initiators pursued a strategy of investing in a few shares, and 
Pricer was one of the larger investments for them at the time of the case. Yet, 
this is just a proxy indicator, and it can fail. For example, concentrated portfolios 
of this kind, wherein Pricer was a large part, were not particularly uncommon 
among investors in Strömstad, but not everyone owning them had made signifi-
cant investment in firm-specific models. There are, however, other indications of 
the sophistication of the models held by the coalition initiators, especially Wiena. 
He reports himself as having spent significant amounts of time collecting infor-
mation, among other things, by contacting employees and analysing Pricer. The 
corporate insider interviewed in this case study also recurrently refers to Wiena’s 
analysis. The same is true for the accounts of acquainted investors in Strömstad. 
According to an employee at the broker’s office, a later shareholder of Pricer: 

It was like this, when I came from the bank I knew nothing about 
the company – more than that Pricer was nothing worth owning – 
and I had a vague idea about how the product worked. Then, when 
I met [Wiena], and he rather quickly made clear to me that I did 
not have a clue about this, which I suppose I knew, although it was 
tough to have someone in a simple way make very clear that there 
were a lot of things that I did not have any idea of. You realised 
then that he had done an incredible job and had checked and ex-
amined this pretty closely. Then you become quite coloured by his 
opinions. UP 

All of this indicates the extensive amount of time that had been invested in de-
veloping a sophisticated, firm-specific model – time that has an opportunity cost.  

The investment in these models was not the only source of diminishing opportu-
nity sets for the coalition initiators. Economic rationality, as construed in the 
ideal types, means that only the relationships regarding the co-operative share-
holder activism entered the calculations of minority shareholders. However, the 
coalition initiators were involved in multiple transactions with the coalition 
members, including the exchange of information about different investments. In-
volvement in these other transactions might have been taken into account by the 
coalition initiators. The case material shows that many other investors relied on 
their opinions. The research and analysis of Pricer carried out by Wiena were es-
pecially influential in the concentration of ownership of Pricer equity by Ström-
stad, as illustrated in the above quotation. 

To a large extent, then, the two coalition initiators were seen as authorities on 
Pricer-related issues and were trusted as such. They represented the other share-
holders when meeting with corporate management, and those other shareholders 
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immediately accepted the premise that formed the perceived opportunity for 
high-yield voice, i.e. the coalition initiators’ critical assessment of the manage-
ment team. Thus, their interpretation of opportunity spread throughout the net-
work of acquainted investors.  

Drawing from Williamson (1996), it could be inferred that what appear as non-
calculated, trustful relationships in fact tend to be supported by some governance 
mechanism that renders trustfulness rational. One such mechanism, he argues, is 
the reputation effects provided by networks (e.g., Ostrom, 1998). As long as the 
network can provide private benefits – in the case study, others’ analyses of 
shares and perhaps social standing provided such benefits – reputation tends to 
be related to the ability to enjoy these benefits. To the extent that transaction fre-
quency is non-trivial, reputation is valued and trust characterises the transactions 
within the network (Williamson, 1996; Ostrom, 1998). A related type of reason-
ing is provided by the theory of repeated games (e.g., Axelrod, 1984/1990; 
Bierman & Fernandez, 1998). The argument is that when a prisoner’s dilemma 
type of game is repeated a sufficient number of times, co-operation can become 
the equilibrium outcome even if the players would benefit from defection in the 
short run. In other words, trust can emerge; it is not in the transacting parties’ in-
terest to defect because this would cut them off from future valuable transac-
tions. Hence, the contract becomes self-enforcing (Telser, 1980).  

This reasoning would explain the position of centrality regarding Pricer-related 
issues and the trust displayed by the other members of the network. If a reputa-
tion for trustworthiness is key to enjoying private benefits from the network, the 
obvious implication is that the coalition initiators consider their actions’ effects 
on their reputation. Reputation also appears linked to firm-specific models used 
by the possessors to signal competence. Accounts by shareholders who had not 
made such analyses tell of the thorough and convincing nature of the analysis 
performed on the Pricer share. Moreover, the track record on investment yield 
probably contributed as well. Reputation, therefore, was a valuable asset for the 
coalition initiators vis-à-vis their acquaintances. A failure of Pricer likely would 
have lowered the value of this reputation. So, too, would exiting, although per-
haps to a lesser extent, as it would have implied an admittance of error, hurting 
credibility. Thus, the assumption that the corporation would fail if the perceived 
opportunity were not seized represented, for the two coalition initiators, a threat 
to the value of their reputation. This can be seen as a diminishment of their op-
portunity sets, since their costs for passivity and exit were raised. The relative at-
tractiveness of voice increased as a result. 

6.3.2 Adaptation by Means of the Strömstad group 

Among the large group of minority shareholders, adaptation to this new situation 
consisted of co-operative shareholder activism, which reflected attributes associ-
ated with the offensive type of shareholder activism. This section addresses the 
question of why voice became the strategy of choice among this group of share-
holders rather than exit or passivity. To answer this question, it is necessary to 
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look at why coalitional entrepreneurship was supplied and what mechanisms al-
lowed for a sufficiently credible commitment to co-operation by the coalition 
members. The incentives for providing coalitional entrepreneurship are analysed 
first, followed by an examination of the coalitional organisation of the Strömstad 
group. 

6.3.2.1 Coalitional Entrepreneurship 
One of the largest enigmas of collective action in the form of co-operative share-
holder activism is explaining the supply of coalitional entrepreneurship (cf. Ol-
son, 1965). The two coalition initiators obviously served an important role in the 
emergence of the Pricer coalition, but why did they take on this role? Not only 
did they serve as the causal agent, mediating between opportunity on the one 
hand and co-operative shareholder activism on the other, but they also carried 
nearly all of the costs and thus all of the risks associated with the coalitional ac-
tivities. These costs came both in the form time, which carries an opportunity 
cost since it can be used for other purposes, and in the form of reputation placed 
at risk.  The time was spent managing the coalition and working on corporate re-
lationships. 

Since the coalitional entrepreneurs had formulated the objective, it can be as-
sumed to reflect the incentives facing them individually, or else they would not 
have devoted resources towards realising it.31 From this, one may infer that the 
economic incentive of increased expected return leading to an expected increase 
of the value of the held positions motivated the coalitional entrepreneurs.  

The ideal-typical coalitional entrepreneur is among the larger shareholders, since 
s/he is in a position to capture a larger fraction of the increased market capitalisa-
tion. According to Olson (1965), in the absence of coercion or private benefits, 
public goods are likely to be produced only if one beneficiary has strong enough 
incentives to carry all the costs individually, regardless of whether all of the be-
nefits can be consumed. Thus, the largest (minority) shareholder is the one with 
the strongest incentive to provide coalitional entrepreneurship (Alchian & Dem-
setz, 1972; Gillian & Starks, 2000).  

This logic was reflected in the Pricer case study. One of the coalitional entrepre-
neurs (Persson) was among the largest minority shareholders and held the largest 
position among the group of acquaintances from which the coalition initially 
emerged. His response to the question of whether the activism was worth the in-
vestment reflects this objective of increasing investment yield through coalitional 
activities (and active trading).  

Yes, but I would probably exit sooner. Exit instead of staying put 
and think: ‘here it [i.e. the breakthrough in sales] comes, here it 

––––––––– 
31Since support from passive members was a necessity, the objective also reflected the interests of the 

other coalition members; otherwise they would not have supported the coalition.
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comes, here it comes.’ You learn that after a certain increase [in 
share price], there will be more sellers. I placed a sell order at 
[SEK] 2.30 last year and the share price turned around at 2.29. It 
was so typical, I’m not kidding [laughing]. Sell at 2.30 a pretty 
large fraction of the position, and I actually had bought them at 
[SEK] 0.64 a few weeks earlier and then it turned around. So 
that’s typical, really, bad luck. SP 

The active seeking of financial profit opportunities can therefore be concluded to 
have provided incentives for the entrepreneurs to take on this role and act as the 
causal agent indispensable for the coalition’s emergence, which is in keeping 
with the offensive type of minority shareholder coalition. The significance of 
these incentives is further indicated by the decline of the coalition when manage-
rial turnover became a reality. However, only one of the entrepreneurs was simi-
lar to the ideal-typical coalitional entrepreneur; the other (Wiena) did not hold 
nearly as large a position. Hence, some other types of incentives were likely at 
work motivating them, or at least Wiena.  

There are indications that some ‘defensive’ incentives were in operation as well, 
in the sense that the relative costs of exit increased for the coalitional entrepre-
neurs. These costs resulted from the reputation concerns introduced above. A 
cost attached to passivity or exit likely entered the opportunity sets of the coali-
tional entrepreneurs and was probably an important incentive for their initiating 
the coalition rather than exiting the investment. Because they had assumed a po-
sition of centrality on Pricer-related issues within the group from which the coa-
lition emerged, and because their research on the company and respective track 
records on previous investments were influential on the widespread ownership of 
Pricer, their costs for exit or passivity were substantial. A failure of the company, 
which they assumed would be the case without managerial turnover, or exit, 
which might be interpreted as an admission of error, might damage their reputa-
tion within this group. Since a positive reputation can be considered an asset, a 
loss of something of value would be suffered by exiting the investment.  

This type of defensiveness as a rationale for entrepreneurial activities is likely to 
have been influential in creating incentives for the coalitional entrepreneurs. It is 
not, however, defensiveness in the sense of safeguarding the value of the equity 
investment as in the defensive type of shareholder coalition; rather, it is directed 
at safeguarding the value of reputation among acquaintances. Thus, the source of 
the diminishing opportunity sets for the coalitional entrepreneurs was not mainly 
changing characteristics in their relationship to the corporation, even though they 
had invested in sophisticated, firm-specific models that raised the costs for exit. 
There were no liquidity restrictions on the ability to exit the investment for either 
of them. Indeed, some of the respondents had exited and re-entered for specula-
tive or tax purposes. Rather, the diminishment of the coalitional entrepreneurs’ 
opportunity sets arguably stemmed from their involvement in a web of other 
transactions within the network of acquainted investors. This involvement likely 
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led them to alternative considerations regarding the effects of their actions on 
their reputation within this network. 

The notion of the protection of reputation as a rationale for supplying coalitional 
entrepreneurship explains the following remarks by the coalitional entrepreneurs 
as to why they became active in Pricer. Both suggest that there was little other 
choice; exit was not an attractive option.  

I realised we had to do it, since I was so firmly convinced that this 
[lack of sales] was due to problems with the management. I real-
ised that the only way to push demands that we in the end will 
have is going to be the formal [way], so we had to be the largest 
shareholder. How can one deny the largest shareholder, for in-
stance, board representation? Then we realised that with a large 
attendance in the consortium, it did not take much for us to be-
come the largest shareholder, which we eventually became. PW 

It is, I suppose, the only company I have involved myself in. Since I 
actually was the third largest shareholder of Pricer for a while – I 
noticed this on the list [of largest owners] – then one had to get 
involved since I realised that this company will not survive if she 
remains as CEO. SP 

In short, both an expansion (applying to all shareholders) and a diminishment 
(applying only to the coalitional entrepreneurs) of the coalitional entrepreneurs’ 
opportunity sets created incentives for the provision of coalitional entrepreneur-
ship. The expansion came from an opportunity for increased returns, as in the of-
fensive type of minority shareholder coalition. Some of these returns would fall 
to the coalitional entrepreneurs, one of whom was among the largest sharehold-
ers and therefore found strong economic incentives associated with the expanded 
opportunity sets. Diminishment of the opportunity sets implied rising costs for 
exit, and this increased the attractiveness of voice for the coalitional entrepre-
neurs. In the case study, only the coalitional entrepreneurs experienced any sig-
nificant diminishment of opportunity sets in this sense. This came from two 
sources: investment in sophisticated, firm-specific models; and a type of reputa-
tion-preserving incentive that represents a spillover from the other exchanges 
with coalition members with whom the entrepreneurs were involved. These two 
sets of incentives help to explain the willingness of the coalitional entrepreneurs 
to commit resources towards mediating between perceived opportunity and co-
operative shareholder activism.  

The pre-existing relationships with future coalition members not only imposed a 
cost for exit or passivity on the coalitional entrepreneurs, it also lowered the 
costs of the coalitional entrepreneurship. Since these investors were acquaintan-
ces and trust characterised the relationships, the process of securing residual con-
trol rights for voice purposes was simplified, thereby reducing the costs. Because 
the coalitional entrepreneurs were backed by reputation, relinquishing this con-
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trol was virtually risk-free for the proxy issuer; and since it was virtually costless 
for the proxy issuer, there was little to lose. As explained by a proxy-issuer,  

Initially I bought some [shares], then I bought some more and then 
I bought some more. It was primarily a process of lowering the av-
erage price of purchase [per share]. Then it so happened that 
there were a number of owners here in Strömstad that started to 
have an opinion and thought that the board and CEO needed to be 
pressured. So I was asked by, among others, [Persson]. That is the 
way it progressed and I said that I could put my shares at [their] 
disposal for [pushing] opinions and so on. So it was purely infor-
mal contacts. We are all acquainted. BM 

The significance of networks among minority shareholders in the emergence of 
co-operative shareholder activism has been acknowledged by the literature on 
shareholder activism with a sociological perspective, e.g., Davis & Thompson 
(1994) and Bengtsson (2005). These studies emphasise the cost-reducing proper-
ties of networks in the sense that a network readies a pool of residual control 
rights for mobilisation. This argument is associated with the literature on social 
movements. McAdam’s (1982/1999: introduction to the 2nd edition) ‘political 
process model’ argues that social movements result when collective interpreta-
tions of threats or opportunities become tied to existent mobilising structures (see 
also McCarthy & Zald, 1977), adjoined by a (changed) collective identity that 
inhibits reproduction of the status quo (see also Benford & Snow, 2000; Snow et 
al., 1986). In the Pricer case, a collective interpretation of opportunity was cre-
ated, aided by trust in the entrepreneurs’ judgement, and a mobilising structure 
was clearly at hand. The case material offers little indication that a collective 
identity as insurgents played a significant role in the emergence of the Pricer 
coalition. This is logical since the coalition initiators carried almost all of the risk 
associated with the voice activities by taking on the role of coalitional entrepre-
neurs. Passive members ‘dared’ activism without being encouraged by any col-
lective sense of rebellion.  

Hence, a combination of economic incentives in the form of a perceived oppor-
tunity for major increased market capitalisation, reputation preservation, and 
firm-specific models provided the motivation for the supply of coalitional entre-
preneurship. Furthermore, since the coalitional entrepreneurs were in a relation-
ship of trust with a large proportion of the firm’s shareholders, the costs of or-
ganising support for their cause were low.  

6.3.2.2 Coalitional Organisation 
Collective action is, nonetheless, laden with problems of defection and the possi-
bility of opportunism since the coalitional entrepreneurs serves as the agents for 
the more passive members. They could well use the residual control rights they 
control via the coalition for attempting to capture private benefits at the expense 
of other shareholders. The Pricer coalition emerged and was viable for some time 



186

despite these threats. The availability of an efficient form of organisation serves 
an important role in explaining this.  

As indicated above, the Pricer coalition had clearly discernable coalitional entre-
preneurs who carried the bulk of the coalitional costs. Hence, the organisation of 
the coalition can be described as closer to the centralised type of minority share-
holder coalition than to the decentralised type. The coalition was also character-
ised by few coalitional transactions, as the more or less passive members put 
their residual control rights at the coalition’s disposal for limited and specified 
purposes, namely, managerial turnover and changes in the board of directors, 
even though this transaction was stretched out over time. A centralised type of 
coalition has a clear economic rationale for task-efficiency purposes, which also 
bears on the case study. Corporate relationships activities extended over time, 
but the objectives did not change. However, the strategies for realising the objec-
tives did change as they were contingent on the responses and activities of corpo-
rate insiders. The centralised structure allowed for quick adaptation, since only 
the two coalitional entrepreneurs needed to ratify strategic changes in corporate 
relationships. In other words, rapid adaptation to new situations is a possibility in 
centralised-type coalition.  

The incentives that induced the coalitional entrepreneurs to devote resources to-
wards co-operative shareholder activism were analysed above. As argued by Ol-
son (1965), production of public good becomes feasible when one beneficiary 
can capture enough benefits from the public good, despite free riders, to cover 
the costs of producing it. This was the situation approximated by the Pricer coali-
tion, wherein two coalitional entrepreneurs carried the costs. Nonetheless, the 
public good in question would not have been produced without the inducement 
of substantial coalitional participation for assembling the pool of residual control 
rights. Indeed, the maximisation of the collectively held pool of residual control 
rights was the key strategy for achieving the coalition’s objectives.  

Passive members were induced to participate in the coalition by the possibility of 
increasing their portfolio return at no cost. The coalitional objectives and sup-
porting analysis were pre-specified by the coalitional entrepreneurs and created 
little dissonance. Residual control rights were put at the coalitional entrepre-
neurs’ disposal, and the coalition members in general perceived the situation as a 
window of opportunity without further inquiring into the matter. At the forma-
tive stage, when support for the coalition was being drawn from acquaintances-
cum-investors, this readiness to participate can be explained by the reputation 
mechanism. The trustful relationships – the coalitional entrepreneurs were seen 
as authorities on Pricer-related issues – allowed passive members to place resid-
ual control rights confidently at the entrepreneurs’ disposal. These members 
knew that they had good reason to trust the analysis that the entrepreneurs had 
presented.  

But what about the risks of opportunism? An examination of the contractual rela-
tionships and transactions of the coalition revealed that opportunism threatened 
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the emergence and viability of the Pricer coalition in at least two ways. First, the 
contracts that tied relatively passive members to the coalition were formal, con-
sisting of a proxy statement granting the coalitional entrepreneurs the right to act 
upon the issuers’ residual control rights without restriction. Risks of opportunism 
arise because coalitional entrepreneurs act as agents on behalf of other coalition 
members’ residual control rights and may misuse these rights to further their 
own interests (i.e. pursue agendas other than those for which the rights were as-
signed to them). Information asymmetry in the relationship ensures that this is a 
distinct possibility. Second, passive members may defect from the co-operative 
activities simply by exiting the investment. Since liquidity was not an issue and 
these shareholders were unlikely to have made a significant investment in so-
phisticated, firm-specific models, few obstacles to exit were at hand. These risks 
are characteristic of the centralised type of shareholder coalition.  

At a first glance, it may appear as if the passive members’ commitment was the 
stronger, since they joined the coalition by formal contract, which likely pro-
duced a reassuring amount of certainty for the coalitional entrepreneurs. The 
pressing question is, rather, what controlled the agents in this relationship?  

In the ideal-typical centralised shareholder coalition, the two risks of opportun-
ism described above serve as checks on each other. Passive members have an in-
terest in seeing the coalitional entrepreneurs pursue the specified coalitional ob-
jective(s) as long as they (the passive members) do not have to carry the costs 
and as long as they retain the interpretation of the opportunity (and lack better 
investment alternatives). Coalitional entrepreneurs have an interest in retaining 
coalition membership and therefore have an interest in pursuing the specified ob-
jectives so as to minimise defection. Hence, a balance is created. However, this 
mechanism has relevance as an explanation of coalitional viability only if the 
passive members of the coalition are able to monitor the coalitional entrepre-
neurs sufficiently to make the risk of exposure of deviations from the specific 
objectives non-trivial. The case material, however, gives reasons to believe that 
this was not entirely the case. The following response to the question of whether 
the coalitional entrepreneurs formally reported back to the proxy issuers was gi-
ven by a proxy issuer who was part of the network of acquainted investors: 

I would not say that they brought it up properly every time, but 
naturally we had some informal contacts and I used to phone 
[Persson] from time to time to ask [about the progress of the con-
sortium] and received some information. To what extent they fully 
informed me about what had been said, I don’t know. But they put 
it in a way so that one was pleased and remained calmly on the 
ship. BM 

A structure of communication that resembles the wheel form (Williamson, 
1975/1983) is clearly at hand, as information was shared upon request directly 
between the coalitional entrepreneurs (the hub) and other individual coalition 
members (the nodes). However, this structure may not have been particularly 
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utilised or even important. The coalitional entrepreneurs did not allocate re-
sources to reporting on their progress and could thus economise. For some rea-
son, it was not necessary for them to convince passive members that the residual 
control rights they managed were being used in their interest; yet these members 
remained in the coalition. Hence, a divergence from the ideal-typical centralised 
coalition is at hand.  

A likely explanation is the coalitional entrepreneurs’ concern for reputation, 
which probably functioned as a substitute control mechanism. Because of the 
reputation mechanism, trust could emerge in these relationships. Since any 
wrongdoing would likely be discovered (sooner or later via share price) if coali-
tional activities harmed coalition members, such a discovery would damage the 
coalitional entrepreneurs’ reputation and impair their future transactions with 
coalition members (and on matters not necessarily related to Pricer). Thus, a con-
trol mechanism that bears on coalitional entrepreneurs is created.  

The principle of the importance of reputation in networks when transaction fre-
quency is high (Williamson, 1996) is relevant here even though transaction fre-
quency within the Pricer coalition was low; in this case, future transactions re-
garding other issues must also be taken into account (cf. Ostrom, 1998; Telser, 
1980). The same is true in the analysis of repeated games of prisoner’s dilemma 
(Axelrod, 1984/1990; Bierman & Fernandez, 1998), wherein track record is al-
lowed to influence the players’ choice of strategies. That the coalitional entre-
preneurs considered their reputation when acting and that the passive members 
could reasonably anticipate this (or else exclude them from future transactions) 
would explain the passive members’ behaviour.  

Yet, not all coalition members were a part of this network of acquainted inves-
tors, so this explanation does not apply to all contracts tying members to the coa-
lition. Shareholders who were not likely to interact with the coalitional entrepre-
neurs in the future had no good reason to trust that they would not act opportu-
nistically in order to maintain their good reputation. Without the expectation of 
future transactions, nothing is lost by a poor reputation. At first, the coalitional 
entrepreneurs actively recruited members from among the largest minority 
shareholders of Pricer; subsequently, membership increased as an effect of mi-
nority shareholders actively seeking membership when media started paying at-
tention to coalitional activities. The largest minority shareholders, naturally, 
faced a larger expected payoff from coalitional activities because a larger frac-
tion of potential share-price increases would fall to their positions (Alchian & 
Demsetz, 1972; Gillian & Starks, 2000). This perhaps created incentives for 
them to allocate resources towards carrying the costs privately of monitoring 
coalitional progress.  

For the recruitment of smaller minority shareholders, media attention is signifi-
cant. Indeed, it arguably created the monitoring that was lacking in the early 
stages of coalitional organisation at Pricer by giving coalition members an ac-
count, albeit of doubtful reliability, of what was happening in corporate relation-
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ships. Through this means, some of the monitoring costs were borne by a third 
party. With this monitoring, the coalition moved closer to the idealised central-
ised coalition with its inherent exit mechanism that controls opportunistic behav-
iour. In combination with the obvious effect of revealing the existence of the 
coalition to a large portion of minority shareholders (thus economising on mobi-
lisation), media attention induced membership among smaller shareholders who 
faced weaker incentives to carry monitoring costs privately. As one of the coali-
tional entrepreneurs put it: 

Then it was the case that the articles in Dagens Industri helped us 
to reach out publicly with this formation of the consortium. So, 
many contacted us; since my last name is uncommon and I am in 
the phone book, many shareholders rang us. And it was also [this 
aspect] that it was really important for us to reach out publicly 
with this approaching conflict so that we could reach these share-
holders that we could not tie [to the consortium]. We assembled a 
lot of shareholders through the publicity in the papers. PW 

In summary, the availability of coalitional entrepreneurs with sufficient incentive 
to co-ordinate a centralised coalition for which they carried nearly all of the costs 
of co-ordination is key in explaining the emergence and viability of the Pricer 
coalition. The task efficiency of the centralised coalition kept co-ordination costs 
low. The organisational structure and characteristics of the coalition further ex-
plain the inducement of coalitional support and the viability of the enterprise. 
While the coalitional organisation lacked the accounting by the coalitional entre-
preneurs to passive members, which is an intrinsic part of the ideal-typical cen-
tralised coalition, several functional substitutes could be identified. Both the coa-
lition’s association with a reputation mechanism and, to a lesser degree, the me-
dia attention attracted by the coalition served as functional controls that reduced 
the risks of opportunism and thus strengthened the members’ commitment to co-
operation. 

6.3.3 Corporate Relationships Pursued by the Strömstad 

group

It is fairly obvious from the case material that corporate relationships in the case 
study were characterised by instrumentalism and little regard to their future state. 
This is illustrated, for example, by how outside shareholders had difficulties 
building corporate relationships of a more bilateral type after the Strömstad 
group’s demise (cf. Black & Coffee, 1994). Corporate relationships can therefore 
be described as closer to negotiations than to bilateralisation, falling in line with 
the ideal-typical offensive type of minority shareholder coalition. Maximisation 
of the size of the coalition was used as a bargaining strategy to make the threat of 
a voting contest (which had a good chance to succeed) credible. Extensive use of 
media to maximise the strength of the bargaining position, hostile negotiations, 
and far-reaching proposals for managerial and board turnover are also indicative 
of negotiation-type corporate relationships. Even though the two coalition initia-
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tors were not necessarily in total agreement about what constituted the most suit-
able strategy, interactions with corporate representatives were about negotiations 
for realising change at low cost; and cost largely equalled time throughout the 
case study.

One issue is raised by the manner in which corporate relationships materialised, 
however. The strategy pursued by the coalitional entrepreneurs was straightfor-
ward and reflected the maximisation-of-influence tactic: to become collectively 
the largest shareholder of the corporation to put pressure on the controlling 
shareholder. This was successful. It did not, however, automatically lead to a 
corresponding amount of influence, showing that voting rights can be a crude 
measure of control over corporations. Obviously, formal means of control (i.e. 
holding the most votes) are not the only force at work in the corporate relation-
ships of the case study. The controlling shareholder was, on the one hand, more 
entrenched than anticipated from first glance, but, on the other hand, also more 
threatened than expected considering the degree of entrenchment. Consider the 
following two accounts by, respectively, a coalition initiator and the chair of the 
board at the time: 

But, I mean, we thought that [since] we had a corner position we 
were somewhat stronger. Then you are entitled to a board posi-
tion, really. That is what we tried to use as our argument. Beyond 
that, of course, you can holler and like [Wiena] go to the press and 
attempt to prove that something is wrong in the company if it is. 
But I don’t believe in trying to debate the corporation in the press; 
you should rather attempt to solve it [the problem] privately. SP 

Well, I think that owners in a way have a liability, but it still is a 
limited liability. That is why we have the corporate form, really, 
because the individual should not be charged with liability for the 
business in absurdum. Then it becomes natural that a larger 
shareholder will be granted a larger responsibility, because a lar-
ger shareholder cannot … vote with their feet and exit if they are 
displeased in the same way as a smaller shareholder. GL 

Two different lines of reasoning appear to be at hand here, but both support the 
premise that the largest shareholder should be in charge. The difference is 
whether a consortium of smaller shareholders ought to be counted as one single 
shareholder. From the perspective of the coalitional entrepreneur, the answer is 
self-evident. Who owns the shares is unimportant; as long as they own enough 
shares and agree on a particular issue, they should have their way. From the per-
spective of the board member, it is the largest individual shareholder who has the 
call. This seems to be regarded as a vested right; however, it is paired with taking 
responsibility for the corporation in ways that the minority need not. Collin 
(1990) associates something similar to this latter position with the doctrine of 
property as a natural right, which he argues has shaped the whole debate regard-
ing the separation of ownership from control in the modern corporation. The no-
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tion of responsibility associated with owning a large position is also implicit in 
the constructs of the industrialist or entrepreneur of the classical corporation 
(e.g., Berle & Means 1932/1991).  

Appearing responsible stood out as an important driving force for the controlling 
shareholder, and one of the strategies of the coalition was to explicitly attack this 
image. One of the coalitional entrepreneurs explains this: 

First [we progressed] in the normal and expected way, that is, you 
make contact by phone and state your purposes. But when that re-
sulted in absolutely nothing, I realised that this will never amount 
to anything, and instead started to think of a strategy that would 
persuade [the main owner]. The Achilles heal, I soon realised, has 
to be the ego, or the risk to appear as less successful in the media. 
So, therefore, the strategy came down to somehow publicly expose 
this incipient conflict. … Media was the first step in a stream of 
actions that increased the pressure in order to bring about a bar-
gaining position. PW 

The value ascribed to having a reputation for being responsible makes sense if 
the controlling shareholder is assumed to consider also transactions other than 
those with the coalition members when choosing a course of action. In a context 
of weak minority protection (cf. La Porta, 1997), a reputation for catering to the 
interests of minority shareholders and other stakeholders may be valuable, as it 
helps persuade investors to place funds at the controlling shareholder’s disposal 
without demanding excessive premiums (Gomes, 2000). In this case, the control-
ling shareholder owned a number of firms in other industries, and a poor reputa-
tion could spill over into those other transactions. Moreover, Pricer was depend-
ent on new share issues every now and then, which could partly explain the po-
tentially devastating effects of public displays of dissatisfaction among the cadre 
of minority shareholders.  Preference for a reputation as being responsible need 
not have only instrumental reasons of this sort, however. Agnblad et al. (2001) 
suggest that preferences for social standing and prestige are important for the 
typical Swedish controlling shareholder. Public displays of dissatisfaction by 
minority shareholders can hurt a reputation that is valued both for economic rea-
sons and for the access it gives to social benefits.  

While concern for reputation would explain what controls the controlling share-
holder, it does not explain the entrenchment of the controlling shareholder. One 
possible explanation is board capture. Beyond such formal mechanisms for con-
centrating corporate control as dual-class shares, pyramid holdings and cross-
ownership, Kärreman (1999) argues that board capture may give controlling sha-
reholders a tight grip on Swedish corporations. Being represented on the board 
allows controlling shareholders to control corporate decision making, enabling 
them to disregard minority shareholders’ specific intentions should that be nec-
essary. Another contributing factor is, surely, that the coalition members were 
not intent on striving for a position of unified governance because none of them 
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carried as much of the specificity characterising total equity (cf. Williamson, 
1985). Hence, they were likely not prepared to devote the resources required to 
exert decisive influence.  Nonetheless, these two factors – entrenchment and 
concern for reputation – appear to create a balance wherein the controlling sha-
reholder is entrenched but constrained. 

6.4 Summary and Conclusions 

The analysis has shown that the Pricer coalition approximated the ideal-typical 
offensive minority shareholder coalition and provides a concrete example of how 
the mechanisms described by this ideal type can manifest themselves empiri-
cally. Opportunity sets expanded based on the notion that Pricer’s products were 
superior and would be successful if they were managed in the right way and on 
the belief formed by new information that the CEO’s ability to do this was infe-
rior. Obviously, the mental models of the minority shareholders differed from 
those of the CEO, board of directors and controlling shareholder, who thought 
that Pricer’s management was just fine.  

The coalition emerged as a response to this perceived opportunity. The two coa-
litional entrepreneurs were also motivated by other factors to pursue voice rather 
than exit: investment in firm-specific models and concern for reputation, both 
leading to costs for not choosing the voice strategy. The time they had spent 
learning about Pricer increased their costs of exit, since this investment in a firm-
specific model would be lost in the event of exit. At the same time, this invest-
ment led the coalitional entrepreneurs to be seen as authorities on Pricer in the 
network to which they belonged and wherein their optimism about the company 
seem to have influenced many acquainted investors to buy shares. The coali-
tional entrepreneurs’ reputation for credibility was placed at risk when they 
started believing that Pricer might fail without their intervention, leading to what 
could be seen as a cost for not pursuing voice. The coalitional entrepreneurs 
managed the coalition and spent numerous hours assembling proxy statements 
from passive members, dealing with the media, and approaching corporate insid-
ers. The coalition can appropriately be described as centralised.  

The relationship that developed between at least one of the coalitional entrepre-
neurs and the controlling shareholder and other board members cannot be de-
scribed as anything other than hostile and aggressive. Maximisation of the bar-
gaining position was pursued through a strategy of maximising the size of the 
coalition and seeking publicity. This approach is indicative of negotiation-type 
corporate relationships wherein future states of the relationship are not taken into 
consideration.

A number of significant divergences from the ideal types were identified in the 
Pricer case study and are brought into the comparative analysis. The pre-existing 
relationships among members of the coalition had an interesting impact on how 
the coalitional activities were structured. The coalitional entrepreneurs acted as if 
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they considered the effects of their actions on their reputation in this network of 
acquaintances, and the coalition members reciprocated by trusting them. This 
meant that residual control rights were placed at the coalitional entrepreneurs’ 
disposal without any particular accounting requirement; their judgement on 
Pricer-related issues was simply trusted. The previous recommendation to buy 
Pricer might also have influenced the coalitional entrepreneurs’ decision to pro-
vide entrepreneurship; protection of their reputation would be at stake if the 
company failed or if exit became an unexpected necessity.  

Another interesting divergence is how the controlling shareholder, in his actions, 
appeared to consider his reputation among the firm’s stakeholders and other con-
cerned parties and how the minority shareholders used this strategically to 
strengthen their bargaining position. The controlling shareholder acted as if wan-
ting to be seen by the public as a responsible owner acting in the interests of all 
shareholders; he demonstrated an aversion to media exposure revealing conflict 
with minority shareholders. For a controlling shareholder of Pricer to appear 
harsh on minority shareholders would have created an especially troublesome 
reputation, as the company issued new shares nearly annually around the case 
study period. One of the coalitional entrepreneurs took advantage of controlling 
shareholder’s concern about public image by using publicity in negotiations to 
advance the coalition’s position of influence. However, despite the fact that the 
coalition collectively held a larger position than the controlling shareholder, the 
latter’s position as the rightful owner was never seriously contested. Some type 
of morality regarding the rights and the responsibilities of controlling sharehold-
ers seems reflected in the empirical material. 
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7. Case Study 3: DICE

7.1 Background 

The company central to this case study is Digital Illusions CE (DICE). DICE de-
velops computer games and its shares were during the case study period traded 
on the Nya Marknaden (‘the new market’) stock exchange,32 where it was listed 
in 1998. Examples of well-known titles developed by DICE are Pinball Dreams
and Battlefield. Basic data regarding DICE and its shares are presented in Table 
7.1. 

  2002 2003 2004 2005

Total net revenue, SEK million 139.8 193.6 209.3 225.6

Income before financial items, SEK million 15.9 41.1 26.2 57.7

Income before taxes, SEK million 15.3 43.1 29.4 61.7

Number of employees (yearly mean) 162 191 201 190 

Turnover rate, A-share (%) 44 60 123 56*

Table 7.1. Basic data regarding DICE. Source: Annual reports, Affärsvärlden. *Includes 
only data from the first seven months of the year; figures have been annualised for com-
parability. 

DICE experienced steady growth according to all measures over the study period 
and has been profitable since 2002 (also, the result before taxes 1998 was slight-
ly positive). The period covered by the case study runs between late 2004 and 
early 2005, when the two minority shareholder coalitions that are the subjects for 
study emerged and dissolved. The corporation is generally described as success-
ful; their games have received numerous awards, and many of them have achie-
ved relatively high sales figures. The development of the DICE share price is 
presented in Figure 7.1.  

––––––––– 
32 Nya marknaden generally lists smaller and less established firms than SSE. 
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Figure 7.1. Daily price of the DICE A shares. Source: Nya Marknaden. 

7.1.1 Ownership in DICE 

During the case study period, DICE had two major block holders with positions 
over 10%, Bonnier Corporation and Electronic Arts (EA); of these two, EA was 
the single largest shareholder. Bonnier had board representation through one of 
its executives who acted as chair whereas EA did not. The shares were divided 
into two classes, both with identical cash flow- and voting rights. However, one 
class, the B shares, confer additional rights, for example, the right to appoint a 
board member. EA, the only major owner of B shares, had not exercised this 
right at the time of the interviews. The ten largest shareholders of DICE throug-
hout the case study period are presented in Table 7.2. In late 2004, EA made a 
public offer for all outstanding shares of DICE. The transaction took place in Ja-
nuary 2005, which explains the drastic change in ownership structure that month. 
Before January, Bonnier and the employees of DICE had already accepted the 
bid; nonetheless, many minority shareholders did not accept the bid, as indicated 
by EA’s stake of only approximately 60% by the end of January 2005.  

Year/Owner Equity Ownership (%)

2003-12-30
EA (through holding company) 19 

DN Runt Stan AB (Bonnier) 14 

Royalskandia Life Assurance 5.9 

Carnegie Bank A/S 4.4 

Mats Dal (employee) 2.4 

Livförsäkringsbolaget Skandia 2.2 

Johan Persson (employee) 2.1 

Kaupthing TIME 1.9

Patrick Söderlund (CEO) 1.5 

SIS Segaintersettle 1.3 
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2004-12-31
EA (State Street Bank & Trust Co.) 18.9 

Bonnier & Bonnier AB 10.2 

Goldman Sachs International 7.5 

Handelsbankens Småbolagsfond 3.3 

Carnegie Bank A/S 2.7 

Livförsäkringsbolaget Skandia 2.2 

Kaupthing TIME 2.2

Royalskandia Life Assurance 2.1 

SIS Segaintersettle 1.6 

Peter Dahlander 1.4 

2005-01-31
EA (Guldskålen J472 AB) 40.88 

EA (State Street Bank & Trust Co.) 18.91 

Goldman Sachs International 11.3 

Handelsbankens Småbolagsfond 2.8 

Kaupthing TIME 2.3

Livförsäkringsbolaget Skandia 2.2 

Peter Dahlander 1.4 

Handelsbanken Liv 11 

Morgan Stanley & Co. Int'l 1 

Handelsbankens Nordiska Småbolagsfond 0.9 
Table 7.2. The ten largest shareholders of DICE, 2003 2005. Source: Annual reports. 

Peter Dahlander was the spokesperson of one of the coalitions that emerged, 
whereas the leading figure of the other coalition, Lars Olofsson, was not among 
the ten largest shareholders.  

7.1.2 Profile of the Coalition Participants 

Two independent coalitions were part of the case study. The first to emerge con-
sisted of approximately 500 shareholders at its peak. Only one of these – Olofs-
son  stood out as active, and he initiated and ran the coalition by himself; the 
passive members contributed only by sending letters (emails) of intent to the 
coalition leader. The other coalition consisted of far fewer members, most of 
which were institutional investors. The spokesperson of this coalition was Dah-
lander, who was acting based on his privately owned position and was among the 
ten largest DICE shareholders. The other members of the coalition, never named 
in public, were mostly actively managed funds. The manager of one such fund 
was interviewed for the case study. An index of the interviews held for this case 
study is included in Appendix C, which also lists the directly cited press mate-
rial.

Olofsson was characterised by a genuine interest in investments, not just equi-
ties, though he was not associated with professional finance. He was a very fre-
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quent writer on an Internet-based equities discussion forum (VCW) and pursued 
a relatively concentrated portfolio strategy of investment picking (generally of 
relatively small firms) comparative long-termism, and concentration in certain 
sectors. For example, at the time of the interview, he had exited DICE (which he 
had held for approximately five years) and had concentrated nearly all his hold-
ings in the energy sector. In contrast, Dahlander had previously worked as an 
analyst for institutional investors for 15 years and had strong ties to the world of 
professional finance. He also pursued a share-picking strategy (seeking under-
valued equities relative to company fundamentals) characterised by long-
termism, typically holding positions in 10 to 15 corporations at a time.  

7.2 Case Narrative 

Two coalitions emerged among DICE’s minority shareholders, in response to a 
bid by EA for all outstanding shares in late 2004: the ‘VCW group’ and the ‘cir-
cle of shareholders’. The VCW group was mainly composed of private investors 
with relatively small positions, whereas the circle of shareholders consisted of 
actors associated with the world of professional finance. 

7.2.1 Prelude 

On Monday, November 15, 2004, EA made a public offer to buy all outstanding 
shares of DICE for SEK 61 per share. This implied a premium of 20.8% over the 
closing price on the preceding Friday and 21.2% compared to the trading-volume 
adjusted average price of the last ten days of trade. The share price rose to SEK 
61.50 and stayed at around the bid level throughout the case study period, which 
may be interpreted as indicating that most market participants expected the bid to 
fail. The bid was conditional on EA reaching a 90% ownership stake (the thresh-
old for the compulsory sale of the rest of the shares) and the offer was active un-
til December 16. The board and management recommended that shareholders 
accept the bid in a press release also issued on November 15; this recommenda-
tion was based on a ‘fairness opinion’ produced by a third party.  

That an offer for outstanding shares was to be placed by EA at some point was 
not unanticipated by DICE shareholders. EA was the largest shareholder of 
DICE at the beginning of the case study period and the main publisher of their 
games. With the benefit of hindsight, some shareholders saw indications that 
speculatively could have been interpreted as pointing in that direction, such as 
the earlier centralisation of the main office in one location that could more easily 
function as a division of EA. Moreover, the share price was low compared to the 
preceding summer, and many shareholders and analysts expected it to rise when 
DICE released a new, widely anticipated game the next summer. Hence, from 
EA’s perspective, the timing of the bid seemed excellent.  

However, the bid had not been cleared with the larger shareholders prior to its 
announcement. Some of the larger shareholders had been approached the day be-
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fore the announcement, but had not been convinced to support the bid. The ex-
ception to this was Bonnier Corporation, which was represented on the board, 
and equity-owning management. This upset many shareholders and likely con-
tributed to the rough ride that this acquisition was becoming. The following ac-
counts by two of the ten largest shareholders illustrate this:  

On the Sunday, [the bank] advising the acquirer phoned and told 
us that it [i.e. the bid] would be placed tomorrow before opening 
and asked us if we wanted to support it. We said ‘No we do not’, 
because we had nothing to gain by it, really. Then I did not know 
the offered price, either. Or perhaps they did tell me that  it’s 
possible. I was a bit disappointed to begin with, with the offered 
price. I remember that. AA 

So the board acted exceptionally swiftly [i.e. when recommending 
the shareholders to accept the bid], seemingly without having dis-
cussed things with the shareholders. I don’t know if they had spo-
ken to any larger shareholders, but it looks as though many of the 
largest [shareholders] had not been contacted. They knew quickly 
what was best. PD 

Some analysts anticipated the emergence of resistance to the bid on the part of 
minority shareholders active on Internet forums. One analyst was quoted saying: 
“Digital Illusions has enormously fanatical small, private investors who use to 
quickly gather on the net [which they probably will do] in order to, with 10% of 
the votes, block a bid” (DN041116, my translation from Swedish). In fact, DICE 
had a history of shareholder activism among its smallest shareholders, to which 
this quotation more or less explicitly refers. Olofsson, a frequent writer on a 
popular Internet forum and the co-ordinator of one of the coalitions that eventu-
ally emerged, had on a previous occasion used this forum to assemble a co-
ordinated group to voice discontent. At that time, the issue also concerned EA, 
namely, obtaining information regarding EA’s purchase of DICE equity. More-
over, he had signalled that a coalition might be formed in the event a bid actually 
did occur, explaining as follows: 

What is funny, is that the management and the CEO knew that I 
could gather together other shareholders … When EA bought 
company shares the first time, the information was pretty bad, and 
in that situation I gathered a lot of people – we reached about 
5 6% of the shares – and asserted, just to really make our point, 
that the information was not good enough. So when I was in con-
tact with them, I sent beforehand a list of the shareholders who 
stood behind the statement that the information was not good 
enough, and who demanded better explanations. Then they took it 
seriously, so we got that [information]. Then on one occasion this 
fall  though it is not certain that management was on VCW and 
read it, since I don’t think that corporate management does that, 
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but rather it is owners and institutional investors who do that  I 
know that I wrote that if this share price persisted, EA would place 
a bid. But if it was too low, we would amass a corner [position] 
among the smaller shareholders and say no. I wrote that one or 
two months before the bid was placed. So I did that. Had they 
monitored that – I suppose it is an indication that they didn’t – 
they could have checked what I thought. Alternatively, they may 
not have thought it was worth doing, since they had not even que-
ried the institutional investors about what they thought, or else 
they had been unable to get in touch with them. LO 

Resistance from minority shareholders later became a reality, and their immedi-
ate reaction to the bid was anything but joyful.  

7.2.2 Reactions among Minority Shareholders 

The bid was not happily received by most shareholders of DICE. Furthermore, 
the bid price was deemed too low and was thus expected to fail among profes-
sional analysts commenting in the press (e.g., DN041116). Minority shareholders 
discussed the bid on various Internet forums and among each other. Many of 
them noted a higher price that had occurred a few months earlier (SEK 85 six 
months before the bid), and expected strong future performance at the release of 
a new game approximately six months later. On Internet forums, the atmosphere 
was very antagonistic towards the bid, which was described, among other things, 
as ‘cheap’ and ‘rotten’. One shareholder describes how discussions among insti-
tutional investors took off, and the atmosphere at one of the largest Internet fo-
rums, as follows: 

I think we got in touch sometime around Monday, Tuesday. When 
it [i.e. the information about the bid] had already been released. I 
think around two or three [shareholders] like us did that. Regard-
ing DICE, the largest source of information was VCW. Over there, 
everything got stirred up almost immediately after [the bid], and 
some of them who wrote a lot I recognised from before. There it 
was turning into almost a real revolt. It was a bit extraordinary, 
because I had never really seen anything like it. AA 

There were several reasons why discontent was smouldering among minority 
shareholders, some of which were purely financial. Obviously, the offered price 
disappointed many, but there were also other sources of dissatisfaction. For rea-
sons of personal finance, the timing of the due date of the bid created problems 
for private investors. The due date was in December, which  unlike if it had 
been in the following year  had negative tax consequences and created prob-
lems for students who were financed by governmental allowances.  

What was more, since EA was DICE’s largest customer, many reasoned that if 
anyone could properly estimate DICE’s future cash flows and thus its value, it 
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was EA. Consequently, many inferred that EA knew something that the market 
did not, which it exploited to the detriment of the smaller shareholders. There 
was also great resentment of the board of directors, which had recommended that 
shareholders accept the bid. The shareholders felt that they had not been listened 
to, and felt that the board was acting on the lead of the second largest owner, 
which wished to divest its investment. For example, many shareholders sus-
pected the fairness opinion that an independent investment bank had produced to 
have been pre-arranged by the board in order to support the existing level of the 
bid. This suspicion was also aired in the press, for example, under the colourful 
title, ‘What are bought opinions worth?’ (BV041119).  

Many minority shareholders of DICE were thus disappointed at the offer’s price 
and timing, and were moreover annoyed by the actions of the future and exiting 
controlling shareholders. These matters were discussed on Internet forums and in 
person among the larger minority shareholders. The following two quotations il-
lustrate what was going on among the latter category of shareholders: 

There was relatively great, widespread dissatisfaction with the bid. 
Possibly the timing of the bid, possibly the offered price  those 
were two important factors. As for me, I have been working for 15 
years in the finance industry, and I know quite a few who work 
there and they know me. In such a situation, you can of course ex-
change experiences  how you think, how you reason. I may have 
opinions regarding something, others may have opinions regard-
ing something else, and hopefully you [all] become wiser, then, 
when you discuss something together. So what I mean is that dis-
cussions between owners of a corporation take place if you have 
the same, common interests. If, then, something this important sur-
faced, like the bid, then I could say that … I thought selling the 
shares now was untimely, given the future opportunities of the 
company, and that furthermore I was not happy with the price of-
fered. I could say that. Then it was up to them to say what they 
thought to me, if they wanted to say something. In connection with 
that, there were some who expressed their dissatisfaction about the 
whole thing. And so we thought that we did not want to sell at this 
price. PD 

There was a [fairness opinion] that we thought seemed a bit like 
an analysis where the outcome had been requested  ‘the bottom 
line should be this, so now you have to arrange for that’ and so it 
was. But as for the board’s recommendation, we did not buy it, 
none of us in this group. AA 

Hence, the reaction of many DICE minority shareholders was a smouldering dis-
content with many aspects of the bid. From this cadre of disgruntled sharehold-
ers, two different coalitions were to form, the VCW group and the circle of sha-
reholders.  
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7.2.3 The Formation of the VCW Group 

The first group to form emerged from Internet forums dedicated to discussions of 
equities and other investments. This group primarily consisted of smaller share-
holders, but had a much larger membership than the circle of shareholders did. 
Many members of this group were largely motivated by issues relating to taxa-
tion and study allowances, but were also disappointed with the price offered and 
angry at the high-handed actions of the acquirer. As described above, discussions 
on these forums started instantly, as soon as the bid was placed, and the atmos-
phere was antagonistic. Olofsson – a frequent writer on the forum – was one of 
the disgruntled shareholders and decided to organise a protest, as had also been 
signalled two months earlier.  

Olofsson called for fellow dissatisfied shareholders to email him letters clearly 
stating an intention to reject the bid. Other information, such as the size of the 
position held and some personal information, was to be included in the letters. 
Olofsson took the lead in co-ordinating the endeavour, by compiling and con-
tinuously updating a record of the associated shareholders who intended to reject 
the bid. Furthermore, he assumed responsibility for communicating with the 
press, the acquirer, and other corporate representatives. There were no other re-
strictions on joining the group, other than being a shareholder of DICE and in-
tending to reject the offer, and anyone was free to leave the group at any time. 
Consequently, the membership base was constantly undergoing minor changes. 
In the following, the coalition initiator describes how the information was vali-
dated and the process of updating the records: 

Then I could, based on this information, go and check [i.e. using 
Internet phone directories] that these people really existed at these 
addresses or with these phone numbers. I could validate that most 
of them were serious. That is to say, I had no way of [fully] con-
trolling [this] and I had no proxy statements. It was more of a dec-
laration of intent, that people should state something along the 
lines that they intended to say no to the bid. I was pretty clear and 
explicit. LO  

People got in touch successively as they bought more or sold 
shares. Of course, it’s not certain that everyone did that. But peo-
ple said that they sold shares, and then one had to adjust the little 
share register, and people said that they bought shares. Then there 
probably were some who did that without getting in touch, but it 
was fairly representative. And the fact that the bid did not succeed 
on the original date indicates that it [i.e. the registry] was fairly 
correct. LO 

Information about the emerging coalition spread rapidly on Internet forums. 
Olofsson had published an email address to which those willing to participate in 
the group sent their letters of intent, and this spread to numerous forums. One 
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week after the bid announcement the group consisted of 250 shareholders, repre-
senting just below 10% of the equity. At its peak, approximately 500 sharehold-
ers, representing 12% of the equity, had joined the group. The coalition leader 
had never met most of these members in person.  

The press also noticed the still growing coalition, which partly explains how its 
membership could rise so swiftly over the case study period. For example, an ar-
ticle was published in Sweden’s largest daily business paper, in which Olofsson 
was interviewed (DI041119). At that point the group had assembled just under 
10% of the shares, and the publicity not only increased membership in the coali-
tion, but also made information regarding its existence available to shareholders 
not active on Internet forums. The co-ordinator of the group describes how the 
group was formed and the significance of the press in the following two quota-
tions: 

I had been in contact with many beforehand, and I simply went out 
on Internet forums … and said that I would organise resistance 
and scrape up a corner [position]. Then it found its way into 
Dagens Industri after a while, someone phoned them and reported 
more, and more information came out of that. I published an 
anonymous email address that people could use to contact me. I 
wanted to know their names, addresses, phone numbers, and num-
bers of shares, to have some sort of reliability in the information. 
At that point I presented myself by name, phone number, and num-
ber of shares too, and my real email address, which we then used 
for communicating. LO 

Had we not been able to disseminate information about it [i.e. the 
group], it would have been pointless. Because still, if there were 
500 shareholders affiliated, this still would represent a rather 
small fraction of all shareholders. The rest had to receive the in-
formation somehow as well. Then there were other things  I mean 
we did reach 10%. And then there is always a fraction that says no 
for the simple reason that they do not reply: they are deceased, 
they are sailing around the world, are ill, or have missed it and 
are not very involved. So there are several percent that say no 
automatically. So there you have a few percent that you could have 
recruited as well. So when we eventually had 10% that was the end 
of the discussion really  [the bid] would not succeed. LO 

An emailing list was also set up whereby the group co-ordinator could report on 
the progress of events to group members, and whereby group members could re-
ply to him. It was, however, not possible for members to communicate with each 
other in this way. The existence of this emailing list did, however, result in a lo-
wer frequency of postings about the bid on Internet forums. 



203

7.2.4 The Formation of the Circle of Shareholders 

The other group to form emerged among professionally and/or personally ac-
quainted investors, most of whom were associated one way or another with 
Stockholm’s world of professional finance. Members of this group, which in-
cluded institutional investors but also some of the larger private investors in 
DICE, held much larger positions than the typical member of the VCW group. 
They were also disappointed with the price they were offered, as well as irritated 
by the dealings of the major shareholders and DICE’s board. As described 
above, discussions among these shareholders took off soon after the bid was 
made public, and there was widespread consensus that the offered price and tim-
ing of the bid were unattractive. However, since these shareholders held large 
positions, there was much apprehension of being locked into the investment if 
they rejected the bid.  

Several members of the circle of shareholders contacted the co-ordinator of the 
VCW group, though they were not prepared to join it. Representatives of both 
groups saw nothing odd in their not forming one larger group. Rather, they felt 
that the two groups represented different worlds: the world of professional fi-
nance and the leisure-time world of private investors. Instead, one of the larger 
private investors in DICE – Dahlander – became the co-ordinator of what would 
become the main collective action of this second group: a collective, public re-
jection of the bid. This action was at least somewhat inspired by the VCW 
group’s public rejection of the bid, and was described as unorthodox. The co-
ordinator and one of the members describe the reasons for organising the group 
and undertaking this action, as follows: 

Well, generally, the minority caves in when a bid is placed: one 
thinks it is a hassle, one thinks it is laborious, one wants to receive 
easy money  even if one does not think the price is high enough. 
Then I may think that if I know the company well and have an 
opinion about this … that given the risk that exists, if I want to 
proclaim that ‘I believe in better times than this, [than] what is re-
flected in the offered price’, and I say no to the offer and some 
others say no to the offer, then it will also encourage others. That, 
I guess, was the thought I had, that it was important that people 
could see that there was a decent resistance to the offered price 
and to the bid as such. PD 

It is something that we normally do not do. Instead, we would usu-
ally take this directly to the one advising [the acquirer] and inform 
them of our reply. … Then this VCW group had already sent out 
their press release and said that they were 250 300 people and 
that this was this and that in percent  just above ten I think it was. 
I think it was Dahlander’s idea that ‘then we send out another 
[press release], then we will have nearly 30% who reject the bid 
publicly’, to put some more pressure on the acquirer. AA 
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Dahlander began assembling a group of large shareholders who intended to re-
ject the bid. Organising this joint rejection was easier said than done, however, 
owing to its unorthodoxy. Many institutional investors were not very keen on ac-
ting collectively in public; thus, all members remained anonymous in the press 
release that announced the group’s existence, except for the co-ordinator, who 
was its spokesperson. In fact, the peripheral members did not have full informa-
tion regarding the identity of all group members. One reason for this was that the 
co-ordinator communicated with each member individually, although, of course, 
many group members communicated with each other and knew each other’s sta-
tus.  

Moreover, many were reluctant to commit explicitly to reject the bid. Since the 
members of the group held quite large positions, many were apprehensive of be-
ing locked into the shares if a large portion of the equity were removed from 
trading, leading to lower share liquidity. Institutional shareholders were not keen 
to give up their flexibility of being able to sell at any time and moreover risk be-
ing stuck with illiquid shares. This implied that Dahlander had to put in a lot of 
work to assemble the group. The co-ordinator of the group and a more passive 
member respectively describe the process as follows: 

Well, there [was] a lot of discussion backwards and forwards, so it 
took an awful lot of time to discuss with different actors. And if you 
are a part of an organisation that is larger and that manages other 
parties’ funds, then they have to, in the organisation, talk upwards 
and downwards, and they have their own procedures for how to 
handle things. So that is also, I suppose, a reason why you rarely 
see institutionally controlled capital form alliances and act in uni-
son, since it is not that easy for them, say, bureaucratically, or-
ganisationally. Somewhat dependent on what they have stipulated 
in their rules of administration and so on. So it was a damn labo-
rious task to discuss [the matter] with different actors, forwards 
and backwards, in the sense that it took a lot of time and one thing 
or the other. Which, in a sense, is somewhat interesting, given that 
I do know most of these people quite well. And despite the fact that 
we know each other so well professionally, it still takes so incredi-
bly much … if you choose not to accept a bid, since it becomes a 
terrible, grinding process that you really don’t have the time for. It 
is surely one reason why you sometimes decide to accept some-
thing you perhaps should not accept. But you cannot take the time 
to process something if you choose not to accept, since it takes too 
much effort. Even though it may be right in the individual case to 
oppose. PD 

It [the circle of shareholders] was pretty loose and everyone had 
the same opinion, really, I would say, and a co-ordinator. The 
question was really just if we would underwrite a press release or 
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not. I seem to recall being rather swift in saying ‘Yes, I’m in, espe-
cially if someone else is in’. It is possible that this was used as 
‘There are others that are in, shouldn’t you be in too?’ We [the 
more passive members] did not put in much time into this. Dah-
lander did a lot of work on all this  [his] own analysis and so on. 
AA

Dahlander managed to assemble a group that represented 16% of the equity and 
announced its existence in a press release (WKR041214). This was approxi-
mately one month after the announcement of the bid and two days before the ac-
ceptance period was due to expire. 

7.2.5 The Activities of the Groups 

Prior to the case study period, none of the coalition initiators had any significant 
personal relationships with members of the DICE board of directors or the ac-
quirer. Even though all interviewed shareholders had developed face-to-face cor-
porate relationships to some extent, this was with the management of the com-
pany. One underlying reason for this was that DICE was described by the inter-
viewed shareholders as a very management-controlled company prior to the ac-
quisition. The coalition activities did not lead to significant interaction with the 
board or the future or exiting controlling shareholders, even though interaction 
with the board and the acquirer occurred.  

The two groups performed similar activities, namely communicating their stance 
to the press (and effectively to non-associated shareholders), to the board of di-
rectors, and to the acquirer. In the VCW group, the group co-ordinator handled 
all these tasks. The individual members of the circle of shareholders acted more 
independently, and the main activity performed explicitly as a group was com-
munication with the press. In communicating with the board and the acquirer, 
everyone represented themselves in this group – though sticking together – and 
many were present at meetings. Nonetheless, the group co-ordinator was com-
paratively more active in discussions, for example, providing self-produced 
analyses to bolster arguments.  

The first group to form was the VCW group. Within days of the bid having been 
made public, Olofsson contacted the chair of the board and the bank handling the 
acquisition for EA. He presented a record of shareholders who intended to reject 
the bid that had been compiled through Internet forums, as described above. As 
well, some members of the circle of shareholders contacted the chair and the ac-
quirer’s bank. While no explicit coalition had been formed, by then they had 
good knowledge that many larger shareholders were thinking of rejecting the of-
fer. The nature of the interactions with the board is described by the two coali-
tion initiators as follows: 

I communicated what I had to say, that we think this is wrong and 
we say no. That was just about it. Then he [i.e. the chair] more or 
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less tried to persuade me that this was wrong, but I don’t remem-
ber if it was at this time or if he phoned me again and we talked 
once again. … That time, anyway, he tried to persuade me that this 
was really foolish and dumb, asking ‘Do you know what you are 
doing?’ several times. It wasn’t funny, he thought. And I had no 
possibility of negotiating, but I said ‘We know what we are doing, 
we are saying no’. It is our right as shareholders. And he had 
long, long screeds about risks and how much they needed to earn. 
LO

Well, they tried to persuade us that this was right and we tried to 
establish, or did establish, that we were saying that we did not 
want to sell at this price. To what extent other shareholders dis-
cussed that with the board, that was up to them, but they all dis-
cussed that with the board I am sure, when they likely said that 
they did not accept the offer. I don’t know that, but one may only 
note that they did not sell and I know what I said. PD 

The board had already recommended that shareholders accept the bid, based on 
the fairness opinion produced by a third party, and did not change their mind. 
Rather, they attempted to convince the shareholders to accept the bid, as de-
scribed in the above quotations, articulating numerous uncertainties regarding 
the company’s earning ability. After initial meetings with the chair, the board 
exerted little influence on the course of events, except for issuing a press release 
towards the end of the bid period (described below). Negotiations were dead-
locked and few cared very much about the board’s recommendation. If anything, 
the minority shareholders were irritated that the board did not change its recom-
mendation when resistance to the bid became known. It was suspected that the 
board, whose chair worked for the exiting controlling shareholder, was acting in 
the interests of the exiting controlling shareholder, rather than in the interests of 
the majority of shareholders. 

Nor did the acquirer – EA – have any intention of changing its bid, so discus-
sions were also deadlocked there. While the acquisition was handled via an agent 
in the form of an investment bank, several EA representatives flew to Sweden to 
explain what they thought about the bid to the larger shareholders of DICE. The 
co-ordinator of the circle of shareholders – Dahlander – had produced an analysis 
explaining how he viewed the value of the company. The representatives of the 
acquirer had their own analysis, with which neither Dahlander nor his associates 
agreed, and neither party was willing to negotiate. Dahlander and one of the par-
ticipating larger shareholders describe their interactions with representatives of 
EA as follows: 

I had discussions with EA, a few others and me. Then there were 
others I am sure, or I know there were others among the large 
owners. The lines of reasoning were sort of the same in the end: 
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that we do not accept the offer because of [some reason]. Then one 
had to discuss that. PD 

They had by then become acquainted with something that … Dah-
lander had written about the valuation [of the company]. And … 
they explained their reasoning, and argued that they had offered a 
good price and definitely were not going to raise any offer. If we 
did not accept it there would be problems selling and so on. How-
ever, it was a pretty quick meeting. It was more one-way commu-
nication from their side. AA 

Throughout the process, Olofsson continued to update corporate representatives 
and the acquirer about membership rates in the VCW group and its unchanged 
position regarding the bid. Since the positions of the two sides remained dead-
locked, this did not really pave the way to any serious negotiations. Rather, it 
was deemed important that as many shareholders as possible should reject the 
bid so that it would fail. This was accomplished by letting shareholders know 
that they were not alone and would not be locked into the corporation by reject-
ing the bid. Consequently, it was deemed important to be visible in the press and 
to reassure members of the two groups as well as other shareholders. Olofsson 
describes this as follows: 

No, it was completely pointless to talk to the board, so I did not 
talk to the board more than to update [them] on how many were 
opposing, since we were increasing in number. But whether or not 
they cared about that, I don’t know. But, it was rather a question 
of communicating with EA and saying no, maintaining resistance, 
and making it public through the media so that people would know 
that we were saying no, so that people need not say yes for fear of 
being locked in [i.e. locked into the corporation]. So there was not 
much interaction with EA either, other than to make sure that 
other institutional investors knew about the resistance. So, it was 
rather to make information about the resistance public, that it ex-
isted and was for real and that we were going to say no, and so we 
did. LO 

I reported [to the members of the VCW group] via email. Several 
times a week, but less often towards the end, naturally. As I said 
earlier, when there was something of interest. Subsequently, I also 
had a few pep talks at times, to encourage people. One noticed 
how people started to despair, disliked what was happening and 
were uneasy about it  whether you will get locked in, and that 
sort of thing. Then I could emphasise that we were not only 10%, 
but that there were others who were against the bid and that it 
would not succeed in the present form at the present time. LO 
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Simultaneously, Dahlander assembled the circle of shareholders, and by assuring 
larger shareholders that they were not alone, thus persuaded those sceptical of 
committing to reject the offer. Two days before the acceptance period ended, 
they issued their press release stating that a circle of shareholders representing 
16% of the equity intended to reject the offer (WKR041214). By then, the VCW 
group represented approximately 12% of the equity. The very same day, the 
Swedish Association of Share Investors recommended that minority shareholders 
reject the offer. The bid in its original form, conditional on 90% acceptance, wo-
uld fail for sure.  

Despite this, EA responded the next day with a press release stating that they 
would not change the bid, which they regarded as fair (WKR041215), and so the 
bid failed. When the acceptance period came to an end, owners of 25.6% of the 
shares had accepted the offer, of which over half came from the exiting control-
ling owner and other corporate insiders. EA had held 18.9% of the equity be-
forehand, which would have implied a total ownership fraction of 44.5% if the 
bid had been executed. Instead, the conditions of the bid were changed. 

7.2.6 Changing Conditions and Execution of the Bid 

EA responded to the failed bid by announcing in a press release a number of 
changes to the bid’s conditions (WKR041220). The changes implied that EA no 
longer conditioned the bid on reaching a 90% ownership stake; instead, reaching 
a 50% ownership stake would suffice. Moreover, they reserved the right to pur-
chase shares over the open market and the acceptance period was extended to 
January 20, 2005. The offered price of SEK 61 per share however remained un-
changed. This revised offer was followed up two days later by a very pessimistic 
press release from the board of directors, in which the board appealed to share-
holders to accept the bid (WKR041222). Numerous uncertainties regarding 
DICE’s future earning ability were cited, as had been done beforehand in private 
discussions with the participating shareholders.  

The positions remained deadlocked, however. The two coalition initiators were 
more or less infuriated by the board’s announcement, since they had not changed 
their recommendation in line with the opinion of the majority of the sharehold-
ers. The following strongly ironic account is representative of the coalition initia-
tors’ criticism of the board of directors (although Dahlander expressed himself 
somewhat more cautiously):  

Information was released, then, in the media, that DICE would 
have to sell this many copies of the game to get the same results as 
in 2003, and so on. It was information that had not been released 
if it wasn’t for the bid, and it was persuade, persuade, persuade 
‘Can’t you see how tough this is?’  and so on. But at the same 
time, then, if they sold more than that, then they would make more 
money  you then could see that. There were only risks; there was 
no potential. There were really only risks; there was no chance 
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that things would go well, absolutely not. Then it didn’t feel like a 
dialogue, but they tried: ‘So, so, don’t try this, you don’t under-
stand’. And with that you might think that EA, who was basically 
sitting on all the information, apparently misunderstood this to the 
extent that they were going to buy the whole [company]. And they 
definitely did understand more than [the exiting controlling share-
holder]. LO 

A press release issued six days before the acceptance period ended announced 
that conditions had been changed yet again (WKR050114). EA relaxed the con-
dition of reaching a 50% ownership stake by means of the bid, and announced 
that all shares offered to them would be purchased, regardless of the overall ac-
ceptance rate. This implied that EA would become the clearly dominant control-
ling shareholder of DICE no matter what happened. Moreover, since the due date 
for the acceptance period had been moved into the new year, the problems with 
taxation and study allowances that had motivated many smaller shareholders had 
disappeared. This, and probably numerous other reasons, made the acceptance 
rate increase. 

When the acceptance period ended, owners of 32% of the shares had accepted 
the offer and EA had purchased 8.9% of DICE’s shares over the equity market. 
Together with the 18.9% position already owned, that meant that EA owned a to-
tal of 59.8% of DICE’s equity, and EA announced that they would follow thro-
ugh on the transaction (WKR050125).  

7.2.7 Epilogue 

After the bid was executed, Olofsson destroyed the membership records of the 
VCW group and the group dissolved. Members of the circle of shareholders 
were, of course, still acquainted, and those who were still shareholders of DICE 
continued to have a common interest and hold discussions about the company. 
DICE shares remained publicly traded on the Nya Marknaden and traded below 
SEK 60 following bid expiration. EA continued to increase its ownership stake 
in the corporation; five months after the bid expired, they had increased their 
ownership stake by approximately another 8%. At the general meeting in the 
spring following the bid, three quarters of the board were replaced, among them 
the representative of Bonnier Corporation.  

The turnover rate of the shares predictably decreased sharply from 123% in 2004 
to 33% over the first seven months of 2005. Olofsson exited his investment after 
the process was finished, as did several, though not all, larger shareholders some 
months later. Dahlander, however, retained his position; average daily turnover 
represented approximately 27% of his position according to 2004 figures, and 
approximately 6% of his position in 2005. EA, however, tended to buy all shares 
offered on the market, so the share liquidity may still be regarded as having been 
high, even though the share price did not move very much. Dahlander reflects on 



210

his responsibilities as a remaining shareholder and the spokesperson for one of 
the coalitions as follows: 

Well, my responsibility is as much to myself as it is to those who 
have chosen to keep their positions. You want to, sort of, monitor 
the whole thing, maybe push the company an extra bit so they feel 
that they are being watched. In that I can possibly feel, perhaps, a 
somewhat greater responsibility. It is important for those who re-
main [as shareholders] that you push a little harder, so to speak, 
since there are fewer now who are pushing. And those who are 
able to push may feel a bit more responsible for pushing. So that it 
is not merely forgotten and so they can live their own lives and do 
pretty much what they want to, without considering the minority 
owners. PD 

The share price moved downwards in 2006 and approached SEK 50 in March, 
when EA announced that DICE was to merge with EA and that the remaining 
shareholders would be offered SEK 67.50 per share (WKR060317). According 
to Swedish law, what was needed for this was approval by owners of two thirds 
of the equity. Since EA owned 67.9% of the equity by then, the merger was rati-
fied by the general meeting that May; the merger was carried through. 

7.3 Emergence and Viability of the DICE 
Coalitions

This section presents an analysis of the causes of the emergence and viability of 
the coalitions in the DICE case study: the VCW group, led by Olofsson, which 
emerged from a public forum for investment discussions, and the circle of share-
holders, led by Dahlander, which emerged from a network of personally ac-
quainted investors. The attributes of the coalitions are compared with the ideal 
types. The way in which the abstract mechanisms of the ideal types play out in 
practice are thus explored, and similarities and divergences from the ideal types 
are identified. Divergences from the ideal types are then further analysed. An in-
teresting feature of this case study is that two unique coalitions emerged as a re-
sponse to the same changes in minority shareholders’ opportunity sets. To the 
extent that coalition formation has fixed costs, this appears intuitively suboptimal 
and begs explanation. The analysis is structured such that the opportunity sets 
facing the coalition participants are explored first, followed by an analysis of the 
adaptations changes in these sets evoked among minority shareholders. An ex-
amination of the corporate relationships sought and realised by the coalitions 
concludes the analysis. 
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7.3.1 Opportunity Sets Facing the Coalition Members 

The placement of the bid created significant and tangible changes in the opportu-
nity sets of the shareholders of DICE. It removed the possibility of an unim-
paired holding strategy and forced a choice between exit at the bid level at the 
latest the due date and a rejection of the bid. Whether the rejection of the bid was 
combined with voice or not, it was associated with the risk of a significant post 
bid lock-in effect. That is, there was a risk that the specificity of the investment 
would increase (Williamson, 1985, 1996) even though this was not realised be-
cause EA was buying all shares that were offered on the market. In the DICE 
case, however, increased exit costs would have been particularly vile, since the 
acquirer also was the largest client of DICE. As the revenues to some extent 
could be controlled, opportunities for expropriating the minority shareholders 
loomed.  

Given the information they possessed at the outset of the case, most shareholders 
considered the bid as too low; they strongly anticipated better future performance 
of the corporation and, therefore, the share. A few months prior, the share had 
been worth considerably more. Also, since EA was DICE’s major customer, 
many reasoned that EA probably was in the best position for assessing the value 
of the company, as it had the best information for estimating future cash flows. 
Furthermore, selling by the due date rather than a month later would have sig-
nificant negative tax effects for most private investors. Given the initial condi-
tions of the bid, successful co-operative shareholder activism could produce two 
outcomes: a raised bid, or a failed bid. For most shareholders, these were both at-
tractive alternatives given expectations that the price of the share would develop 
in a positive manner with or without the acquirer, a belief held not least by the 
coalition initiators. In other words, a voice opportunity entered the opportunity 
sets of DICE’s minority shareholders, thereby expanding them.  

The expanding opportunity sets were clearly reflected in the objectives pursued 
by the coalitions. For both coalitions, achieving either of these alternatives was 
the explicitly expressed objective. In the case of the VCW group, making the bid 
fail by getting its due date postponed until the new year was also considered as a 
success, albeit a smaller one, as is suggested in the following account by the 
group’s initiator: 

The objective that I articulated with the whole thing was that the 
bid would be stopped or that they would place a better bid. In ei-
ther case people should have the possibility to re-evaluate the 
whole thing. That was the objective. In that sense the objective was 
met, since the bid was stopped in the original form and was pro-
longed and eventually met 50% [acceptance]. EA also began re-
serving the right to buy over the market, which they did not say in 
the beginning. That was the objective, clear and simple, really. LO 
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There were costs associated with voice, however. Considering the potential post 
bid lock-in effect, the choice to reject the bid was, in an economic sense, more 
far-reaching the larger the position held. The choice was either to exit at the bid 
level or to keep the position, which predictably would realise considerably more 
specificity ex post if the bid were carried through and thereby increase exposure 
to the risk of expropriation, which is directly related to the size of the held posi-
tion. In fact, most passive members of the minority shareholder coalitions had 
little to lose by joining the coalitions and voicing discontent. For the smaller 
shareholders, liquidity was not a concern either before or during the bid. 
Throughout the whole bid period the share was traded lively at the bid level or 
just above it, indicating that the market participants expected the bid to fail. For 
the larger shareholders, there was always the opportunity to accept the bid at the 
last minute and make a smooth exit, thus avoiding potentially risky post bid 
lock-in effects.  

Considering expectations of post bid lock-in, with its perils of potential expro-
priation by the acquirer, and the time-consuming process of a compulsory pur-
chase, made effective if 90% of the shares came under the acquirer’s ownership, 
the strategy of rejecting the bid is rational only if enough other shareholders also 
reject it. However, when the group attempting to reject the bid becomes large 
enough, the risks of being locked in or being stuck in a compulsory purchase 
situation more or less disappear. For a shareholder optimistic about the future 
performance of the corporation, only opportunity remains. Only the costs of or-
ganising co-operative shareholder activism then become prohibitive; the sunk 
character of these creates risks for those shouldering the role of coalitional entre-
preneur.  

The activities pursued by the coalition initiators had the effect of distributing re-
levant information about the rejection rate to minority shareholders, even those 
not associated with the coalitions. This information affected these shareholders’ 
opportunity sets in the sense that the expected costs for rejecting the bid were 
lowered. As more shareholders announced that they would reject the offer, the 
risks for undecided shareholders to reject it became lower. The initiator of the 
circle of shareholders pondered this: 

Even though I opposed the bid and thought it was wrong, I doubt 
that I would have dared reject it on my own – dared, that is, in the 
sense that if someone reaches 90% [of the equity] everything is 
lost. Then a process sets in with a lot of grinding that is difficult to 
win. You can win inasmuch as you may get a better price when a 
third party sets the price. But had it been few that said no, then it 
is doubtful that I would have endured opposing in terms of time, 
even though I would have thought it to be the right thing. PD 

Taken together, the changes in the shareholders’ opportunity sets take the form 
that characterises the offensive type of minority shareholder coalition, namely, 
expansion. Nonetheless, the opportunity sets of minority shareholders of DICE 
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during the case period can be described as having suddenly diminished prior to 
the formation of the coalitions; the option of a holding strategy became impaired. 
While this increased the relative attractiveness of voice, it was not the change 
that brought about the emergence of the coalitions. This change did, however, 
force a choice between exit and voice, increasing the attractiveness of the voice 
alternative.  

7.3.2 Adaptation by Means of Coalition Formation 

A large number of minority shareholders adapted to the changing opportunity 
sets by engaging in co-operative shareholder activism. The activities they pur-
sued were aimed at persuading the acquirer to raise the bid, retract the bid, or, on 
the part of the VCW group, at least to extend the due date. The coalitions were a 
vehicle for jointly committing to a rejection of the bid and for signalling this in-
tention to other, dispersed shareholders in order to achieve this end. The point 
was to ensure a sufficiently large rejection rate to force the sought-after changes 
in the conditions of the bid; this would also diminish the problems of a post bid 
lock-in effect, especially for the members of the circle of shareholders.  

This section looks at why coalition formation became the strategy of choice for 
the minority shareholders of DICE.  For an adequate explanation, the questions 
of why coalitional entrepreneurship was supplied and how the coalition members 
committed to co-operation in a sufficiently credible manner must be answered. 
To this end, the incentives for coalitional entrepreneurship are examined first, 
followed by an analysis of the organisation of the minority shareholder coali-
tions. 

7.3.2.1 Coalitional Entrepreneurship 
A major enigma around the emergence and viability of minority shareholder coa-
litions resides in explaining the supply of coalitional entrepreneurship (cf. Olson, 
1965). Few shareholders in the case study supplied coalitional entrepreneurship. 
Two, however, stand out: Olofsson, spokesperson for the VCW group, and Dah-
lander, spokesperson for the circle of shareholders. Their entrepreneurial activi-
ties transformed the more or less dispersed and dissatisfied minority shareholders 
into a collective voice. They did this by contributing their time, which has an op-
portunity cost.  How do these coalitional entrepreneurs, and the incentives that 
drove them, compare with the ideal-typical coalitional entrepreneur?  

The ideal-typical coalitional entrepreneur, no matter the type of shareholder ac-
tivism, is among the largest minority shareholders, since economic incentives 
vary systematically with size of the held position. This is in line with the earlier 
literature touching on (offensive) shareholder activism, e.g., Olson (1965) and 
Alchian & Demsetz (1972), as well as with more recent literature such as Gillian 
& Starks (2000). In offensive shareholder activism, the larger the position held, 
the larger the benefits to be captured from the activism. Furthermore, the more 
concentrated the portfolio, the greater the economic incentives for devoting re-
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sources towards a particular investment object. Consequently, the ideal-typical 
coalitional entrepreneur has a large, concentrated portfolio.  

In this case study, only Dahlander approximates the ideal-typical coalitional en-
trepreneur to any significant extent. While Olofsson had a more concentrated 
portfolio, Dahlander was among the ten largest shareholders of DICE, and the 
company was also a large part of his portfolio. As a consequence of his compara-
tively large position, stronger economic incentives explain why Dahlander took 
on the role of coalitional entrepreneur. Simply put, an offensive opportunity pre-
sented itself: If the bid was raised, a large portion of the higher acquisition price 
would be captured by him. Even if the bid were to fail, both coalitional entrepre-
neurs expected the share to move in a positive direction. 

A number of institutional investors held larger positions and might have had 
stronger economic incentives for taking on this role. However, private institu-
tional investors, as opposed to public pension funds, often shy away from share-
holder activism; not only do they risk losing business, but a reputation as an ac-
tivist also hinders their ability to obtain soft information (Ryan & Schneider, 
2002; Black & Coffee, 1994). All institutional investors on the list of DICE’s ten 
largest shareholders are private entities that have dealings beyond managing 
funds (e.g., investment banking and insurance). Furthermore, since fund manag-
ers are managing other investors’ money, agency problems likely ensured that 
their economic incentives were not as strong as Dahlander’s (Black, 1992).  

The nature of the shareholder activism must also be considered. The activism 
pursued by the circle of shareholders was not necessary for the bid to fail, al-
though it was likely to increase the rejection rate. The importance placed on a 
high rejection rate varied directly with the size of the position owned, since it de-
creased the expected post bid lock-in effect. Consequently, there were stronger 
economic incentives for Dahlander than for Olofsson to engage in shareholder 
activism, especially after it became clear that the bid would fail. After all, once 
the VCW group went public, failure of the bid became nearly certain since EA 
could not achieve a 90% acceptance rate.  

Olofsson deviated from the ideal-typical coalitional entrepreneur to a larger ex-
tent. Unlike Dahlander, Olofsson cannot effectively be argued to have taken on 
this role because of strong economic incentives. Rather, a close review of the 
material suggests that two violations of a passionately held morality motivated 
Olofsson’s entrepreneurial activities: the violation of ‘fairness’ in outcome, and 
the violation of a notion of property rights as inherent in ownership in the ‘clas-
sical liberal’ sense. These normative expectations caused deviation from the 
ideal-typical pattern. (The earlier signal that a coalition would be formed in the 
event of an unfavourable bid may have played some role, but this promise was 
not particularly credible since it was not in Olofsson’s financial interest to take 
on the role of coalitional entrepreneur.) The following accounts by Olofsson il-
lustrate these two driving forces, respectively: 
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Well, I suppose I was outraged, simply. Besides, I had said that I 
would do this if I was not happy with the bid and I did it. Of course 
EA may buy DICE and they will, but the issue is that they should 
do it at the right price, and I thought it was a ridiculous price. I 
mean, of course it was; EA will not buy anything at a premium. 
They know exactly what they’re doing. What was extra infuriating 
in this case, is that EA has access to, really, all insider information 
of relevance, since EA is DICE’s only client and EA is the pub-
lisher of DICE’s products. LO 

Above all there was a question about having the opportunity to 
choose and the freedom, rather then them coming here saying, 
'Here is the offer, accept. You are stupid if you don’t appreciate 
this bid.’ Then you violate the shareholders’ rights as owners to 
decide for themselves. LO 

Inequity aversion is common empirically and has far-reaching economic conse-
quences according to Fehr & Schmidt (1999) and Fehr & Gechter (2000). Sup-
ported by results from experimental games, they argue that in contrast to strict 
economic rationality, a steady fraction of the population carries norms of fair-
ness. This implies a strong disutility associated with the inequitable distribution 
of payoffs from games. A strong preference for a fair outcome is at hand, and 
these subjects are willing to devote resources towards punishing unfair behaviour 
well in excess of the monetary payoffs from such retaliation. This may be an ad-
ditional rationale for the provision of coalitional entrepreneurship in situations 
where the coalitional entrepreneur experiences an unfair division of payoffs from 
corporate activities. Since Sweden is comparatively egalitarian (Hofstede, 1980), 
such preferences may, from an international perspective, be relatively common 
here.  

In the DICE case, this reasoning would apply in the sense that many sharehold-
ers, not least Olofsson, believed that EA used information asymmetry to exploit 
its position to the detriment of minority shareholders. Olofsson was further moti-
vated by a belief that minority shareholders’ property rights stretched further 
than provided for in the law and regulations and that these rights were being vio-
lated by the acquirer. All in all, the acquirer acted in ways that diverged from 
many minority shareholders’ view on what was allowed, regardless of whether 
the behaviour was formally correct. That shareholders saw this as an unfair out-
come of the acquisition game would explain the emergence of the coalition. A 
shareholder with a strong preference for fairness would then be willing to devote 
resources, knowing that the cost is likely to exceed the benefits, towards retaliat-
ing against this perceived unfairness.  

For Olofsson, retaliation meant putting resources towards coalitional entrepre-
neurship that were unlikely to be compensated by financial payoffs from this ac-
tivism. The exiting controlling shareholder was not criticised to any significant 
extent beyond the anger expressed about its representative’s actions on the board 
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of directors. Rather, it was management and the entering controlling shareholder 
that allegedly violated the rights of the outside shareholders by restricting their 
choices and, in Olofsson’s reading, consequently broke normative expectations. 
The following account is illustrative: 

Both when EA entered the first time and the bid – those were is-
sues to be handled by the owners. That is to say, managements do 
good or bad things; that’s the way it is, but they should not think 
that they can fiddle with the shareholders’ rights any way they 
please. Because if someone is let in [as an owner by a directed is-
sue], it also implies that other shareholders’ share of the corpora-
tion is diluted, as in the case of EA[’s entry]. The case of a bid 
also is to the very highest extent an issue concerning the owners. 
The timing of the bid and the way it was placed, it would in large 
imply that you have no choice. You have only to accept or else 
your shares will be purchased by compulsion, and that is defini-
tively a question for the owners, since people did not feel like sell-
ing their shares based on what they knew then, and [they] had no 
inclination to be forced to sell their shares. LO 

Altogether, this generated a sense of fury that can be argued to have provided the 
real push for Olofsson to take on the role of coalitional entrepreneur alongside 
much weaker economic incentives. A parallel can be drawn here to Erlingsson 
(2005), who show that ‘stirred emotions’ motivate individuals to form political 
parties despite collective action problems. A preference for fairness can also be 
discerned in the remarks of Dahlander, although less explicit and with less 
strength.

One objective was to establish for EA that we did not accept the 
offer and that there were others who did not accept the offer and to 
encourage other smaller shareholders and larger shareholders. 
We did establish with a certain amount of attention that people 
were saying no, then. It usually never succeeds that so many say 
no. Of the dispersed equity, excluding EA, it was a fairly large 
fraction that said no to the offer and it was almost a historically 
large fraction in this case. So, in that way we succeeded in that. 
Then an objective in itself was that the acquisition would not be 
successful and the acquisition was not successful; they did not 
manage to acquire the company and to obtain absolute majority. 
In that sense one has to say that it was successful. Then in the end, 
and some might agree, if someone is to do something in that way, 
then it should be done in a fair manner, and there were those who 
thought that it was not fair – the offered price, et cetera. Thus far, 
that point has been made. Then one has to see in the longer term 
what will happen, if it was right in the economic sense or not. PD 
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The DICE case study indicates that the existence and characteristics of pre-
existing transacting relationships and interfaces among minority shareholders 
have implications for the process of adapting to expanding opportunity sets by 
means of co-operative shareholder activism. This is indicated by the case study, 
which shows how two different coalitions emerged from two different pre-
existing groups as a response to the same changes in minority shareholders’ op-
portunity sets, although the incentives produced by the changes may have varied 
in strength. The VCW group emerged from a public meeting place that func-
tioned as a forum for discussion and generally anonymous and transitory infor-
mation exchanges. The circle of shareholders emerged from a private network of 
acquaintances connected to the world of professional finance.  

The pre-existing exchange relationships and interfaces among minority share-
holders mattered in slightly different ways for the two coalitions. What was 
common to both, nonetheless, is that they facilitated the channelling of informa-
tion saying that the bid would fail, thereby lowering the expected cost of reject-
ing the bid. When this eventuality became known, the expected future costs from 
increased specificity fell, leaving the coalitional entrepreneurs to cover mainly 
the co-ordination costs. Furthermore, this information allowed the coalitional en-
trepreneurs and others to assess the probability of succeeding in their shareholder 
activism. For the VCW group, the existence of a communication structure inde-
pendent from DICE, wherein minority shareholders discussed the company and 
the coalitional entrepreneur participated, had a further benefit: it allowed for e-
conomisation on the costs of bringing minority shareholders into the coalition, 
since insurgency was diffused throughout the forum at no cost to the coalitional 
entrepreneur. An effect was that communication channels to dissatisfied share-
holders ready to be organised were available. The significance of such pre-
existing ‘mobilising structures’ in spreading insurgency and economising on 
mobilisation is well documented in the literature on social movements (e.g., 
McAdam, 1982/1999). The effect has also been noted in the literature on institu-
tional shareholder activism from a more sociological perspective (Bengtsson, 
2005).  

There were differences between the two groups, however. While the members of 
the circle of shareholders seem to have discussed the issue and arrived at a rea-
sonably sober assessment of the perceived unattractiveness of the conditions of 
the bid, the members of the VCW group immediately developed a hostile stance 
towards the acquirer. This attitude affected the costs of the coalitional entrepre-
neurship. Specifically, the ease with which the stirred emotions were shared and 
mutually reinforced had the effect of diffusing the costs of co-ordinating the 
VCW group at its formative stage (cf. Benford & Snow, 2000; McAdam, 
1982/1999). The coalitional entrepreneur did not have to carry the costs of time 
to persuade other coalition members that rejecting the bid was the right thing to 
do. Most members participated in discussions regarding this in their spare time. 
In the circle of shareholders, however, these costs were borne by the coalitional 
entrepreneur to a much larger extent. This indicates that some aspect of the VCW 
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group promoted open discussions, and this aspect did not characterise the circle 
of shareholders. 

Lifting the assumption intrinsic to the type of economic rationality underlying 
the ideal types – that only the transactions concerning the co-operative share-
holder activism are considered – makes this intelligible. The effects of prior 
transactions played a role in the formation of the coalitions because the exchange 
relationships and interfaces were already in place. This lowered costs of coali-
tional entrepreneurship for the VCW group. As insurgency had been cultivated 
amongst the members-to-be of this coalition, all that was needed was the emer-
gence of a coalitional entrepreneur pursuing attractive objectives. The coalitional 
entrepreneur could observe the insurgency and from that was able to make an in-
formed assessment of the probability of success (i.e. having owners of 10% of 
the equity join the coalition to stop the bid). Infuriated minority shareholders 
joined the coalition without persuasion. This was hardly irrational behaviour, 
though, since exit from the coalition was unrestricted. Quite simply, without the 
public forum the costs for assembling a coalition would have been far greater. In 
the circle of shareholders, on the other hand, the pre-existence of a network did 
not lower the costs for coalitional entrepreneurship to the same extent. The coali-
tional entrepreneur had to carry costs for negotiation and persuasion.  

In sum, the coalitional entrepreneur of the circle of shareholders, Dahlander, re-
sembled the ideal-typical coalitional entrepreneur of offensive shareholder activ-
ism by holding a comparatively large position. The coalitional entrepreneur of 
the VCW group, Olofsson, did not resemble this or any other ideal-typical entre-
preneur. Instead, stark breaches of passionately held normative expectations re-
garding management and the acquirer appear to have provided him with the 
strongest incentives for taking on the role of coalitional entrepreneur. While the-
se same incentives, especially a preference for fairness, seemed to influence the 
activities of Dahlander as well, they did so to a lesser extent. Finally, the public 
forum from which the VCW group emerged was an important factor in lowering 
the costs of coalitional entrepreneurship in the formation stage of this group. 

7.3.2.2 Coalitional Organisation 
Even if a shareholder takes on the role of coalitional entrepreneur, passive mem-
bers will not surrender control over their residual control rights unless they can 
expect the entrepreneur to act in their interest to a sufficient extent. If support 
from passive members cannot be anticipated, no shareholder will take on the role 
of coalitional entrepreneur. Therefore, an important factor explaining the emer-
gence of a viable minority shareholder coalition is the mechanism that controls 
opportunism in the coalition. In the ideal types, this problem of defection is han-
dled by the way in which coalitions are organised. At DICE, since a sole coali-
tional entrepreneur led each coalition, the coalitional structures resembled each 
other and can both be described as centralised, in line with the offensive type of 
minority shareholder coalition.  
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While Dahlander stands outs as most closely approximating the ideal-typical 
coalitional entrepreneur, it was not his coalition but rather the VCW group that 
most closely resembled the ideal-typical centralised minority shareholder coali-
tion. After the initial diffusion of co-ordination costs in the forum from which 
the VCW group emerged, all costly entrepreneurial input was concentrated in 
one member (Olofsson) who led the group. He co-ordinated the endeavour by 
managing the records of the group and voicing their collective will. Communica-
tion channels ran between the coalitional entrepreneur and the passive members, 
but not among the passive members. The passive members assigned their resid-
ual control rights for one purpose only; consequently, the frequency of coali-
tional transactions was low. The coalitional entrepreneur accounted for his ac-
tions in order to sustain membership of passive members. An exit mechanism 
was always available for the passive members to leave the group as they pleased, 
which many did. 

From this it may be inferred that the VCW group was well equipped to handle 
offensive-type objectives and could curb any potential problems of opportunism 
with great efficiency. Compared to a decentralised organisation, the centralised 
coalition benefits from efficiency in decision making and communication (Wil-
liamson, 1975/1983). Moreover, the exit mechanism available to passive mem-
bers restrains opportunistic tendencies by the coalitional entrepreneur. At DICE, 
passive members joined the VCW group and would incur no further costs from 
so doing. Therefore, they had incentives to join as long as they supported the 
stated objectives of the coalition. The coalition was remarkably similar to the 
ideal type, and, as a consequence, qualities ascribed to the ideal-typical central-
ised minority shareholder coalition also hold for the VCW group.  

The circle of shareholders, on the other hand, differs somewhat more from the 
ideal-typical centralised coalition, although the similarities are still many. Most 
of the costly input was concentrated in a co-ordinating coalitional entrepreneur, 
who led the group efforts and contributed most of the time that was devoted to 
coalitional activities – persuading the more passive members and co-ordinating 
the issuance of a press release. Residual control rights were handed over for one 
purpose only; and the organisational structure roughly resembled the wheel form, 
even though there were some pre-existing channels among certain more passive 
members who knew each other professionally. The strongest discrepancy from 
the ideal type is that the internal control mechanism was impaired. Becoming a 
member of the circle of shareholders implied not only allowing one’s shares to 
be pooled into the anonymous mass that made a statement in the press release, 
but also a commitment to rejecting the bid. The coalition more or less resembled 
a pact that stretched beyond the co-operative voice activity. It really did imply a 
strong commitment to rejecting the bid. Holding relatively large positions, as 
most members did, meant accepting the risk of becoming locked in to an illiquid 
share with a majority owner who had sufficient means to expropriate the minor-
ity shareholders. 



220

Since the circle of shareholders lacked the internal exit mechanism that was inte-
gral to the VCW group, becoming a member constituted a greater risk. The ma-
jor consequence was that upon becoming a coalition member, exit from the in-
vestment in DICE was rendered more or less unavailable. In other words, mem-
bership implied a self-chosen diminishment of the opportunity set. This dimin-
ishment, combined with the larger positions held by the group’s members, helps 
to explain the initial hesitation on the part of many members to join the coalition. 
The expected costs for making a commitment to rejecting the bid (not necessar-
ily the realised costs) were, plainly, positive, but negatively related to the ex-
pected rejection rate. In other words, the larger the group, the smaller the costs 
for joining. When the VCW group became public knowledge, these costs 
dropped significantly, likely inducing the emergence of the circle of shareholders 
because its members could commit to rejecting the offer. 

The coalitional entrepreneur, notwithstanding, carried the largest overall cost. 
Not only did this mean carrying the costs for co-ordination in terms of time 
spent, but also taking on the role of spokesperson for the coalition, as he was the 
only publicly visible member. As already noted, private institutional investors 
are generally reluctant to become activists, at least in public, because they risk 
losing competitiveness in other areas of business (Ryan & Schneider, 2002) or 
losing access to soft information (Black & Coffee, 1994). Probably for these rea-
sons, Swedish institutional investors, like their British counterparts, prefer not to 
engage in shareholder activism in public (Bengtsson, 2005; Black & Coffee, 
1994; Gaved, 1997). The risk of losing access to soft information also applies to 
the coalitional entrepreneur, whose future ability to bilateralise corporate rela-
tions and/or obtain important information could have been hurt. However, by be-
ing offered anonymity, the more passive members found their costs for participa-
tion considerably lowered. While this is counterfactual, it is highly possible that 
the coalition would not have publicly emerged without the option for members to 
remain anonymous, although it certainly could have remained a private pact.  

That membership in the circle of shareholders implied a commitment to rejecting 
the bid would explain the behaviour of its members, but what created this com-
mitment? An answer would be the existence of a reputation mechanism. The 
ideal types do not capture this mechanism since they are based on an economic 
rationality that implies that the only aspects of the relationships with fellow coa-
lition members that are brought into their decision making are those pertaining to 
the co-operative shareholder activism. A reputation mechanism may come into 
play when transactions (both past and future) not related to the co-operative 
shareholder activism are allowed to affect decision making. There are good rea-
sons to believe that such a mechanism was strong in the circle of shareholders, 
but not in the VCW group.  

The basis for this conjecture rests in the ability to exclude members from future 
transactions in the circle of shareholders. Both groups concerned themselves ma-
inly with the exchange of corporate data and interpretations of these data. How-
ever, the VCW group was Internet-based, so anyone could benefit from the ex-
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changes occurring there, no matter what the source’s reputation. This was not the 
case for the mainly face-to-face relationships that characterised the transactions 
of the members of the circle of shareholders. In this group there were very real 
possibilities of being excluded from future transactions. Since it is reasonable to 
believe that such transactions are valued, the transacting parties find themselves 
in a situation wherein reputation becomes valuable.  

Without other control mechanisms to ensure that the information exchanged can 
be trusted, a reputation for trustworthiness can be important for involvement in 
future transactions. It allows for trusting a transacting partner (Williamson, 
1996). In a sociologically small group such as that of Stockholm’s professional 
finance community (Bengtsson, 2005), information can be quickly diffused (Ol-
son, 1965; Ostrom, 1998). Reputation can therefore be a powerful control 
mechanism that serves as a viable, functional substitute for the exit mechanism 
of the ideal-typical centralised coalition. Thus, a promise to follow the activism 
transaction through becomes credible, and the problems of defection and oppor-
tunistic use of residual control rights by the entrepreneur are solved. The coali-
tional entrepreneur of the circle of shareholders explained this trust: 

No, but since we have worked with each other or in the same de-
limited industry over 15 years’ time, we have confidence in each 
other and you know who they are; and one may have said or not 
said ‘but we will not sell.’ If someone you have known for such a 
long time, someone you trust, says that, then you know that is what 
will happen. But if someone sends email, then it becomes an en-
tirely different thing; then you don’t know who it is. PD 

The importance of reputation for co-operative shareholder activism in the world 
of professional finance has been acknowledged in previous studies. Black & 
Coffee, for example, in their study of shareholder activism of UK fund manag-
ers, found that:  

… once an institution joins a coalition, it will be expected to stand 
fast and not liquidate its stake in the company. Having assumed a 
leadership role, one loses face – within a cohesive community in 
which reputations are important – if one abandons the collective 
effort by selling one’s stake. (Black & Coffee, 1994: 2047) 

Plainly, reputation for trustworthiness matters – and it matters a great deal within 
the world of professional finance in the United Kingdom. There is little reason to 
believe that it would be otherwise in Sweden (Bengtsson, 2005). That the mem-
bers of the circle of shareholders considerd the effects of their actions on their 
reputations would explain why their actions often diverged from the ideal-typical 
course of action. 

In the VCW group, on the other hand, exits were frequent among passive mem-
bers. This is understandable since there was no way to exclude a defector from 
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future transactions; reputation therefore had no particular value in the sense that 
it did not provide access to what was considered valuable in the forum (i.e. in-
formation). In fact, a given coalition member had no ability to monitor other coa-
lition members. The only member of the group whose actions could be moni-
tored at low cost by other members was the coalitional entrepreneur, who, for 
this reason, might have felt some concern for his own reputation. His comment 
regarding the restrictions on exiting the DICE position throughout the case pe-
riod is illuminating.  

As for me, I did not sell any shares whatsoever during this whole 
period, naturally – partly because I suspect that I had access to in-
sider information because I spoke to other investors and had a cer-
tain insight into the process, into the negotiations, and partly be-
cause it would not seem serious, and one could get accused of ma-
nipulating the share price. LO 

The different emphases placed on the same mechanism – reputation – by the two 
groups would also explain why two coalitions emerged instead of one in re-
sponse to the same changes in opportunity sets. If someone anticipates engaging 
in only one transaction within a group wherein a reputation mechanism is at 
work, that person has little to lose by acting opportunistically and gaining a bad 
reputation. Because the person does not expect to transact within the group any-
more, a reputation for opportunism does not hinder access to anything s/he con-
siders valuable. The other members of the group can rationally expect this person 
to defect in an attempt to gain short-term benefits and will choose not to co-
operate with him/her. This explanation would account for why the groups did not 
merge.  

The reputation that underscored a commitment to the coalition’s premises in the 
circle of shareholders was valuable only within that group. A new member’s 
promise would not necessarily be credible and would not be trusted. Since the 
organisation of the circle of shareholders relied heavily on the reputation mecha-
nism for controlling opportunism, other members were not let in. This logic 
comes through in the remarks of the coalitional entrepreneur of the circle of 
shareholders as he pondered why two groups were formed.  

I think it is because we are from two different sides. On the one 
side, there are those who work with it professionally – and those 
positions are occupied by a few actors – where every individual 
actor among the large [investors] of the professional collective of 
investors are, as you may have noticed, not very keen on allying in 
public. Then you are forced to keep a prospective grouping … 
quite small in number. You have to feel that everyone has confi-
dence in each other and that one can hold the other’s hand in a 
fair way. If you are to add, regardless if it is 25 or 250 persons, 
then you cannot be in control; you do not know …whether their 
assurance is satisfactory. Has everyone signed a contract where 
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they commit to not selling; do these persons really own the shares 
they say they own? And the manageability – how do you manage 
such a thing? It becomes messy. So [there were] two entirely dif-
ferent groupings, which work in two entirely different ways, and in 
that way it became two entirely different parts, then. PD 

In summary, the VCW group was remarkably similar to the ideal-typical central-
ised coalition, characteristic of the offensive type of shareholder activism. The 
coalitional entrepreneur’s concern for reputation might have had some impact, 
but not as much as for the circle of shareholders. The circle of shareholders, too, 
exhibited many similarities to this type of coalition. The major difference, how-
ever, was the inability of the more passive members to exit the coalition once 
they joined. This had major consequences. In particular, it made the cost of en-
tering the coalition much higher, which led to vigorous in-group dynamics be-
fore the coalition could form and become public knowledge. A reputation 
mechanism intrinsic to the group from which the circle of shareholders emerged 
served as a functional substitute for an exit mechanism, curbing risks of oppor-
tunism and rendering in-group promises credible.  

7.3.3 Corporate Relationships Pursued by the Coalitions 

Adaptation by means of collective voice transforms corporate relationships from 
the arm’s-length approach typically pursued by minority shareholders. The cor-
porate relationships pursued by the two coalitions at DICE were generally closer 
to negotiations than to bilateral relationships, which is in keeping with the gen-
eral offensive character of the co-operative shareholder activism. The approach 
to corporate relationships pursued by the coalitions was similar to a voting con-
test: they attempted to maximise the number of shareholders that supported the 
coalitions’ objectives (i.e. rejected the bid) to force corporate insiders to suc-
cumb to their wishes. 

Negotiation-type corporate relationships are characterised as ascribing no eco-
nomic value to future personalised relationships with corporate insiders, as the 
continuance of transactions with them are not valued as such. As a consequence, 
typical relationships are characterised by an emphasis on quick results by the 
most efficient means available rather than by a more cautionary approach that 
takes the state of future relationships into account. The coalitions gave little re-
gard to a positive state of future relationships with the entering controlling 
shareholder, and no regard for the state of future relationships with the exiting 
controlling shareholder was shown. Indeed, the personal relationships that ex-
isted prior to the case period consisted solely of interactions with senior man-
agement; this was the case for both coalitional entrepreneurs and for other major 
shareholders. Yet, interactions with management were non-existent during the 
case study. And while neither coalitional entrepreneur had prior personal rela-
tionships with the exiting or entering controlling shareholder, they developed a 
fairly hostile approach to these over the case period.   
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Relationships with the board of directors and, as a consequence, with the exiting 
controlling shareholder were anything but warm throughout the case. The bid 
was initially rejected by a majority of the shareholders, and the board then tried 
to persuade dispersed shareholders, through such means as press contacts, to re-
consider and accept it. This course of action can be understood if one accepts 
that the manager from the exiting controlling shareholder not only chaired the 
board, but also dominated it. This line of reasoning is consistent with Kärre-
man’s (1999) model suggesting that large shareholders’ representatives dominate 
board decision making.  

Aggravation with the actions of the board, expressed in numerous accounts, is 
associated with the placement of normative expectations on this entity. The 
board of directors was regarded ideally as a reactive instrument for executing the 
shareholders’ will. The two coalitional entrepreneurs offered the following criti-
cal observations: 

The thing is that the board are supposed to represent all share-
holders. In this situation where they see that the shareholders will 
not buy into this, then the board is supposed to withdraw their rec-
ommendation. Then the board should not continue trying to per-
suade people to accept and keep nagging about this being unfortu-
nate. Then they are supposed to say, ‘We do not have the share-
holders’ support, [so] we don’t think this offer should be accepted 
in the present form and at the present time,’ and recommend peo-
ple say no in this situation. Then they are supposed to listen to 
those they represent. LO 

Well, one way in which we tried to sway the board was that we 
said no. We did not accept the offer. The board is supposed to rep-
resent the shareholders, and that was a very clear way of swaying 
the board – to say ‘We do not accept this and you represent us; 
now you will have to conform to our wishes, to the majority of the 
shareholders.’ Now, they didn’t do that; they did not represent the 
majority of the shareholders. PD 

Media played an important role in these negotiations, since they allowed infor-
mation about the expected rejection rate to reach those who were not members of 
the coalitions, forums or networks. As an aggressive instrument for attracting 
support for the coalitions’ objectives and thereby strengthening the coalitional 
entrepreneurs’ position in negotiations, media tilted corporate relationships well 
towards the negotiation type. It also exposed what the minority shareholders per-
ceived as unfair actions by EA, generating something akin to bad publicity. This 
latter result, however, was not a characteristic of the coalitions’ overall media re-
lations tactic; indeed, there are no particular indications of intentions to drag the 
acquirer’s name through the mud. Consequently, there was room for even more 
aggressive negotiations, which were perhaps even more effective and, thus, clo-
ser to the ideal type. For at least the members of the circle of shareholders, this 
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may be due in part to a degree of value placed on friendly future corporate rela-
tionships. Since the bid was likely to lower the turnover of the share, and since 
the members of this group held large positions, the bilateralisation of corporate 
relationships might have seemed a future possibility.  

The larger the fraction of the firm’s total equity that was assembled in the coali-
tions, the smaller the acquirer’s room for bargaining became. The signalling to 
dispersed minority shareholders served, first, to encourage them to reject the bid 
by acting on their opportunity sets, thus to increase the expected rejection rate 
and, subsequently, to put greater pressure on the acquirer to raise or retract the 
bid. As explained by the coalitional entrepreneur of the circle of shareholders: 

It was partly to show that together we are strong enough to cause 
problems for realising the acquisition for the one making the offer. 
That is one thing: a signal to the acquirer – to signal to the ac-
quirer that we do not accept the price they offer. The second point 
is that one also sends a signal to the other present shareholders 
that may not have made up their mind … [and] that for some rea-
son were not a part of this group of shareholders, but who see that 
‘if these says no, then maybe I should say no, too.’ So it [the sig-
nal] had two receivers, so to speak. So in my case, those who were 
implied in this circle of shareholders, it was a few large investors. 
Then there was another grouping and there it was, so to speak, a 
larger number of primarily somewhat smaller investors, but also 
the odd larger investor. So there were two types of constellations. 
But both really had the same purpose: to indicate or to establish 
for the acquirer that we did not accept [the bid] and to encourage 
or give incentives to the others who had not made up their mind 
yet. PD 

Negotiations were, as described in the case narrative, deadlocked. This, of cour-
se, is merely rational negotiation technique. As Schelling (1956) argues, the one 
who can ‘tie one’s hands’ in negotiations, i.e. manage to make an irrevocable 
commitment to a bargaining position, has won the negotiations if settling the 
agreement is desirable for both parties. Arguably neither the acquirer nor the two 
groups of shareholders could make a completely solid commitment to not chang-
ing the conditions of or not accepting the bid, but both sides attempted to make 
the strongest possible commitment. If either party started to sway, a signal was 
sent indicating that there was room for negotiations and that the party was will-
ing to compromise to close the deal. For the minority shareholder coalitions, ad-
justing the demanded price downwards, however gradually, to meet the ac-
quirer’s offer could signal a non-credible commitment to rejecting the bid at the 
offered price, which risked having members leave the coalitions and accept the 
bid immediately to save time. For the acquirer, increasing the offered price could 
have damaging effects on its reputation, which risked creating spillover effects 
on future acquisitions. The coalitional entrepreneur of the VCW group explained 
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the likely reason why the acquirer was not ready to negotiate in the following 
way: 

Until they change their mind, they have to say, ‘No, we will not 
change our mind,’ because otherwise it is the same thing as say-
ing, ‘Yes, we will change our mind.’ But the other thing is that they 
buy game developers the whole time. If some game developer’s 
shareholders can oppose and force forward a higher bid, then eve-
ryone can do it. So maybe they didn’t have much choice. But for a 
while, before they prolonged the bid period, they did not reach 
50%. Then the bid was pointless and they could have withdrawn at 
that point; but they wanted DICE so badly that they prolonged the 
bid period, and people started to get nervous and so on, so they 
got over 50% in the end. But in the first situation the bid was 
stopped; it did not succeed. LO 

Hence, corporate relationships in this case study are closer to the negotiation 
type. The strategy pursued by the coalitional entrepreneurs was to assemble a 
large enough collective position, both by drawing shareholders into the coalitions 
and by signalling to dispersed shareholders, to block the bid and thereby create a 
strong enough bargaining position to force a retraction of or better terms for the 
bid. This approach, similar in nature to a voting contest, reflects the generally of-
fensive posture that characterised the case study. Indications of this include ag-
gressive negotiation techniques and media use, which indicate a low valuation of 
friendly corporate relationships as such. Factors affecting these relationships in-
cluded board capture and potential spillover effects on future transactions. The 
latter raised the acquirer’s costs for acceding in negotiations.    

7.4 Summary and Conclusions 

The analysis of the two coalitions in the DICE case study shows that both ap-
proximated ideal-typical offensive minority shareholder coalitions and demon-
strates how what the ideal types describe can play out in the real world. The bid 
placed on all outstanding shares made a holding strategy unappealing and raised 
the attractiveness of voice considerably, thus causing an expansion in the oppor-
tunity sets of minority shareholders. Both coalitions emerged as responses to this 
opportunity to make the entering controlling shareholder either raise the bid or 
retract it. Each coalition was led by a sole coalitional entrepreneur who devoted a 
great deal of time assembling support for the coalition and communicating this 
support to the acquirer and to the media. Thus, both coalitions can be described 
as centralised. One difference between them is that the coalitional entrepreneur 
of the circle of shareholders spent most of his time trying to tie members to the 
coalition, whereas the coalitional entrepreneur of the VCW group spent most of 
his time managing the records of shareholders eager to join the coalition. Corpo-
rate relationships were characterised by deadlock. However, the strategy pursued 
by the coalitional entrepreneurs was simply to render the coalitions as large as 
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possible so as to force the entering controlling shareholder to raise or retract the 
bid, since it otherwise would fail. This approach to corporate relationships, simi-
lar to a voting contest, approximated the negotiation type wherein the future state 
of relationships with corporate insiders is not a consideration.  

A number of divergences from the ideal-typical offensive minority shareholder 
coalition identified in this case study warrant attention. To begin with, existing 
information exchange relationships and interfaces among coalition members had 
an impact on the structure of coalitional relationships. In the circle of sharehold-
ers, members acted as if considering the effects of their actions on their reputa-
tion for trustworthiness within the group. Therefore, they could not make prom-
ises hastily, since breaking such promises could hurt their reputation, and reputa-
tion appeared important in the private network to which they belonged. This 
could explain why the coalitional entrepreneur had to spend so much time ex-
tracting promises from the others to join the coalition. The situation was different 
for the VCW group, which instead contained a frequently used exit mechanism. 
The forum from which this coalition emerged incorporated a lively discussion 
leading to a consensus on the unattractiveness of the conditions of the bid. This 
consensus allowed the coalitional entrepreneur to economise on co-ordination 
costs, as he did not have to spend much time convincing minority shareholders to 
join the coalition.  

A key factor sets the network of the circle of shareholders and the forum of the 
VCW group apart: There was no way to exclude shareholders from taking part in 
the Internet-based discussions of the VCW; hence, reputation was not important 
for accessing valuable information through this avenue. This difference probably 
accounts for why two coalitions with the same purpose emerged. One used a re-
putation mechanism for controlling defection and other opportunistic threats, 
whereas the other used the exit mechanism described in the ideal-typical central-
ised coalition. Non-members of the network that placed a high value on mem-
bers’ individual reputations had no standing in this network and were therefore 
not trusted by the network members. 

In the case study, the controlling shareholder seems to have wished to appear as 
a tough negotiator that does not succumb to the demands of opposing minority 
shareholders. This demeanour appears to have shaped relationships with these 
opposing minority shareholders. While the actions undertaken by the controlling 
shareholder were not in any way illegal, they sparked the rage of the coalitional 
entrepreneurs. This rage can be explained by the notion of inequity aversion; that 
is, at least one of the coalitional entrepreneurs was driven by fury stemming from 
the perception that the entering controlling shareholder exploited its position and 
that this was ‘unfair’. This created an opportunity for the coalitional entrepre-
neurs to retaliate by means of voice. 
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8. Comparative Analysis of 
the Case Studies

8.1 Introduction to the Comparative Analysis 

The minority shareholder coalitions and the process of co-operative shareholder 
activism naturally differ across cases. The ideal types describe two different 
kinds of coalitions, suggesting differences in cause, process and outcome. To the 
extent that the empirically studied coalitions differ from each other by approxi-
mating different ideal types, the differences are not very interesting for compara-
tive analysis since they are in line with what is described by the ideal types. 
More interesting for comparative purposes are the variations across cases that are 
not accounted for by the ideal types. More specifically, two types of variations 
are at hand and are the subjects for comparative analysis: 

Cross-case variations in how the empirical coalitions diverge from the ideal-
typical coalitions.  

Cross-case variations in the types of empirical observations that can be linked 
to the general and abstract concepts of the ideal types.  

Many divergences from the ideal types are idiosyncratic in nature and show up in 
only one case study, and these have already been explained in the respective case 
analyses. However, certain divergences return in different shapes across more 
than one case study. Moreover, many concepts are linked to similar indicators 
across cases; the concrete expression of ‘cost’ in minority shareholder coalitions, 
for example, is typically (the alternative cost of) time. When there are no cross-
case differences in what a concept captures, comparative analysis is of little in-
terest; there is nothing to systematise or explain. Some concepts, however, cap-
ture a wider set of indicators. 

8.1.1 Analysis of Variation in Divergences from the Ideal 

Types 

Table 8.1 summarises the observations from the case studies that are the subjects 
for the comparative analysis of divergences from the ideal-typical coalitions.  



 
C

on
si

liu
m

 M
in

or
ity

 
C

or
e 

C
o-

op
er

at
io

n 
St

rö
m

st
ad

 G
ro

up
 

V
C

W
 G

ro
up

 
C

ir
cl

e 
of

 S
ha

re
ho

ld
er

s 

In
te

rn
al

  

C
on

tr
ol

  

M
ec

ha
ni

sm
 

P
as

si
ve

 
m

em
be

rs
 

as
so

ci
at

e 

by
 s

ig
ni

ng
 a

 l
et

te
r 

sp
ec

if
yi

ng
 

th
ei

r 
co

ll
ec

ti
ve

 
w

il
l, 

co
n-

st
ra

in
in

g 
co

al
it

io
na

l 
en

tr
e-

pr
en

eu
rs

’ 
di

sc
re

ti
on

 a
nd

 a
ls

o 

ty
in

g 
pa

ss
iv

e 
m

em
be

rs
 

to
 

co
nc

lu
di

ng
 

th
e 

so
le

 
co

al
i-

ti
on

al
 tr

an
sa

ct
io

n.
 

C
on

si
st

en
t 

w
it

h 
th

e 
id

ea
l-

ty
pi

ca
l 

de
ce

nt
ra

li
se

d 
co

al
i-

ti
on

, 
al

l 
m

em
be

rs
 s

pe
nd

 t
im

e 

on
 c

oa
li

ti
on

al
 a

ct
iv

it
ie

s,
 c

an
 

be
 e

xc
lu

de
d 

fr
om

 t
he

 c
oa

li
-

ti
on

, 
an

d 
ar

e 
vu

ln
er

ab
le

 
to

 

ex
pr

op
ri

at
io

n 
(b

ec
au

se
 

of
, 

e.
g.

, p
oo

r 
li

qu
id

it
y)

. 

P
as

si
ve

 m
em

be
rs

 i
ss

ue
 p

ro
xy

 

st
at

em
en

ts
 

w
it

ho
ut

 
re

st
ri

c-

ti
on

s.
 

C
oa

li
ti

on
al

 
en

tr
ep

re
-

ne
ur

s 
om

it
 

sy
st

em
at

ic
 

ac
-

co
un

ti
ng

 
fo

r 
pa

ss
iv

e 
m

em
-

be
rs

, y
et

 a
re

 tr
us

te
d.

 

C
on

si
st

en
t 

w
it

h 
th

e 
id

ea
l-

ty
pi

ca
l 

ce
nt

ra
li

se
d 

co
al

it
io

n,
 

w
id

es
pr

ea
d 

ex
it

 
po

ss
ib

il
it

ie
s 

ex
is

t 
fo

r 
pa

ss
iv

e 
m

em
be

rs
 

an
d 

co
al

it
io

na
l 

en
tr

ep
re

ne
ur

 

pr
ov

id
es

 r
eg

ul
ar

 a
cc

ou
nt

in
g.

  

P
as

si
ve

 m
em

be
rs

 r
el

uc
ta

nt
 

to
 e

nt
er

 t
he

 c
oa

li
tio

n 
si

nc
e 

ex
it

 f
ro

m
 i

t 
is

 n
ot

 c
on

si
d-

er
ed

 a
 f

ea
si

bl
e 

op
ti

on
, 

th
us

 

m
ak

in
g 

th
e 

pr
om

is
e 

ir
re

vo
-

ca
bl

e.
 

C
os

tl
y 

In
-

pu
t/

 
C

oa
li

-

ti
on

al
 E

nt
re

-

pr
en

eu
rs

hi
p 

A
ll

 m
em

be
rs

 f
in

d 
ea

ch
 o

th
er

 

th
ro

ug
h 

ne
tw

or
k.

 C
os

t 
sh

ar
-

in
g,

 i
n 

th
e 

se
ns

e 
th

at
 d

is
cu

s-

si
on

s 
le

ad
 t

o 
a 

co
ll

ec
ti

ve
 i

n-

te
rp

re
ta

ti
on

 
of

 
op

po
rt

un
it

y,
 

oc
cu

rs
 

in
 

th
e 

ne
tw

or
k 

in
 

w
hi

ch
 t

he
 c

oa
li

ti
on

 m
em

be
rs

 

pa
rt

ic
ip

at
e.

 

S
om

e 
m

em
be

rs
 

fi
nd

 
ea

ch
 

ot
he

r 
th

ro
ug

h 
ne

tw
or

k.
 

M
os

t 
m

em
be

rs
 

co
m

e 
fr

om
 

ne
tw

or
k.

 
C

oa
li

ti
on

al
 

en
tr

e-

pr
en

eu
rs

 
ar

e 
tr

us
te

d 
as

 
au

-

th
or

it
ie

s 
on

 t
he

 t
ar

ge
t 

co
m

-

pa
ny

, 
di

m
in

is
hi

ng
 

th
e 

ne
ed

 

fo
r 

de
vo

ti
ng

 t
im

e 
to

 p
er

su
a-

si
on

. 

M
em

be
rs

 c
om

e 
fr

om
 I

nt
er

ne
t 

fo
ru

m
s.

 C
os

t 
sh

ar
in

g,
 i

n 
th

e 

se
ns

e 
th

at
 d

is
cu

ss
io

ns
 l

ea
d 

to
 

co
ll

ec
ti

ve
 

in
te

rp
re

ta
ti

on
 

of
 

op
po

rt
un

it
y,

 o
cc

ur
s 

in
 t

he
 f

o-

ru
m

s 
in

 w
hi

ch
 t

he
 c

oa
li

ti
on

 

m
em

be
rs

 p
ar

ti
ci

pa
te

. 

M
em

be
rs

 
co

m
e 

fr
om

 
ne

t-

w
or

k.
  

C
or

po
ra

te
  

R
el

at
io

n-

sh
ip

s 

C
on

tr
ol

li
ng

 
sh

ar
eh

ol
de

r 

ho
ld

s 
ab

so
lu

te
 m

aj
or

it
y 

an
d 

de
vo

te
s 

ti
m

e 
to

 
co

al
it

io
n.

 

E
xp

re
ss

es
 a

ve
rs

io
n 

to
 ‘

ba
d’

 

pu
bl

ic
it

y.
 

C
on

tr
ol

li
ng

 s
ha

re
ho

ld
er

 h
ol

ds
 

ab
so

lu
te

 m
aj

or
it

y 
an

d 
de

vo
te

s 

ti
m

e 
to

 
co

al
it

io
n.

 
E

xp
re

ss
es

 

av
er

si
on

 to
 ‘

ba
d’

 p
ub

li
ci

ty
. 

C
on

tr
ol

li
ng

 
sh

ar
eh

ol
de

r 

m
ai

nt
ai

ns
 

in
cu

m
be

nc
y 

de
-

sp
it

e 
co

al
it

io
n 

co
ll

ec
ti

ve
ly

 

ho
ld

in
g 

la
rg

er
 

po
si

ti
on

, 
ye

t 

de
vo

te
s 

re
so

ur
ce

s 
to

 t
he

 c
oa

-

li
ti

on
 to

 a
vo

id
 p

ub
lic

it
y.

 

(E
nt

er
in

g)
 c

on
tr

ol
li

ng
 s

ha
re

-

ho
ld

er
 

un
co

nc
er

ne
d 

ab
ou

t 

pu
bl

ic
it

y 
su

gg
es

ti
ng

 
po

or
 

tr
ea

tm
en

t 
of

 m
in

or
it

y 
sh

ar
e-

ho
ld

er
s.

 R
ef

us
es

 t
o 

ne
go

ti
at

e 

de
sp

it
e 

th
is

 
th

re
at

en
in

g 
th

e 

ac
qu

is
it

io
n.

 

(E
nt

er
in

g)
 

co
nt

ro
ll

in
g 

sh
ar

eh
ol

de
r,

 
un

co
nc

er
ne

d 

ab
ou

t 
pu

bl
ic

it
y 

su
gg

es
ti

ng
 

po
or

 t
re

at
m

en
t 

of
 m

in
or

it
y 

sh
ar

eh
ol

de
rs

. 
R

ef
us

es
 

to
 

ne
go

ti
at

e 
de

sp
ite

 
th

is
 

th
re

at
en

in
g 

th
e 

ac
qu

is
it

io
n.

 

Ta
bl

e 
8.

1.
 S

um
m

ar
y 

of
 o

bs
er

va
tio

ns
 fr

om
 th

e 
ca

se
 st

ud
ie

s s
ub

je
ct

 to
 c

om
pa

ra
tiv

e 
an

al
ys

is
. 



230

The objective of the comparative analysis of divergences is to craft a parsimoni-
ous explanation for the variations in divergences described in Table 8.1. The ta-
ble does not give an exhaustive list of divergences from the ideal types in the 
case studies; rather, it focuses on those divergences that are more than an isolated 
incident in the case material. The analysis explores the different ways in which 
those divergences materialised across the five coalitions.  

The observations described in the table are sorted according to dimensions of the 
ideal types along which the coalitions were analysed. The comparative analysis 
that follows is focused on explaining why certain divergences appear in some, 
but not all, coalitions and why these divergences may take different forms across 
coalitions. Common to all divergences described in the table is that the individ-
ual case analyses concluded that they had something to do with shareholders, 
both minority and controlling, considering the effects of their actions on their 
reputation. Comparative analysis is used here for refining these results, that is, to 
craft a more generally valid explanation for how and why reputation considera-
tions lead to divergences from ideal types. 

The main reason for the plausibility of reputation considerations as an explana-
tion for divergences is that shareholders are engaged in transactions other than 
those considered by the ideal types. The ideal types assume that involved actors 
consider the potential effects of their actions only on the relationships among 
minority shareholders, assumed only to pertain to transactions that regard co-
operative shareholder activism, and the relationships between the shareholder ac-
tivists and corporate insiders. The case analyses, however, show that other trans-
actions yielding value to involved shareholders are also affected by actions un-
dertaken in the process of collective voice, creating additional considerations. 
Such transactions over and above those considered in the ideal types are, in this 
chapter, termed extra-coalitional transactions. The case analyses indicate that 
some extra-coalitional transactions are made possible only if the shareholder has 
a certain reputation. How this shareholder acts in situations of co-operative 
shareholder activism, moreover, affects his/her reputation, thus invalidating the 
independence between coalitional and extra-coalitional transactions assumed by 
the ideal types.  

Thus, inquiry into the logic of this type of reputation mechanism and its applica-
tion to the case material forms a major part of the comparative analysis. A main 
argument of this chapter is that these divergences can be accounted for by the 
application of a general theory of the functioning of reputation mechanisms on 
the situations faced specifically by shareholders of the publicly traded corpora-
tion. Shareholders often act as if they consider their actions’ effects on their 
reputation. The comparative analysis of divergences from the ideal types in this 
study therefore begins by introducing a partially new general framework describ-
ing the conditions under which reputation can be a valuable asset and thus affect 
the way an actor chooses to act. This framework is used for analysing the impact 
of reputation considerations that create divergences by minority and controlling 
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shareholders, respectively, from the ideal-typical minority shareholder coalitions 
across the cases. Through this application, the analysis yields the promised re-
sults: general explanations pertaining specifically to shareholders of the publicly 
traded corporation and identifying when and how minority shareholder coalitions 
are likely to diverge from ideal-typical coalitions due to various reputation con-
siderations.  

8.1.2 Analysis of Variation in Indicators 

Table 8.2 summarises the indicators of the opportunity set changes identified in 
the case analyses, which are the subjects of comparative analysis. The ideal types 
comprise abstract, generalised concepts such as opportunity set, coalitional en-
trepreneurship and corporate relationships. The case analyses allowed for explo-
ration into what these concepts mean in the world of co-operative shareholder ac-
tivism, that is, the type of empirical observations that can be interpreted as indi-
cating something on the theoretical level.  

Most concepts could be tied to observations that were similar across cases. 
Costly input/coalitional entrepreneurship in the context of minority shareholder 
coalitions, for example, typically implied devoting time to managing the coali-
tion. Without variation across cases, however, comparative analysis is of little 
value. Other concepts capture a wider range of indicators in the empirical mate-
rial. The concept capturing perhaps the largest variation in concrete observations 
was (changes in) opportunity sets, the antecedent to coalition emergence. This 
variation is the main focus of the comparative analysis of indicators.  

The first objective of the comparative analysis of variations in indicators is to 
systematise the observations described in Table 8.2. This is done by creating a 
typology consisting of sub-categories to the overriding categories of opportunity 
set expansion and diminishment. The second objective is to explore what conse-
quences each type of opportunity set change has on the nature and the outcome 
of the activism. The typology, thus, is used for further analysis of the relation-
ship between the type of opportunity set change and activism characteristics and 
outcome.  

This comparative analysis of indicators allows for the generation of two types of 
results. The first is an elaboration of the concept of opportunity set change in the 
context of co-operative shareholder activism. The second is refined descriptions 
of the association between opportunity set changes, on the one hand, and adapta-
tion, corporate relationships and corporate performance on the other. As will be 
argued, reputation considerations also have an impact on minority shareholders’ 
opportunity sets, creating incentives for co-operative shareholder activism.  
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8.2 Reputation Mechanisms 

This section develops the general theoretical framework on reputation mecha-
nisms leading to self-enforcing contracts, based primarily on Weigelt & Camerer 
(1988), Bull (1987), Telser (1980), Axelrod (1984/1990), Williamson (1996), 
Ostrom (1990, 1998), and Kreps & Wilson (1982). The case analyses all sug-
gests that concern for reputation affects the way in which both minority and con-
trolling shareholders act. The ideal types are unable to account for this since they 
assume independence between coalitional and extra-coalitional transactions. 
Therefore, a different framework needs to be introduced to analyse the impact of 
reputation considerations on the variations in divergences from the ideal types 
across cases. The framework introduced here, however, deviates to a minimum 
from the assumptions behind the ideal types (i.e. bounded rationality, opportun-
ism, and risk-adjusted return as the motivator). The only assumption lifted is that 
shareholders do not consider extra-coalitional transactions when choosing how to 
act.

This general framework is applied to the situations faced by minority sharehold-
ers and controlling shareholders, respectively, in the remainder of the chapter. It 
is this application that yields the substantive results of the comparative analysis 
of divergences to be brought into the final model. This comparative analysis ex-
plores the extent to which reputation mechanisms can account for the variations 
described in Table 8.1. The results suggest that under certain specifiable circum-
stances, minority shareholders will take their network reputation into considera-
tion and controlling shareholders will consider their public image.  

Network reputation considerations and public image considerations can be seen 
as the same general mechanism operating in different contexts. The concept of 
‘reputation’ as applied to shareholders can, for the purposes of this study, be seen 
as analogous to Weigelt & Camerer’s (1988) definition of corporate reputation: a 
set of attributes ascribed to a shareholder, inferred from the shareholder’s past 
actions. The difference between network reputation considerations and public 
image considerations resides in who ascribes the attributes to the shareholders 
and what transactions are affected by this attribution.  

Network reputation considerations refer to the situation in which members of a 
network ascribe attributes to a shareholder and make the shareholder’s access to 
what is offered by the network contingent on the nature of the ascribed attributes. 
This leads the shareholder to take into consideration the potential effect(s) of 
his/her actions on his/her reputation in the network when choosing how to act. 
This type of reputation mechanism is applied to explain divergences by minority 
shareholders from the ideal types. 

Public image considerations apply to the situation in which controlling share-
holders are ascribed attributes by a wider set of existing and potential stake-
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holders. The term ‘image’ rather than ‘reputation’ is used to differentiate this ap-
plication from network reputation considerations, and it also suggests a larger 
and less easily identifiable group of people who ascribe the image to the control-
ling shareholder. The attributes that these stakeholders ascribe to a controlling 
shareholder sometimes affect whether and to what extent they will transact with 
him/her; this forces the controlling shareholder to consider the potential effect(s) 
of his/her actions on his/her public image when deciding how to act. This type of 
reputation mechanism applies to controlling shareholders.  

The existence of network reputation considerations and public image considera-
tions would explain the variations in divergences from the ideal types, which are 
the subject of comparative analysis. Moreover, both types of considerations play 
a part in the diminishment and expansion of some of the opportunity sets de-
scribed in Table 8.2. A general framework on reputation mechanisms must, 
however, be made explicit before it can be applied to shareholders’ situations. 

8.2.1 Reputation as a Valuable Asset 

A shareholder’s reputation indicates his/her ‘type’, which for the purposes of this 
study refers to the shareholder’s payoffs from available courses of actions. A 
reputation thus suggests probabilities regarding actions and reactions that others 
ascribe to the shareholder. Examples of simple types that may be ascribed to 
players in a prisoner’s dilemma type of situation include whether he/she is ‘reli-
able’ or ‘opportunistic’; in other situations other types might be ascribed to play-
ers. A reputation for being of a certain type can, under certain circumstances, be 
considered a valuable asset if it gives access to something else that is regarded as 
valuable. This is possible since equilibrium outcomes from games can change as 
a result of expectations that stem from reputation; specifically, when co-players 
expect a certain course of action from a shareholder, they may adjust their own 
strategy accordingly (Weigelt & Camerer, 1988). This is especially true when in-
formation is imperfect (Kreps & Wilson, 1982), as is typically the case given as-
sumptions of bounds on rationality. Examples suggested by the case analyses 
show how a reputation for being reliable can give access to shareholder networks 
through which valuable information flows and how a public image for acting in 
the interests of minority shareholders can give access to larger pools of risk-
willing equity financing for controlling shareholders.  

The value of a reputation can theoretically be calculated as the net present value 
of the benefits accessed through that reputation. Access to these benefits is typi-
cally under the control of someone else: the one whose actions vis-à-vis the 
shareholder are affected by the attributes that s/he ascribes to this shareholder. 
The shareholder, thus, affects the value of his/her reputation by the way s/he acts 
and how these actions appear to those who control access to the valued benefits. 
Because the value of a reputation is affected by the way in which the shareholder 
acts, additional costs (i.e. lower reputation value) and benefits (i.e. higher reputa-
tion value) can become considerations in choice situations. The desire both to 
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preserve and to increase the value of a reputation can thus motivate a share-
holder’s actions.  

The mechanics of a reputation mechanism are partially captured by indefinitely 
repeated games of prisoner’s dilemma. These games have a co-operative equilib-
rium if the players value future benefits sufficiently highly (Axelrod, 1984/1990; 
Bierman & Fernandez, 1998), which is often the case if the game is repeated 
with high frequency (Williamson, 1996). In those cases, it is rational to sacrifice 
short-term gains from defection to maximise the present value of future benefits 
from co-operation. Defection may yield attractive benefits in the short run; how-
ever, it may also increase the likelihood that a non-co-operative equilibrium will 
emerge in the repeated game, leading to a lower individual payoff for both play-
ers in the longer run. A trade-off between immediate gains from defecting and 
foregone future gains from co-operation by the co-player is thus at hand.  

Reputation mechanisms can also work for a larger group of actors, allowing for 
trustful relationships33 even if transaction frequency between two isolated actors 
is not high enough to render a co-operative equilibrium, as in the indefinitely re-
peated game of prisoner’s dilemma. If having a reputation for reliability in co-
operation increases the likelihood that any given co-player within the group also 
will co-operate (or engage in any exchanges), then reputation takes on value 
within the group since it allows for higher payoffs from future in-group encoun-
ters. When a given reputation gives access to valuable benefits, a trade-off is cre-
ated for a reputable actor about to choose between acting according to his/her 
reputation or acting opportunistically, which may yield a higher payoff if the 
situation is isolated (Weigelt & Camerer, 1988).  

Telser (1980) notes that an agreement is self-enforcing if the discounted value 
from the economisations made accessible through future co-operation is larger 
than the short-term gains from acting opportunistically. The outcome is a type of 
transaction characterised by trust – a ‘gentlemen’s agreement’ (Bull, 1987) 
whereby commitment to non-opportunism is at hand since opportunism gives 
rise to costs in the form of foregone future benefits. Simply put, when reputation 
is valuable, opportunism is less likely; the parties can trust each other because it 
is not in their interests to act opportunistically. To the extent that defecting in a 
given game spills over into future games among in-group actors involving the 
defector, it is costly to act opportunistically. A reputation for trustworthiness is 
an investment, an intangible asset built up from foregone short-term gains, that is 
losable by behaving ‘wrongly’ (Weigelt & Camerer, 1988). It is also specific in 
the sense that it generally cannot be sold and has value only in a specific context; 
there are a given group of actors that controls what the reputation gives access to. 
And unless transacting partners know about someone’s reputation, it will not 

––––––––– 
33 Trust is here an outcome of an arrangement wherein neither of the parties to an exchange has any 

interest in acting opportunistically; it is not an intrinsic quality of the actors, the effect of socialisa-
tion, or the like (cf. Williamson, 1996). 
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have any effect on their actions. When reputation can take on value, mutual gains 
can be realised from co-operative equilibrium in games involving in-group actors 
who have invested in this reputation asset, since the actors can, because of the 
costliness of defection, expect co-operation from co-players.  

The function of reputation as contractual safeguard limiting risks of opportunism 
in this way is widely recognised in the literature on incomplete contracts (e.g., 
Bull, 1987; Williamson, 1996) and collective action (e.g., Ostrom, 1990). Os-
trom (1998), for example, developed a model based on a survey of numerous 
case studies of collective action in diverse settings. She argues that there is a re-
lationship among reciprocity, reputation and trust. By reciprocating co-operation 
with co-operation, which implies acting against short-term impulses to defect, a 
reputation for being a ‘co-operative’ type can be built. This induces mutually 
beneficial co-operation in others without additional control measures (e.g., the 
threat of state involvement). Having a reputation for being a certain type of actor 
strengthens commitments to act accordingly. It implies, also, that reputation can 
be a valuable asset not only in situations captured by the prisoner’s dilemma. 
Any situation in which value is put on a commitment to act in a certain, predict-
able way is a candidate for a reputation mechanism.  

8.2.2 Conditions Under Which Reputation Becomes Valuable 

A reputation for being of a certain type becomes of value because it affects the 
way others’ act to the extent that it gives access to something valuable, be it in-
formation from a network, economisation on future transactions, or something 
else. It is important to note that particular conditions enable a reputation mecha-
nism to play an important role. At least three factors are significant for rendering 
a reputation valuable in this sense: 

Value of the benefits accessed by being reputable. The notion that the value 
of a reputation equals the net present value of the benefits accessed by means 
of the reputation was laid out above. The more valuable the benefits are, the 
more costly it is to act in ways inconsistent with reputation (e.g., for someone 
with a reputation for being a co-operator to defect), since this jeopardises a 
more valuable access to future benefits (e.g., Telser, 1980).  

Effectiveness of information collection and dissemination. No reputation 
mechanism can function unless sufficiently reliable information on opportun-
istic behaviour by a group member is effectively spread throughout the 
group. Unless information on past actions is spread, a reputation cannot be 
formed; group members cannot ascribe attributes to a group member without 
a basis on which to do so (e.g., Zingales, 2000; Ostrom, 1998).

The degree of excludability. Unless it is possible for an actor to be excluded 
from consuming the benefits at issue, no value will be placed upon reputation 
(e.g., Black & Coffee, 1994; Bengtsson, 2005). If members of the group in 
which an actor’s reputation is formed have no ability to exclude an actor with 
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a reputation for being opportunistic from accessing in-group benefits, a poor 
reputation will not affect the that actor’s behaviour unless being reputable is 
valued in its own right.  

A reputation mechanism will not emerge within a group if either the information 
dissemination or the ability to exclude fails. In such instances, there is little or 
nothing to be lost by acting opportunistically, because the actions will either not 
become known or will not lead to a removal of access to the associated benefits. 
The strength of the reputation mechanism, i.e. the size of the payoff from acting 
opportunistically that will be foregone to protect reputation, varies with the value 
of the benefits accessed by being reputable. The higher the value of the benefits 
accessed, the higher the payoff from acting opportunistically must be for an actor 
to choose the opportunistic course of action that jeopardises access to them.  

8.3 Reputation Considerations in Shareholder 
Networks

This section analyses the impacts of both reputation considerations within share-
holder networks and pre-organisation among minority shareholders on coali-
tional emergence and viability from a comparative perspective. The general 
framework on reputation mechanisms developed in the previous section aids in 
this task, and the analysis suggests that pre-organisation and reputation consid-
erations within shareholder networks are likely to be important features of mi-
nority shareholder coalitions under certain conditions. More specifically, the 
analysis suggests that reputation is likely to matter when coalitions emerge 
among minority shareholders who are members of networks through which in-
formation and other valued benefits can be accessed. Reputation is important, 
however, only if the accessible benefits are characterised by excludability and if 
information regarding opportunistic actions is effectively collected and dissemi-
nated among network members.  

The existence of network reputation considerations is likely to replace the me-
chanism that controls opportunism among members of a coalition described by 
the ideal types, thus leading to divergences. Reputation considerations take on 
this role because network members trade off the gain from opportunistic actions 
against the foregone benefits to which exclusion from the network would lead. 
Pre-organisation, whether through a network characterised by reputation consid-
erations or through some other avenue, is likely to lead to economisation in or-
ganising a minority shareholder coalition. The nature of the economisation dif-
fers depending on whether a reputation mechanism exists.  

The argument presented here is largely consistent with the findings of Black & 
Coffee (1994) on the significance of reputation within networks of UK institu-
tional shareholders. It can also largely encompass the results of, among others, 
Bengtsson’s (2005) study of networks among Swedish institutional shareholders 
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and Davis & Thompson’s (1994) research on networks among U.S. institutional 
shareholders.  

8.3.1 Analysis of Extra-Coalitional Transactions among 

Minority Shareholders 

In the ideal types, the operating assumption is that the relationships among coali-
tion members is unaffected by transactions other than those pertaining to the co-
operative shareholder activism. When this assumption is violated, network repu-
tation considerations may become important. The basic framework on reputation 
mechanisms identifies three factors that help determine whether reputation will 
be a valuable asset to a shareholder. Following an examination of the types of 
extra-coalitional transactions that occurred among minority shareholders within 
networks in the case studies, these factors are used to analyse these networks.  

The most common extra-coalitional transactions among coalition members ac-
ross the case studies were exchanges of data and interpretations of those data. In 
the Consilium case study, both the Consilium minority and the core co-operation 
emerged from an email network through which shareholders discussed Consil-
ium-related matters. In the Pricer case study, the Strömstad group emerged from 
a network of personally acquainted investors who met to discuss a wide range of 
investments. In the DICE case study, the VCW group emerged from an Internet 
forum devoted to discussions of investment; and the circle of shareholders emer-
ged from a network of personally acquainted investors associated with profes-
sional finance who met to discuss a wide range of investments. ‘Social’ ex-
changes, e.g., shareholders being friends, likely took place in the networks of the 
case studies, especially among the members of the Strömstad group and circle of 
shareholders. These are not taken into account in the analysis that follows. How-
ever, had they been considered, the argument that is made would probably be 
strengthened. 

There is no way to make a precise assessment as to the absolute value of the be-
nefits accessed by membership in the respective networks/forums in the case 
studies. This value is unobservable and can vary from member to member be-
cause of such factors as differences in portfolios or competency in handling in-
formation flowing through the networks. Some indications as to the relative 
value of these memberships are at hand, however.  

The benefits accessed by being a member of the network of the Consilium case 
study included data and interpretations on only one corporation: Consilium. 
Membership in networks or forums for information exchange in the other case 
studies gave access to data and interpretations relating to multiple investment ob-
jects. While the quantity of investment objects discussed says little about the 
quality of the available data and interpretations, it is an indication that the bene-
fits accessed through the network at Consilium were of less value than the bene-
fits accessed in the other case studies’ arenas for information exchange. 
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There are also indications of differing competency levels across the net-
works/forums in terms of collecting and disseminating information about mem-
bers’ actions. According to Ostrom (1998), face-to-face interaction is probably 
the most effective way of disseminating relevant information, a requirement for a 
reputation mechanism to operate. If this mechanism is to function, participants 
must be able to reliably tie failure to reciprocate co-operation to a specific per-
son. While face-to-face interaction is obviously not a technical necessity for ef-
fective information collection and dissemination, the fact that the Strömstad 
group and the circle of shareholders emerged from networks characterised 
largely by this approach supports the idea that information is more effectively 
collected and disseminated in such networks.   

Other factors also help explain why networks/forums without face-to-face inter-
actions are less capable in collecting and disseminating reliable information on 
opportunistic actions by their members. The technical solutions by which mem-
bers exchange information in these groups allow widespread possibilities to cre-
ate ‘fake’ identities in order to access benefits. A mailing list tied together the 
members of the network from which the Consilium minority and the core co-
operation emerged. Such an arrangement is not necessarily anonymous, but since 
it is costly to validate the identities of new members, a member pursuing an op-
portunistic agenda could relatively easily enter the group anew, claiming a dif-
ferent identity. Similarly, the VCW group emerged from a public Internet forum, 
where anonymity is the general rule. Creating a new identity through this avenue 
would certainly not be a problem.  

The three networks in the case studies – the respective networks from which the 
Consilium minority/core co-operation, the Strömstad group, and the circle of 
shareholders emerged – are characterised by the (theoretical) ability to exclude 
members from benefits. In the networks from which the Strömstad group and the 
circle of shareholders emerged, the benefits were transmitted person-to-person, 
making it very simple to stop supplying benefits to an opportunistic member. 
This description is also valid for networks among institutional shareholders in 
Sweden (Bengtsson, 2005) and the United Kingdom (Black & Coffee, 1994). 
The network from which the Consilium minority emerged had the technical ca-
pability to exclude members from the emails spreading the benefits, even though 
the noted costliness of detecting ‘fake’ recipients was prohibitive. This is not the 
case for the public discussion forum from which the VCW group emerged. The 
members of the VCW group did not own the forum and could not stop anyone 
from accessing it.   

The analysis of the extra-coalitional transactions suggests that the networks from 
which the Strömstad group and the circle of shareholders emerged combine ex-
cludability with effective information collection and dissemination. The network 
from which the Consilium minority emerged does contain theoretical possibili-
ties for exclusion, but is hampered by relative difficulty in assuring information 
reliability. The analysis also suggests that the benefits accessed in the latter net-
work carry comparatively less value, since the number of investment objects 
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about which members access data and interpretations are relatively few. The fo-
rum from which the VCW group emerged is public and cannot exclude members 
from benefits.  

8.3.2 Network Reputation Considerations as a Control 

Mechanism

One of the interesting aspects of the existence of network reputation considera-
tions is that it can function as a control mechanism in a coalition. In a situation 
wherein coalitional entrepreneurs and passive coalition members consider their 
actions’ effects on their individual reputation within the network from which the 
coalition emerges, opportunism is likely to be under control. To the extent that 
access to the benefits offered by the network is contingent on abstaining from 
opportunistic actions, reputation considerations are likely to be a factor in mem-
bers’ decision making. Costs in the form of devalued reputation are traded off 
against payoffs from opportunistic actions.  

One effect of this, revealed by the case studies, is that the reputation mechanism 
replaces the internal control mechanisms described by the ideal types as safe-
guarding against opportunism. Because it is costly for network members to act 
opportunistically, it is not in their interest to do so; knowing this, members can 
trust each other. Hence, to the extent that the coalitional entrepreneur is reputa-
ble, passive members can entrust their residual control rights without concern. A 
non-reputable coalitional entrepreneur would, on the other hand, find it much 
more costly to assemble support within a network. Having no or ‘bad’ reputation 
implies that potential supporters will not ascribe an increased probability that 
their co-operation will be reciprocated, which likely necessitates more resources 
from the would-be entrepreneur to convince potential passive members to sup-
port the coalition. In this way, reputation mechanisms appear to be a viable func-
tional substitute for the internal control mechanisms described by the ideal types, 
leading to commitment to a co-operative strategy. 

The conditions for a reputation mechanism are largely fulfilled for the Strömstad 
group and the circle of shareholders but not for the other networks or forums 
across case studies. The following observations pertain to these two coalitions: 

The Strömstad group of the Pricer case study associated coalition members 
by proxy statements without restrictions on the coalitional entrepreneurs’ dis-
cretion. The coalitional entrepreneurs were trusted as authorities on Pricer-
related issues and, unlike the ideal-typical coalitional entrepreneur, could sus-
tain coalitional viability despite not devoting resources towards accounting 
for their actions to passive coalition members. Reputation considerations wo-
uld explain how this was possible. 

The circle of shareholders in the DICE case study associated members by 
mere promises, which were difficult for the coalitional entrepreneur to ex-
tract. An explanation would be costs of breaking such a promise. Breaking a 
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promise hurts the value of the defector’s reputation, which, in turn, makes 
members wary of making promises since doing so introduces considerations 
that impair the exit possibility. This would also explain why two independent 
coalitions were formed as responses to the same events in the same corpora-
tion: Outsiders to the network cannot necessarily be trusted since they have 
no reputation that can be harmed. Moreover, if they are unlikely to transact 
within the network in the future, they have no incentives to invest in creating 
a reputation for credibility. 

Despite a lack of an internal control mechanism discouraging defection and other 
hazards of opportunism as described by the ideal types, these two coalitions were 
viable. Their viability can be explained by the existence of a functioning reputa-
tion mechanism. The other three coalitions, in contrast, contained organisational 
control mechanisms similar to those described by the ideal types safeguarding 
their members against other members’ opportunism and defection. 

The Consilium minority of the Consilium case study was organised by means 
of written ‘contract’ (a signed letter) defining the boundaries for the coali-
tional entrepreneurs’ discretion. Because of the specified limitations, the coa-
litional entrepreneurs could not exploit their position of centrality in the coa-
lition for pursuing private ends. 

In the core co-operation of the Consilium case study, all coalition members 
partook actively in the coalition’s activities, consistent with the ideal-typical 
decentralised coalition. A situation of mutual dependence and incentives for 
ongoing peer monitoring would explain how opportunism was controlled. 

The VCW group of the DICE case study allowed members to exit (and enter) 
at any time without additional cost, creating incentives for the coalitional en-
trepreneur not to act opportunistically and to report on actions undertaken, 
which was done regularly. This control mechanism corresponds closely to 
that intrinsic to the ideal-typical centralised coalition. 

Cross-case variations in coalitional control mechanisms can thus be explained by 
the existence of a reputation mechanism operating to safeguard against opportun-
ism in the Strömstad group and the circle of shareholders, but not in the other 
three coalitions. These two coalitions carry the traits that, when combined, create 
a strong reputation mechanism, leading coalition members to take their network 
reputation into consideration when choosing a course of action.  

There are, however, differences between these two coalitions: Why is it that only 
in the Strömstad group were the coalitional entrepreneurs are almost blindly trus-
ted on matters of the target company?  

In the circle of shareholders, the coalition members required a certain degree of 
information to reach consensus regarding the coalitional issues; they did not fully 
trust the coalitional entrepreneur. While being reputable clearly enabled the en-
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trepreneurs of both coalitions to pull together members from the respective net-
works, the effect of reputation was not as strong in the circle of shareholders as 
in the Strömstad group. The reputation of the coalitional entrepreneur in the cir-
cle of shareholders was certainly significant in terms of ability to gain support 
for the coalition, indicated not least by the fact that practically no individuals 
who not in a personalised relationship with the entrepreneur, i.e. individuals out-
side the network, were recruited. However, the reputation effect in the Strömstad 
group was even stronger in this regard; very little convincing was needed be-
cause the coalitional entrepreneurs were trusted as authorities on Pricer-related 
issues within the network. 

A possible explanation of the difference between these two coalitions in terms of 
reputation effect lies in the fact that many members of the circle of shareholders 
were institutional investors. This means that they are competitors. Non-
competitors can benefit from specialisation, i.e. processing larger quantities of 
corporate data with the aid of more sophisticated, firm-specific models, since 
shareholders can specialise in analysing firms and share their findings. Trust in 
the exchanged information is made possible by the reputation mechanism. The 
result can be better portfolio performance for all participants. However, as ar-
gued by Hellman (2000), for institutional shareholders, it is not absolute per-
formance that matters; it is performance relative to competitors. Customers tend 
to allocate funds based on relative performance once they decide to invest in eq-
uity funds. Therefore, the gains from specialisation are much smaller (potentially 
leading to better absolute performance for everyone), and the temptation to de-
fect from co-operation or pursue other opportunistic actions (which could in-
crease relative performance) may be greater. It may therefore be rational to carry 
some costs for becoming informed, despite the existence of a reputation mecha-
nism. Pursuing opportunistic actions can lead to competitive advantages, thereby 
inflicting serious costs on those choosing to co-operate. A situation in which de-
fection is attractive and harms those who pursue a co-operative strategy can also 
create a situation in which defection or other opportunistic acts lead to retaliation 
in the form of seriously devalued reputation, a significant cost, as is reported by 
Black & Coffee (1994) on UK institutional shareholders.  

Another reason for the differences between the Strömstad group and the circle of 
shareholders may be that many members of the latter coalition are professional 
money managers. It is possible that professional ethics and fiduciary duties in-
fluence professional investors’ interactions. For example, a professional investor 
who makes a poor investment decision because s/he failed to meet a minimum 
standard in terms of being informed could face potential litigation or damaged 
professional esteem.   

8.3.3 Economisation Through Pre-Organisation  

The existence of network reputation considerations may also have consequences 
for coalitional entrepreneurs’ ability to economise when the future coalition 
members are pre-organised. Davis & Thompson (1994), Gaved (1997), and 
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Bengtsson (2005) argue that pre-organisation of shareholders in networks leads 
to economisation of co-operative shareholder activism through a harmonisation 
of values and world views and through less costly pooling of voting rights. This 
is consistent with the arguments made in the individual case analyses, which also 
encompass one public forum (from which the VCW group of the DICE case stu-
dy emerged). All coalitions across the case studies emerged among minority sha-
reholders pre-organised to some degree, making it impossible to compare them 
to a case in which no pre-organisation occurred. The results do suggest, however, 
that pre-organisation facilitates coalition formation.  

When some degree of pre-organisation exists, coalitional entrepreneurs can eco-
nomise on costs for seeking out support for the coalition, i.e. costs incurred prior 
to, but necessary for, the emergence of a coalition. It is also likely that they can 
make a more informed assessment of the likelihood of realising benefits from 
leading collective voice (if the realisation of benefits is contingent on a certain 
coalition size to persuade or override corporate insiders) before embarking on 
costly activism-related activities. Differences exist in how economisations were 
realised across the cases. Can these differences be explained by network reputa-
tion considerations?  

For the two coalitions that emerged out of networks with strong reputation 
mechanisms, the case analyses show that pre-organisation had an impact on coa-
lition formation. The nature of this impact can be summarised as follows: 

Most passive members of the Strömstad group in the Pricer case study were 
personal acquaintances of the coalitional entrepreneurs and trusted them as 
authorities on Pricer-related issues. Consequently, the coalitional entrepre-
neurs did not have to carry costs for convincing passive members of the 
soundness of the objectives to be pursued, making mobilisation less costly.  

The members of the circle of shareholders in the DICE case study were re-
cruited from personal acquaintances of the coalitional entrepreneur, claiming 
trust issues for not recruiting other shareholders. A significant amount of time 
(cost for the coalitional entrepreneur) was spent on recruiting members. 

The coalitions that emerged from networks or forums without a strong reputation 
mechanism economised from pre-organisation in different ways. A feature of 
those coalitions is that costs for harmonising world views (i.e. engaging in per-
suasion) were shared in the pre-organised groups; they did not have to be borne 
by the entrepreneur alone or underwritten by the entrepreneur’s reputation. 

At the formation of the Consilium minority, consensus had already been re-
ached on the issues pursued by the coalition through discussions on the email 
list that tied the members together. Coalitional entrepreneurs had only to put 
the group consensus in print for other members to sign, thus economising on 
costs for searching and convincing minority shareholders.  
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The same network also mediated contact between the original members of 
the core co-operation in the Consilium case, thus lowering search costs in the 
formation of this coalition. A consensus on the core issues to be pursued, 
which were similar to those sparking the earlier coalition, was at hand when 
the core co-operation formed. 

When the VCW group in the DICE case study emerged, consensus on the is-
sue to be pursued by the coalition already existed. The bid (the issue of the 
case study) had been extensively discussed on the Internet forum where the 
coalitional entrepreneur sought support prior to coalition formation, and feel-
ings were already primed.  

A higher degree of ex ante cost sharing occurred in those coalitions that did not 
emerge from networks wherein members had strong reasons to consider the ef-
fects of their actions on their reputation within the network. When reputation 
considerations were important, consensus-approaching discussions on the issues 
that the coalitions formed to handle did not take place (at least not to the same 
extent). In those coalitions, the network reputation considerations appeared to 
lead to economisation ex post in the sense that there was no need to devote re-
sources to controlling opportunism. In the Strömstad group, most notably, trust 
in the coalitional entrepreneurs was so high that reputation considerations could 
replace activities directed at convincing passive members ex ante as well. A po-
tential explanation for the difference between this coalition and the circle of 
shareholders regarding resources spent on convincing more passive members ex 
ante is the competitive pressures discussed above: Trust is not likely to be as 
strong when network members are concerned about their performance relative to 
the performance of other network members. 

A possible explanation for why consensus-approaching discussions took place 
only when reputation was not particularly significant is the signalling effect. In a 
network devoted to exchanging information about investments, a good reputation 
is likely to be contingent on the signalling of competence and judgment reliabil-
ity. Therefore, disincentives for speculation are at hand, since being wrong re-
peatedly risks signalling something other than competence and reliability.  

In the Consilium case study, however, speculation lowered co-ordination costs 
by contributing to efficient consensus development in the formative stages of the 
Consilium minority. This coalition collectively voiced suggestions on corporate 
strategy, something about which they had little certain information. This infor-
mation asymmetry made guesswork necessary for outside shareholders to per-
ceive an expansion of the opportunity set. Costs for reaching consensus would 
have been heavier to bear had it been left to the coalitional entrepreneurs to per-
suade potential supporters of their conjectures in the absence of sufficient sup-
porting data. For the same reasons it could be argued that disincentives were cre-
ated for acting on impulse. It is likely easier to draw wrongful conclusions when 
those conclusions are tainted by affect. Feelings of anger and impulsiveness, 
however, lessened the co-ordination costs of the VCW group at DICE by moti-
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vating more passive minority shareholders to join the coalition without being 
specifically requested to do so by the coalitional entrepreneur.  

These two groups were characterised by faceless communication, which is apt to 
further encourage impulsiveness and emotion-driven action and at the same time 
make an effective reputation mechanism less likely. Based on this reasoning, the 
identified negative relationship between the strength of the reputation mecha-
nism and the ability to share co-ordination costs for reaching consensus and in-
ducing shareholder support for coalitional objectives makes sense.  

8.3.4 Conclusion 

The foregoing analysis indicates that the presence of networks can create a situa-
tion wherein shareholders act as if considering the effects of their actions on their 
reputation in their network. This effect is present if a network is able to effec-
tively collect and distribute information on opportunistic actions and to exclude 
opportunistic members from network-accessed benefits. The potential gains from 
opportunistic actions are traded off against the potential loss of future network 
benefits, i.e. the costs of devalued reputation. The more valuable these benefits, 
the stronger the reputation mechanism. The presence of reputation considerations 
creates trustful relationships; promises are credible and information is non-
speculative, since exchanges of both are underwritten by reputation. Competition 
among network members, however, can lessen this trust to a degree, making the 
members more prone to double-checking information.  

The analysis also indicates that networks and other forms of pre-organisation en-
able economisation on co-operative shareholder activism more generally, e.g., 
reduced search costs. Additional economisation occurs in different ways depend-
ing on the importance of reputation considerations. Pre-organisation without a 
strong reputation mechanism such as, for example, networks that do not provide 
valuable benefits or forums without excludability, makes information dissemina-
tion and ex ante consensus reaching less costly, thus facilitating coalition forma-
tion. Pre-organisation in networks with a strong reputation mechanism makes ex 
post commitment to co-operation less costly and, due to the high-trust relation-
ships that reputation can engender, can also reduce the costs of tying members to 
the coalition.  

8.4 Public Image Considerations by 
Controlling Shareholders 

The general framework on reputation mechanisms developed earlier in the chap-
ter aids in the analysis of the impact of reputation considerations by controlling 
shareholders on the emergence and viability of minority shareholder coalitions. 
Results suggest that controlling shareholders consider their actions’ effects on 
their public image under certain conditions and that these image considerations 
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affect a minority shareholder coalition’s ability to achieve its objectives. Control-
ling shareholders are likely to consider their public image when it is used to ac-
cess other valuable benefits from which they could be excluded and when infor-
mation on their actions is effectively collected and distributed. The analysis sug-
gests, as well, that the response to a minority shareholder coalition depends to 
some extent on the nature of the benefits that the controlling shareholder wishes 
to access. This, in turns, affect the costs for and benefits accessible by collective 
voice, affecting the likelihood for emergence and viability of coalitions. 

The argument presented here is largely consistent with, albeit more restrictive 
than, those of Agnblad et al. (2001) on private benefits of control and informal 
control mechanisms applying to controlling shareholders, Gomes (2000) on the 
link between the reputation of a controlling shareholder and share price at public 
offerings, and Zingales (2000) on the link between media and controlling share-
holders’ reputations, among others.  

8.4.1 Analysis of Extra-Coalitional Transactions of Controlling 

Shareholders

In the ideal types, how the relationship between the activist shareholders and 
corporate insiders evolves has no effect on transactions in which a controlling 
shareholder otherwise participates. If this assumption is lifted, public image con-
siderations by controlling shareholders may become important in shaping their 
responses to minority shareholder coalitions. The general framework on reputa-
tion mechanisms suggests three factors that determine whether reputation con-
siderations will factor into an actor’s decision making. The comparative analysis 
first examines the types of extra-coalitional transactions undertaken by the con-
trolling shareholders in the case studies and then uses these three characteristics 
to analyse what type of extra-coalitional transactions they are engaged in that 
may be affected by their public image.  

Swedish controlling shareholders are typically represented on corporate boards 
of directors (Kärreman, 1999; Jonnergård & Kärreman, 2004). This means, for 
example, that they are in an agency relationship with minority shareholders, be-
ing one of the individuals responsible for overseeing the use of those sharehold-
ers’ invested equity capital. Put differently, controlling shareholders are involved 
in numerous transactions that have nothing to do with minority shareholder coa-
litions. However, as suggested by the general framework on reputation mecha-
nisms, a given reputation is valuable only when it gives access to valued bene-
fits. The question that is raised is, thus: Of the transactions that controlling 
shareholders tend to be involved in, which ones are most likely to be affected by 
their public image? For example, it is unlikely that contracts between labour and 
firm will be affected by a controlling shareholder’s public image; law and unions 
protect the rights of labour, constraining the discretion of corporate insiders in 
the management and remuneration of workers. The same is true for transactions 
between a firm and banks; banks tend to be protected by collateral or instead 
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charge a premium, constraining corporate insiders’ ability to opportunistically 
expropriate borrowed funds. 

One group of stakeholders in the publicly traded corporation does not necessarily 
have such strong protection against expropriation. Outside shareholders face a 
distinct risk of expropriation since they receive the residual income of the corpo-
ration, which is not determined ex ante, and often have limited information on 
corporate activities (Williamson, 1985). Moreover, Sweden is an example of a 
country that operates within a legal context that gives controlling shareholders 
powerful formal tools for retaining control, thus limiting minority shareholders’ 
ability to direct the use of their investment. Shares with differential voting rights, 
pyramid arrangements and cross holdings are perhaps the most powerful of these 
tools, allowing controlling shareholders to control voting rights well in excess of 
the controlled cash flow rights. Concentration of voting rights in Swedish pub-
licly traded corporations is high by international comparison (La Porta et al., 
1999; Agnblad et al., 2001; Collin, 1998). It is also often argued that Swedish 
minority protection is relatively weak (La Porta et al., 1997), although this al-
leged weakness may be exaggerated (Agnblad et al., 2001).  

Hence, minority shareholders’ input into the firm, namely, equity, is perhaps not 
as well protected as that of many other stakeholders. This is likely to increase the 
firm’s financing costs, since minority shareholders will pay less for shares to 
compensate for potential expropriation. Gomes’ (2000) model shows, however, 
that accessing financing from minority shareholders within a framework of poor 
minority protection costs less for a controlling shareholder who has invested in a 
reputation for acting in the interests of minority shareholders (cf. Agnblad et al., 
2001; Zingales, 2000). In other words, having a public image for acting in the in-
terests of minority shareholders can be valuable since it gives access to less cost-
ly financing. 

The value of a public image for being a certain type is not, however, limited to 
convincing unprotected financers that their funds will not be expropriated. A 
specific image can be valuable in any setting where it is important to make a 
commitment to act in a certain way, that is, where value is placed on co-players’ 
having specific expectations regarding of actions and responses. Negotiation is 
one such setting.  

According to Schelling (1956), in bargaining, the party that can ‘tie one’s hands’ 
– the party that can make a strong commitment to a position – ‘wins’ the round if 
both parties can gain from the deal to be made. If both parties stand to gain by 
closing the deal, it is always rational for the uncommitted party to accept the 
take-it-or-leave-it offer that is created when one party commits to a position if 
the payoff is greater than zero. Otherwise, the deal will not be made, leading to a 
zero payoff and making it more attractive to accept an irrevocable bid by a com-
mitted co-player. Thus, for a frequent negotiator, it may be worthwhile to have a 
public image for never moving from an initial bid, which leads others to assume 
that the stated bid is irrevocable. Corporate mergers and acquisitions may be one 
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such bargaining situation in which the acquirer and the existing shareholders 
need to decide on an acceptable premium for the acquired shares and not waver.  

All relevant controlling shareholders in the case studies undertook transactions 
that could potentially realise economisation from a suitable public image, thus 
yielding an image that renders access to these benefits valuable. Both Consilium 
and Pricer issued new shares during the respective case study periods. Indeed, 
Pricer made recurrent new share issues, thereby making its public image for act-
ing in the interests of the minority shareholders valuable to the controlling share-
holder. The acquirer of DICE often acquired similar firms, making it worthwhile 
to have a public image for not caving in during negotiations regarding the premi-
ums offered on shares. However, this raises an interesting issue. The acquirer of 
DICE was operating in a young industry (electronic entertainment) and the com-
pany was growing partially by means of mergers and acquisitions. It is not nec-
essarily beneficial to gain a public image for being harsh on minority sharehold-
ers under these circumstances, as new share issues may be an attractive way of 
financing growth.  

Perhaps differences in the other two factors explaining how a reputation takes on 
value – excludability and efficiency in information collection and dissemination 
– can explain why the acquirer in the DICE case disregarded his image in favour 
of acting in the interests of minority shareholders. Obviously, a given investor is 
perfectly free not to finance a company controlled by a non-reputable share-
holder or to offer a lower price for shares issued, making excludability a trait of 
any financing transaction. Existing shareholders are free to decline an initial of-
fer from a shareholder known for caving in during negotiations, making exclud-
ability also a trait of transactions occurring in conjunction with the acquisition of 
firms. Thus far, no answer is provided. 

However, another difference among these three controlling shareholders is note-
worthy: The controlling shareholders of Consilium and Pricer acted mostly 
within the framework of Sweden’s capital markets, whereas the entering control-
ling shareholder of DICE had the United States as home base. This may indicate 
something about the efficiency of information collection and dissemination, the 
third factor that helps explain the value of a specific public image  

Zingales (2000) and Collin (1990) argue that media play one of the most impor-
tant roles in monitoring controlling shareholders and spreading information 
about their actions, thus shaping their respective public images. To obtain financ-
ing, the acquirer of DICE might have benefited from having an image among 
U.S. investors for acting in their interests, and negative information on activities 
in Sweden were not likely to have affected that image to any significant extent. 
The controlling shareholders of Consilium and Pricer, on the other hand, were 
monitored by journalists who reported directly to a community of investors on 
which the controlled companies were dependent for financing.  
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Another possibility, suggested by Agnblad et al. (2001), is concern over social 
status, which characterises Sweden’s controlling shareholders. 

An important but poorly understood element of the Swedish corpo-
rate governance model is the reliance on informal enforcement 
mechanisms with considerable formal discretion for controlling 
shareholders. In particular, concerns over reputation and social 
status limit minority abuse. (Agnblad et al., 2001: 252) 

This implies that the behavioural assumption of the ideal types (maximise risk-
adjusted return) needs to be complemented. This would, in fact, strengthen the 
argument that the foreign nationality of the entering controlling shareholder in 
the DICE case study played an important role in his behaviour, which differed 
from that of the other controlling shareholders. However, motivations are diffi-
cult to prove and, as suggested by Zingales (2000), based on Fama & Jensen 
(1983b), directors of U.S. companies are obviously also concerned about their 
reputations and shy from publicity suggesting they are treating outside share-
holders poorly. 

The controlling shareholders in the case studies were all involved in transactions 
potentially supported by a certain type of public image, activities from which 
they could be excluded, making it rational for them to consider the effects of 
their actions on their public image. However, there are indications that different 
types of transactions were taken into account by, on the one hand, the controlling 
shareholders of Consilium and Pricer and, on the other hand, the (entering) con-
trolling shareholder of DICE. Because of comparative differences in the value of 
the respective images and in the efficiency of information collection and dis-
semination, these shareholders seemed to value different types of images. The 
controlling shareholders of Consilium and Pricer appeared to consider their ac-
tions’ effects on their public image for acting in the interests of minority share-
holders, whereas the controlling shareholder of DICE appeared to consider 
mainly a public image of being a strong negotiator who does not cave in when 
bargaining. 

8.4.2 Public Image Considerations as a Control Mechanism 

An interesting aspect of the existence of public image considerations is that un-
der certain circumstances it can function as a control mechanism, limiting incen-
tives for opportunism by controlling shareholders. Controlling shareholders who 
access benefits such as less expensive financing by having a public image for ac-
ting in the interests of outside shareholders are likely to consider the effects of 
their actions on this image. A trade-off is created whereby the gain from oppor-
tunistic actions running counter to minority shareholders’ interests is traded off 
against future gains accessed by a public image of acting in the interests of those 
shareholders.  
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Another effect of this mechanism is that voice by minority shareholders is more 
effective when public image is considered, which is not the case in the ideal 
types, making it less costly and thus more probable. If public image is not taken 
into consideration by controlling shareholders or if it is not in their private inter-
ests to do what minority shareholders want, the only way minority shareholders 
can be successful in voice is through a voting contest. Otherwise, an incumbent 
controlling shareholder, who typically owns enough votes to control most deci-
sions at the general meeting and is represented on the board, can simply disre-
gard them. While many controlling shareholders do not own a majority of votes 
(Agnblad et al., 2001), the costs of organising a coalition to win a voting battle 
against them is likely to be prohibitive, making the risk of a controlling share-
holder losing a voting battle typically small. 

The analysis of extra-coalitional transactions in the previous subsection suggests 
that the controlling shareholders of the Consilium and Pricer case studies had 
stronger incentives to consider the effects of their actions vis-à-vis the coalitions 
on their public image of acting in the interests of minority shareholders. The fol-
lowing are observations regarding these two controlling shareholders: 

In the Consilium case study, the actions and statements of the controlling 
shareholder were characterised by a desire both to keep activism out of the 
media and to appear as a responsible owner. The controlling shareholder de-
voted time towards interacting with the coalition members despite owning a 
majority of the votes and, thus, being formally immune to their efforts to gain 
influence.  

In the Pricer case study, the controlling shareholder was able to retain control 
despite the coalition holding a larger fraction of the votes than his. Yet the 
controlling shareholder was constrained by aversion to bad publicity, and this 
aversion was used strategically by the coalitional entrepreneurs. 

The analysis of extra-coalitional transactions also indicates that the (entering) 
controlling shareholder of DICE, when responding to the coalitions, had weaker 
incentives to consider a public image of acting in the interests of the minority 
shareholders. This is explained by differences in the degree of efficiency in in-
formation collection and dissemination to those investors whose approach to-
wards the controlling shareholders are affected by what public image they have. 
On the other hand, the controlling shareholder of DICE appears to have valued 
an image suggesting ‘toughness’ in negotiations. The following observations can 
be made about this controlling shareholder’s behaviour: 

In the DICE case study, the entering controlling shareholder was unwilling to 
negotiate the offer on outstanding shares and appeared unaffected by the pub-
licity that came out of this in newspaper articles and on Internet forums. This 
publicity suggested that the controlling shareholder perhaps acted on infor-
mation asymmetry to the detriment of minority shareholders, which would 
likely not benefit future share issues if disseminated to future investors.  
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That controlling shareholders under certain circumstances consider the effects of 
their actions on their public image would explain the variation in their responses 
to the emergence of a minority shareholder coalition across the case studies. De-
spite controlling shareholders’ tight grip on corporate decision making by formal 
means such as dual class shares (Agnblad et al., 2001) and informal means such 
as board capture (Kärreman, 1999), their concern for personal public image may 
induce a responsiveness to minority shareholder voice. More specifically, con-
trolling shareholders who gain from a public image of taking the interests of the 
minority shareholders into account and risk hurting this image by responding ad-
versely to voicing minority shareholders are likely to grant activists more influ-
ence than are other controlling shareholders. 

For a minority shareholder coalition with strong offensive traits, this represents 
an opportunity. By means of seeking bad publicity, it is possible to inflict a cost 
on a controlling shareholder, making it rational for that shareholder to forego 
some preferred state in order to avoid this cost. An example of this, albeit of di-
rectors rather than a controlling shareholder, is provided by Zingales (2000): 
Famous shareholder activist Robert Monks failed to make directors meet voiced 
demands through a voting battle of Sears’ shareholders. Hence, he changed tac-
tics and placed an ad in the Wall Street Journal suggesting that the directors did 
not act in the interests of the company’s shareholders. Following this publicity, 
the directors implemented all of the suggested changes. Zingales argues that Se-
ars’ directors “realized the cost their inactivity had on their reputation; and this 
is, according to Fama & Jensen (1983a), the most important factor motivating 
corporate directors” (Zingales, 2000: 1628). While the reputation of a director 
and a controlling shareholder may be used for different purposes, the principle 
remains the same. This effect lowers the cost for co-operative shareholder activ-
ism, thus increasing the likelihood that a coalition will emerge. 

For a mainly defensive coalition, for which it could be costly to disturb access to 
corporate insiders as this might make it a less competent monitor in the future, a 
controlling shareholder considering public image of acting in minority share-
holders’ interests represents an opportunity in a slightly different sense. Publicity 
may pose a threat to a controlling shareholder who is being monitored by the 
coalition, thus strengthening the coalition’s functionality as a control mechanism 
safeguarding against expropriation.  

However, as the DICE case study shows, not all controlling shareholders gain 
from a public image of looking out for the interests of minority shareholders. 
Other transactions may be deemed more important than those facilitated by (fu-
ture) minority shareholders who believe the controlling shareholder is acting in 
their interests. Moreover, if effectiveness is poor with respect to collecting rele-
vant information and disseminating it to those able to punish opportunistic ac-
tions by exclusion, opportunistic actions have few expected adverse conse-
quences for the opportunist. 
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8.4.3 Conclusion 

This analysis indicates that controlling shareholders’ responses to a minority 
shareholder coalition are affected by the shareholder’s evaluation of how such 
response will impact their public image. A public image of a certain type may 
facilitate extra-coalitional transactions, especially those for which credible con-
trol mechanisms other than reputation are difficult or costly to design. Obtaining 
financing from outside shareholders may be one such type of transaction, and it 
may be less costly if endorsed by a controlling shareholder with a public image 
of acting in the interests of minority shareholders. If information on controlling 
shareholders’ responses to issues raised by minority shareholders can effectively 
be transmitted to the relevant public, controlling shareholders may be compelled 
to take their public image into consideration when making decisions. This may 
take the form of a trade-off between the potential benefits from an adverse re-
sponse to a minority shareholder coalition and increased costs to obtain future fi-
nancing. Minority shareholders have an opportunity to inflict a cost (bad public-
ity) on the controlling shareholder, which the controlling shareholder may 
choose to avoid by foregoing private benefits. If the controlling shareholder has 
no interest in having outside financers trust that s/he is acting in their interests or 
if other types of transactions supported by a different image are more valuable, 
another type of public image may be more attractive, invalidating the mechanism 
just sketched. 

8.5 Opportunity Set Changes and Activism 
Outcomes

This section differs from the previous two in that it does not analyse cross-case 
variations in divergences from the ideal types, but rather looks at variations in 
empirical manifestations of opportunity set changes and their consequences. The 
developed notions of network reputation considerations and public image con-
siderations will, however, find application also here. 

The ideal-typical offensive and defensive minority shareholder coalitions 
emerge, respectively, as adaptations to specific types of expansion and dimin-
ishment of opportunity sets. This model for explaining the emergence of minor-
ity shareholder coalitions – as an adaptation to changing opportunity sets – bears 
on the coalitions of the case studies, as was shown in the case analyses. How-
ever, there is great variation in what ‘changing opportunity sets’ can mean in 
practice, i.e. the type of empirical observations that can be said to indicate an ex-
pansion or a diminishment of shareholders’ opportunity sets of a type that can 
lead to co-operative shareholder activism.  

In this section the various types of observations indicating changing opportunity 
sets in the case studies are examined with the goal of systematising them and ex-
ploring potential links between a given type of empirical opportunity set change 
and activism character and outcome. The analysis begins by looking at the types 
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of opportunity set diminishment identified in the case studies, followed by a look 
at the types of opportunity set expansion. A comment on potential consequences 
of the findings from this analysis on the link between shareholder activism and 
corporate performance, one of the most researched aspects of shareholder activ-
ism (cf. Karpoff, 2001), is also offered.  

8.5.1 Types of Opportunity Set Diminishment 

The type of diminishment of opportunity sets having consequences for co-
operative shareholder activism is, according to the ideal types, increasing costs 
for exit. Expressed in the terminology of transaction cost economics (e.g., Wil-
liamson, 1996), this means increasing specificity of the investment. A significant 
diminishment of the opportunity set can induce a defensive minority shareholder 
coalition. In the ideal types, two kinds of opportunity set diminishment are iden-
tified: investment in firm specific models, and poor liquidity. These are identi-
fied in the following way in the case studies: 

Investment in firm-specific mental models. This generally implies spending a 
lot of time on learning about a specific firm and its markets, and time always 
has an opportunity cost. The firm-specific models that are generated are 
worth something to a shareholder when supporting transactions with the par-
ticular corporation to which they apply. This value is lost in the event of exit 
from the investment. Significant investment is indicated in the case studies by 
self-reported time spent, assessment by other shareholders in the network, as-
sessment by corporate insiders, and concentrated portfolios wherein the spe-
cific firm is dominant.  

Poor liquidity. Poor liquidity makes it difficult to sell the position of shares 
without driving share price down (e.g., Coffee, 1991; Bhide, 1993). Thus, the 
investment is worth more before than after exit; a cost for exiting has been in-
troduced. This does not necessarily apply to controlling positions, however, 
since these are almost never sold piecemeal via the market (Holmén & Hög-
feldt, 2004). There are numerous measures of liquidity. A simple indicator 
that a shareholder is holding a position of declining liquidity is declining 
turnover of the share; the effect is stronger the larger the position is relative 
to total equity.  

These types of opportunity set diminishment are attributes of the transactions be-
tween minority shareholders and corporate insiders, the relationship specifically 
considered in the ideal types.  

The results from individual case analyses indicate that the coalitional entrepre-
neurs in at least two case studies had made significant investment in firm-
specific models. These indications were particularly strong for the coalitional en-
trepreneurs of the core co-operation in the Consilium case study and those of the 
Strömstad group of the Pricer case study. In both case studies, the interviewees’ 
descriptions of the course of events repeatedly returned to how well these per-
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sons knew the company (reported by passive members or corporate insiders) or 
how much time they had spent on learning about the company (reported by the 
concerned entrepreneurs). Their portfolios were consistently concentrated, with 
the target firm as one of the largest investments; this provided an incentive to 
spend resources on firm-specific models. It is possible that the coalitional entre-
preneurs in the DICE case study had also made a significant investment in firm-
specific models, but this was less clearly indicated by the case material. The rela-
tive certainty as to the outcome the activism would yield in the DICE case study 
(if successful, a changed or retracted bid on outstanding shares) may explain why 
investment in firm-specific models did not show up as an important theme, if in-
deed it had occurred; it had little to do with the opportunity set changes inducing 
the two coalitions. 

This observation highlights another fact: The diminishment of an opportunity set 
can occur simultaneously with an expansion, thereby featuring as well in an of-
fensive minority shareholder coalition. The Strömstad group in the Pricer case 
study was a decidedly offensive coalition. The coalitional entrepreneurs com-
bined investment in firm-specific mental models, which created a diminishment 
of their opportunity sets, with the formation of a coalition in response to an op-
portunity set expansion. Exit costs can increase the relative attractiveness of the 
voice strategy for potential coalitional entrepreneurs. Not only can they realise 
benefits from voice activities, but they can also escape the costs for exit by 
choosing this strategy. Hence, it is not surprising that the coalitional entrepre-
neurs of the Strömstad group, a coalition that approximated the ideal-typical of-
fensive minority shareholder coalition, invested in firm-specific models. 
Whether firm-specific models are at hand may have consequences for the target-
ing decision and activism issues in offensive types of coalitions, which are ex-
plored in the next subsection. 

The many activists with relatively concentrated portfolios and investments in 
firm-specific mental models in the cases studied here are probably not a coinci-
dence. Their presence is more likely an effect of the selection of coalitions com-
prising predominantly private investors. Private investors with highly diversified 
portfolios are unlikely to have a large enough position in any given firm to gen-
erate sufficiently strong incentives for supplying coalitional entrepreneurship. 
With diversified portfolios, the incentives for investing in models specific to any 
one firm are typically weak (Fama, 1980). A concentrated portfolio is more 
likely to produce a position large enough to create strong incentives for becom-
ing a coalitional entrepreneur, since these incentives vary positively with the size 
of the position relative to both total equity and portfolio. A portfolio this concen-
trated could also create the incentives for investing in firm-specific models. The 
existence of firm-specific models is therefore likely to be common among share-
holder activists who are private investors with a concentrated portfolio. 

In contrast, a very large institutional investor may have sufficient incentives for 
providing coalitional entrepreneurship even with a highly diversified portfolio, 
since the percentage owned of a given firm may still be very large. This helps 
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explain why gargantuan and well-diversified pension funds such as CalPERS 
(e.g., Smith, 1996; English II et al., 2004) and TIAA-CREF (e.g., Carleton et al., 
1998), which are often studied in shareholder activism literature, still face strong 
incentives for shareholder activism. 

Liquidity was a concern only for the members of the core co-operation in the 
Consilium case study. For the other coalition members, selling their positions 
was not a problem and was, in fact, sometimes done for tax purposes. This is 
consistent with the finding that the only predominantly defensive coalition was 
the core co-operation. That this coalition faced both costs for exiting because of 
investment in firm-specific models and poor liquidity indicates that opportunity 
sets diminished more for the members of this coalition than for any other minor-
ity shareholders across the case studies. 

A main argument throughout the comparative analysis has been that reputation 
considerations can have a major impact on shareholder behaviour. The applica-
tion of the general framework on reputation mechanisms to the situation of mi-
nority and controlling shareholders produced the notions of network reputation 
considerations and public image considerations. The former apply to minority 
shareholders and the latter to controlling shareholders under certain circum-
stances, and they explain cross-case differences in divergences from the ideal 
types. A logical question arises: Do these additional considerations also have an 
impact on the exit costs faced by shareholders?  

It appears that they do. In addition to liquidity and investment in firm-specific 
models, two characteristics of the transactions between minority shareholders 
and corporate insiders, other types of opportunity set diminishment were also 
identified in the case analyses. Reputation considerations can influence the cost 
of exiting an investment. In other words, extra-coalitional transactions in which 
minority and controlling shareholders participate may influence the cost for exit-
ing an equity investment. As shown in the case studies, this occurs in the follow-
ing ways: 

Network reputation considerations. In networks characterised by strong repu-
tation mechanisms, promises are credible because breaking them is associ-
ated with a cost that comes in the form of devalued reputation. Therefore, 
making a promise to not sell introduces a cost for exit. Exiting after advising 
fellow network members to buy can also be seen as an opportunistic act, and 
devaluation of reputation may result. 

Public image considerations. Unless succession is handled with care, exiting 
as a controlling shareholder can inflict damage on a public image for acting 
in the interests of minority shareholders. For a controlling shareholder who, 
for example, controls or wishes to acquire other firms, such damage can be 
costly in terms of a devalued image.  
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Public image considerations do not apply to minority shareholders, so further di-
scussion of their implications for opportunity set diminishment is unnecessary. 
However, these considerations do have implications for certain types of minority 
shareholder opportunity set expansion, examined below.  

Reputation preservation as a contributing factor to coalitional emergence is sug-
gested only by the analysis of the Pricer case study. In that study, it increased the 
strength of the incentives for a coalitional entrepreneur otherwise facing weaker 
economic incentives for activism (i.e. holding a smaller position) than many pas-
sive coalition members. This suggests that the incentives for providing coali-
tional entrepreneurship are substitutable to some extent. Network reputation con-
siderations can diminish the opportunity set of an actor so as to increase the at-
tractiveness of voice. Reputation preservation can, however, be an important fac-
tor behind coalitional viability once the coalition is formed. Exiting once a coali-
tion is formed can under some circumstances be interpreted as an opportunistic 
act (Black & Coffee, 1994), which has the effect that the participating coalition 
members’ opportunity sets are diminished. This effect appeared especially strong 
in the circle of shareholders in which a promise to stand behind the coalition 
meant a commitment to actually honour the promise or face devalued reputation. 

8.5.2 Types of Opportunity Set Expansion 

In the ideal types, the type of opportunity set expansion with consequences for 
co-operative shareholder activism is when an opportunity for increasing expected 
return by voice appears or becomes attached with higher payoff. A large expan-
sion of shareholders’ opportunity sets may induce the emergence of an offensive 
minority shareholder coalition to seize the perceived voice opportunity. Most 
coalitions in the case studies (the core co-operation at Consilium being the ex-
ception) were similar to the ideal-typical offensive minority shareholder coali-
tion. This means that the material available for comparison is more extensive 
with respect to opportunity set expansion than for opportunity set diminishment.  

The following manifestations of opportunity set expansion were identified in the 
case analyses: 

The coalitional entrepreneurs of the Consilium minority and early core co-
operation in the Consilium case study acted on the basis of lower than ex-
pected performance by the firm and the observation that the structure of the 
firm was diversified. These factors, combined with a model predicting a 
negative relationship between diversification and profitability, led to an ex-
pansion of the shareholders’ opportunity sets.  

The coalitional entrepreneurs of the Strömstad group at Pricer acted on the 
basis of lower than expected sales of Pricer’s products as well as observations 
of corporate senior management and board members. The characteristics of 
those managers and directors did not correspond to the model of suitable 
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managers and directors held by the coalitional entrepreneurs, and this created 
an expansion of their opportunity sets. 

The coalitional entrepreneurs of the VCW group and the circle of sharehold-
ers at DICE acted on the belief that a bid placed on all outstanding shares was 
lower than the shares’ intrinsic value. A suspicion that the acquirer used pri-
vately held information to the detriment of minority shareholders also played 
a part, especially for the former group, which deemed the behaviour grossly 
unfair. The belief that voice could lead to a raised or retracted bid and would 
also serve to retaliate for this unfairness led to an expansion of opportunity 
sets.

In the ideal types opportunity sets are expanded by a perceived opportunity to in-
crease share price by means of voice. This means that poorer share performance 
than expected by a minority shareholder can always be an opportunity if the 
shareholder believes that the performance could be improved by voice activities. 
The case studies say little about how expectations for share performance are 
formed, but they do provide examples of shareholders linking performance to 
some aspect of the firm and, as a result, perceiving an expanding opportunity set. 
A typology of opportunity set expansion can be created by considering the type 
of data to which the shareholders had access when forming their opinions about 
what was behind the poor performance, and whether the shareholders used firm-
specific or universal mental models to interpret those data. 

The potential effects of firm-specific models for targeting and activism issues are 
documented by Del Guercio & Hawkins (1999). They observe that passively in-
dexed U.S. pension funds tend to select targets for shareholder activism by 
means of a ‘blueprint’ of good governance. Poor performance combined with di-
vergences from this standard creates a potential target. Investors pursuing share-
picking strategies while holding concentrated portfolios pursue activism objec-
tives promoting what are seen as firm-specific opportunities, taking into account 
the idiosyncrasies exhibited by the targeted firm. If a shareholder acquires a so-
phisticated firm-specific model of how a given corporation functions, it seems 
likely that s/he will see different opportunities for increasing performance than a 
shareholder without such specific knowledge.  

It is also likely that it makes a difference whether outside shareholders can ac-
cess data on what they think is causing the company’s poor performance. For ex-
ample, the items in a blueprint of good corporate governance tend to be observ-
able and/or widely reported by corporations, meaning that data are available on 
what the passively indexed funds consider to be the causes behind poor perform-
ance. On the other hand, an outside shareholder may believe that it is the firm’s 
strategy that is causing poor performance, without knowing what management’s 
(undisclosed) strategic plans are.  

Figure 8.1 identifies four different types of opportunity set expansion, based on 
variations in these two dimensions. 
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Figure 8.1. Types of opportunity set expansion against a background of lower than ex-
pected corporate performance. 

Minority shareholders who have invested in a firm-specific model and also have 
access to relevant data on what they think is causing the poor performance act on 
what can be seen as a firm-specific opportunity. A firm-specific model may dif-
fer from the models used by corporate insiders; in other words, the decision-
making models may be asymmetrical. If this is the case, the same (public) data 
will yield different prescriptions for increasing performance, since the different 
models will yield different interpretations of what the data mean.  

Firm-specific opportunities based on symmetrical models are likely to be rare. 
Analogous to Akerlof’s (1970) ‘lemons market’,34 it could be conjectured that 
corporate insiders are inclined, insofar as possible, to hide information that pro-
duces a negative view of the corporation and their personal performance. They 
have an interest in decreasing information asymmetry that leads shareholders to 
assess the ‘quality’ of the firm lower than its actual quality. In effect, access to 
data is likely to be steered by corporate insiders so as to minimise incentives for 
shareholder activism. To the extent possible, preference is given to the disclosure 
of positive information; disincentives are at hand for disclosing negative infor-
mation, at least for firms that are not subject to political pressures (Watts & 
Zimmerman, 1986). There is always a risk that disclosure of data revealing cor-
porate inefficiencies or the presence of minority expropriation might lead to the 
expansion of opportunity sets for minority shareholders.  

A firm-specific opportunity based on asymmetrical models probably underlay 
the emergence of the Strömstad group. Using similar data, the controlling share-
holder and the minority shareholders made radically different assessments of the 

––––––––– 
34 This refers to market where information asymmetry ensures that the buyers have difficulties deter-

mining the quality of goods. Because they will adjust their offered price accordingly, high-quality 
goods will be driven out of the markets, since the sellers know they are worth more than they will 
be offered.  
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performance of senior management and the board. This type of targeting is not 
generally predictable by corporate insiders, since they have no possibility of see-
ing the same things that the minority shareholders see. Thus, incentives might 
exist for corporate insiders to ‘educate’ minority shareholders on how to interpret 
corporate data so as to avoid being targeted. However, such education is costly, 
so a trade-off is at hand.  

Minority shareholders who have not invested in a firm-specific model but have 
access to data on what they think might lie behind poor performance engage in 
an identification of checklist divergences. Identifying such divergences leads to 
an expansion of opportunity sets. Based on a universal notion of what constitutes 
best practice, the shareholders attempt to remedy observable or reported diver-
gences from this general standard. The standard, however, may or may not be the 
same as that used by corporate insiders. Large passively indexed pension funds 
in the United States, in particular, pursue activism based on divergences from 
some type of checklist (Del Guercio & Hawkins, 1999).   

For minority shareholders who have invested in firm-specific models but do not 
have access to data on what they think is causing poor share performance, in-
formed conjecture is the basis for an opportunity set expansion. The early core 
co-operation likely acted on informed conjecture; members voiced suggestions 
for corporate strategy about which insiders could not fully disclose information, 
and there were strong indications that the shareholders had made a significant 
investment in firm-specific models.  

For minority shareholders who have not invested in a firm-specific model and 
have no access to relevant data, conjecture would tend to be less refined and 
based on universal conventional wisdom. The Consilium minority could be de-
scribed as acting on un-informed conjecture, although it is possible that signifi-
cant investment in firm-specific models occurred also at this early stage. 

However, the ‘lemons market’ analogy discussed above raises an issue. If the ob-
jective of the Consilium minority and early core co-operation in the Consilium 
case study – namely, a focusing of the corporate structure – was already being 
achieved as corporate insiders claimed, this information must have been good 
news since the members of this coalition saw it as an opportunity. Why, then, 
had the information not been disclosed? The issue that triggered the coalition’s 
emergence – strategic direction – was likely hidden effectively by corporate in-
siders for reasons of competitiveness; competitors could have used this informa-
tion to the detriment of Consilium. This tendency to conceal strategic data has 
been discussed in the literature on ‘proprietary costs’ of disclosure, reviewed in 
Healy & Palepu (2001). Because loss of competitiveness represents a cost, this 
type of information is not disclosed even though it might be positively inter-
preted by investors and is material to share price. 

The two coalitions in the DICE case study likely acted either on the basis of 
asymmetrical models or on a firm-specific opportunity. The acquirer of DICE 
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may genuinely have valued the company lower than the minority shareholders 
did, suggesting that these parties acted on asymmetrical models. It may also be 
that the acquirer indeed attempted to act on private information to the detriment 
of minority shareholders, suggesting that the coalitional entrepreneurs acted on a 
firm-specific opportunity. Since the coalitional entrepreneurs of both coalitions 
in the case study were extensively involved in networks where the value of the 
DICE shares was discussed, the collective interpretation of the data may have 
been an interpretation based on a firm-specific model, even if the coalitional en-
trepreneurs had not invested in such a model.35

Network reputation considerations and public image considerations can lead to a 
diminishment of opportunity sets, as argued previously. But can they also lead to 
an expansion? This appears a less obvious possibility since the main role played 
by reputation mechanisms is to restrict discretion (i.e. diminish opportunity sets) 
rather than to create openings for a new course of action (i.e. expand opportunity 
sets). One of the contributing factors to opportunity set expansion in the DICE 
case study, however, is unaccounted for by the variables in Figure 8.1, since it is 
not based on the premise that performance is poor. It may be associated with the 
notion of public image considerations. 

The analysis of the DICE case study suggests that a preference for fairness cre-
ated incentives for supplying coalitional entrepreneurship. In Fehr & Schmidt 
(1999) and Fehr & Gächter (2000), models are presented and backed by an ex-
tensive review of experimental empirical research. Their research supports the 
proposition that many individuals are prepared to devote resources to retaliate 
against perceived unfair actions, even when such retaliation is clearly economi-
cally irrational. One reason that shareholder activism in general (not necessarily 
in the DICE case) may be an efficient way to retaliate is that corporate insiders 
are concerned about their public image. Shareholder activism can inflict a cost 
on insiders. If activism produces utility for minority shareholders perceiving 
something to be unfair, an expansion of the opportunity set is created. 

This expansion of outside shareholders’ opportunity sets brought about by an 
opportunity to retaliate can perhaps be seen as the flipside of public image con-
siderations on the part of controlling shareholders. The entering and exiting con-
trolling shareholders in the DICE case study acted in ways counter to those that 
would bring them a ‘good’ reputation in the eyes of the activist shareholders. 
The disutility created by the perceived unfairness might have been the effect of 
minority shareholders who expected a controlling shareholder who valued a pub-
lic image of acting in the interests of minority shareholders. Thus, it may be that 
when minority shareholders expect public image considerations (of a type bene-

––––––––– 
35 If the acquirer genuinely assessed the price of the DICE shares to be consistent with the bid, a ra-

tionally acting acquirer would never raise the bid. If the acquirer were somehow forced to raise the 
bid, this would represent expropriation of the acquirer. 
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ficial to them) to be taken into account and controlling shareholders fail to do so, 
disutility is created out of a sense of unfairness. 

8.5.3 A Note on the Relationship Between Activism and 

Corporate Performance 

Because the connection between shareholder activism and corporate performance 
(the latter measured primarily by abnormal returns and accounting measures of 
performance) is probably the most researched aspect of shareholder activism, it 
may be interesting to consider the potential implications of the above analysis on 
this link. The analysis suggests that the hypothesised link between shareholder 
activism and share price is more ambiguous than is often assumed (e.g., Alchian 
& Demsetz, 1972; Admati et al., 1994; Maug, 1998; Kahn & Winton, 1998). A 
caveat is in order, however. This note should be seen as an exploration into po-
tential implications of this analysis – there are no data to support the argument 
made herein – that raises issues with existing research rather than providing an-
swers. The note is also based on the premise that share price is a fairly accurate 
reflection of corporate performance (Fama, 1970). However, even if this premise 
is not accepted, if performance is thought of as ‘long-term performance’, the fol-
lowing argument is viable for the most part. 

Consider first the case in which shareholders act on a universal model. Share-
holders acting on checklist divergences will tend to be a standardising force. To 
avoid being targeted, a firm can simply adopt what is considered good govern-
ance, and no perceived expansion will occur in the opportunity set of an activist 
without a firm-specific model. It has been shown that there is fashion in what is 
demanded by shareholder activists (Graves et al., 2001). Offensive shareholder 
activism may be a force that helps bring about what is considered good govern-
ance of the day. For example, Thomsen (2006) argue that the diffusion of ‘one 
size fits all’ corporate governance codes is driven by powerful institutional 
shareholders. However, there is a good chance that poor performers may under-
take symbolic reform to deter potential or ongoing activism (cf. Meyer & 
Rowan, 1977). This may, in fact, be behind the inconsistency in share price re-
sponses to shareholder activism in U.S. pension funds (Karpoff, 2001). These 
funds, whose activism seem often to be of the offensive type with the explicit ob-
jective of raising share price, typically follow strategies that correspond to acting 
on checklist divergences (Del Guercio & Hawkins, 1999).  The dubiousness of 
the relationship between performance and shareholder activism based on a uni-
versal model also holds for activism based on conjecture, which obviously can 
be correct or not. 

Consider now the case wherein the activist invests in a firm-specific model. The 
existence of more sophisticated, firm-specific models creates a different situation 
since more sophisticated monitoring can take place. It is less likely that corporate 
insiders can ‘fool’ a potential activist through symbolic reform when the activist 
evaluates corporate data by means of a firm-specific model. However, does this 
necessarily mean that acting on a firm-specific model in general will result in ac-
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tivism that, if successful, produces improved performance and, thus, higher share 
price?  

For an offensive minority shareholder coalition, a fully certain opportunity for 
increasing returns by means of voice implies a discovery that some aspect of the 
firm is inefficiently run or that expropriation of the minority shareholders is tak-
ing place. As the analysis above suggests, data describing such activities directly 
are unlikely to become public. A shareholder activist acting on a firm-specific 
model is therefore more likely to be acting on a model that differs from that of 
corporate insiders or on an informed conjecture. Any relationship between this 
type of targeting and performance would be contingent on whether corporate in-
siders or the activist shareholder has the best model, or if the activist’s conjecture 
is correct. Considering that corporate insiders probably have more sophisticated 
models, the answer is often likely to be that corporate insiders have the better 
models, but exceptions may well be possible.  

Consider last a shareholder acting primarily on a diminishing opportunity set. If 
targeting is the response to a diminishing opportunity set, it is of interest only to 
those facing diminishing sets. These shareholders also have strong incentives to 
participate in a coalition. Others will use the exit mechanism if necessary; there 
is no reason for them to pay a premium on a share just because a defensive mi-
nority coalition exists to safeguard against expropriation.36 Defensive share-
holder activism is not likely to be associated with significantly abnormal positive 
returns. 

8.5.4 Conclusion 

This analysis has created a typology of opportunity set changes and explored 
some of the consequences of acting on different types of those changes. It shows 
that a diminishment of opportunity sets can either be a consequence of changing 
attributes of the transactions between minority shareholders and corporate insid-
ers (e.g., declining liquidity or investment in firm-specific models) or a conse-
quence of other transactions in which shareholders are engaged (e.g., reputation 
effects stemming from participation in networks).  

The analysis further shows that an expansion of opportunity sets can occur in va-
rious ways. When corporate performance is lower than expected by an outside 
shareholder, the shareholder will always perceive an opportunity if s/he believes 
that the poor performance is due to something remediable by voice. Depending 
on whether the shareholder has invested in a firm-specific model and if data are 
available on what the shareholder sees as the cause of the poor performance, dif-
ferent types of opportunity set expansion occur. Without a firm-specific model, 
the shareholder acts either upon a conjecture (if no data are available) or upon 
divergences from a checklist (if data are available) that may or may not be con-

––––––––– 
36 This point was developed in more detail in chapter 3. 
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sistent with insiders’ notion of good governance. With a firm-specific model, the 
shareholder tends to act either upon informed conjecture or on a firm-specific 
opportunity, which may or may not be consistent with insiders’ notion of good 
governance.  

The analysis indicates that the link between most of these types of opportunity 
set change and corporate performance is dubious. Mostly, it is contingent on 
whether minority shareholders are correct in their conjectures or have more accu-
rate models than corporate insiders for interpreting data. 

8.6 Summary and Conclusions 

In this comparative analysis of the five minority shareholder coalitions in the 
three case studies, variations in the ways these coalitions diverge from the ideal-
typical minority shareholder coalitions are analysed. Furthermore, the variations 
in the ways the opportunity set changes are manifested empirically are analysed. 
Divergences from the ideal types are explained by means of applying a general 
model of reputation mechanisms. A typology of opportunity set changes is cre-
ated, allowing for exploration into the consequences of activism based on the re-
spective types of opportunity set changes. 

Minority shareholders may, under certain circumstances, act as if they are con-
sidering the effects of their actions on their reputation in a network through 
which they access benefits. Considerations of this type create a trade-off 
whereby the payoffs from opportunistic actions (e.g., defection from a coalition) 
are weighed against the risk of losing future benefits accessed by means of being 
reputable in the network. This is likely to occur when it is possible to exclude 
members from the network benefits and when information on opportunistic ac-
tions are effectively collected and disseminated within the network. The more 
valuable the network benefits are, the more likely it is that a network member 
will forego the benefits from opportunistic actions. Network reputation consid-
erations can function as a control mechanism, replacing the need for an internal 
control mechanism as described by the ideal-typical minority shareholder coali-
tions. This allows coalitional entrepreneurs to economise on certain coalitional 
activities, e.g., actions undertaken to induce sustained co-operation by passive 
coalition members.  

The degree of pre-organisation of shareholders, whether through personal net-
works or impersonal meeting places, is likely to make coalitional entrepreneur-
ship less costly. Fewer resource have to be spent on finding coalition members 
since they can be drawn from pre-organised groups, and it is easier to assess the 
probability of success before devoting resources to the activism. In networks or 
other meeting places where reputation is not important, sharing corporate data 
and speculating on their meaning are likely to be attractive activities, not least 
since valuable feedback is provided. This creates an environment for free and 
speculative discussions, which can lower the costs of coalitional entrepreneur-
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ship since shareholders are more likely to collectively reach conclusions indicat-
ing an opportunity for voice. This allows for economisation on costs for convinc-
ing passive members to support activism objectives. Strong reputation considera-
tions are likely to diminish this willingness to speculate about share data and in-
terpretations since being wrong can  be costly in terms of lost credibility.  

Controlling shareholders may, under certain circumstances, act as if they are 
considering the effects of their actions on their public image. This is likely to oc-
cur if having an image for being of a certain type gives access to benefits and if 
information on past actions relevant to the formation of this image is effectively 
collected and disseminated to those who control such access. One benefit that 
may be accessible by having a public image for acting in the interests of minority 
shareholders is less costly financing. To the extent that this is valuable to a con-
trolling shareholder, a trade-off is created between the benefits from acting ac-
cording to private interests to the detriment of minority shareholders and the 
benefits from cheaper financing. For a minority shareholder coalition, a control-
ling shareholder’s concern about public image can represent an opportunity. A 
minority shareholder coalition can inflict a cost on a controlling shareholder who 
is responding adversely to the coalition; it can do this by creating bad publicity. 
The controlling shareholder may be willing to cater to the wishes of the coalition 
members to escape this cost. 

Diminishment of opportunity sets is either a consequence of changing attributes 
of the transactions between minority shareholders and corporate insiders or a 
consequence of other transactions in which shareholders may be engaged. Ex-
amples of the former are declining liquidity and investment in firm-specific mo-
dels. Examples of the latter are actions aimed at protecting reputation. For mi-
nority shareholders, expansion of opportunity sets can always be perceived as an 
effect of lower than anticipated corporate performance combined with the notion 
that the underlying problem is remediable by voice. Depending on their access to 
information pertaining to what they believe are the causes of the underperfor-
mance and on whether they have invested in firm-specific models, different types 
of opportunity set expansion occur. A coalition may act upon more or less in-
formed conjecture, divergences from a checklist of good governance, firm-
specific opportunities, or models that differ from those used by corporate insid-
ers. The link between most of the opportunity set changes identified in this study 
and corporate performance is not always clear, indicating that there may be good 
reasons behind the lack of evidence linking shareholder activism and share price 
in previous research.  
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9. A Model of Minority 
Shareholder Coalitions 

The purpose of this study is to develop a model that accounts for the emergence 
and viability of minority shareholder coalitions. This purpose is formulated 
against the background of the problem of collective action often applied to mi-
nority shareholder coalitions (Olson, 1965; Admati et al., 1994).  

Previous literature on shareholder activism and coalitions (e.g., Leech, 1987a; 
Yarrow, 1976; Admati et al., 1994) typically conjecture that activism and coali-
tions emerge as responses to poor performance by corporate insiders. In the 
model presented in this chapter, this characterisation corresponds to the offensive 
mechanism. In addition to this mechanism, the model details a defensive mecha-
nism, not recognised to the same extent in the literature. The existence of this 
mechanism likely has implications for future empirical research on shareholder 
activism. 

Previous literature addresses how reputation can function as a control mecha-
nism applying to members of shareholder networks (e.g., Black & Coffee, 1994) 
and controlling shareholders (Gomes, 2000). The results from the case studies, 
which are integrated into the model, lend support to these analyses, and also de-
velop them further. The model suggests that reputation mechanisms within 
shareholder networks can be a viable solution to the problem of achieving a suf-
ficiently strong commitment to co-operation in minority shareholder coalitions. 
Moreover, reputation mechanisms applying to controlling shareholders give 
shareholder activists a stronger bargaining position and might limit controlling 
shareholders’ discretion also more generally. 

In the remainder of the chapter, the model is described in detail following a brief 
outline of its structure and logic as well as its behavioural assumptions. A dis-
cussion follows on the contributions of the model to literature on the corporation 
and shareholder activism and coalitions. Suggestions for future research oppor-
tunities conclude the chapter. 

9.1 Structure and Logic of the Model 

Coalitions are seen theoretically as a bundle of resources, in the form of residual 
control rights, and the management of these resources, brought together for pur-
poses of influencing corporate insiders of the target firm. The owners of the re-
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sources, minority shareholders, form contractual relationships among each other, 
whether explicit or implicit. The type of minority shareholder coalition described 
by the model in this chapter is characterised by having at least one of these re-
sources supplied only at significant cost. Generally, it is not costly for coalition 
members to supply the residual control rights associated with ownership of cor-
porate shares; however, management of the coalition is costly. A coalition is said 
to be viable if its members continue to supply the resources the coalition needs to 
stay functional. 

Based on these premises, a satisfactory model for explaining the emergence and 
viability of minority shareholder coalitions must account for the following: 

the rationale behind the group’s choice of voice strategy, i.e. why the minor-
ity shareholders form a coalition rather than, for example, exiting or remain-
ing passive; and 

how the group’s members commit to co-operation in a sufficiently credible 
manner to enable them to willingly supply costly resources, thereby securing 
the coalition’s viability. 

9.1.1 The Sequential Logic of the Model 

The model portrays collective voice as a rational response to new incentives for 
minority shareholders, a response that affects these shareholders’ relationship to 
the corporation. This sequential logic of the model is summarised by Figure 9.1. 

Figure 9.1. The sequential logic of the model. 

A shareholder’s feasible courses of actions regarding a specific corporation at a 
given moment are described by the shareholder’s opportunity set. Generally, 
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these opportunities fall into one of three overriding categories: exit, voice, or ac-
ceptance of the situation (i.e. passivity). The category of voice, in particular, can 
consist of a large number of discrete and specific voice opportunities, i.e. to en-
gage in activism addressing different aspects of the company in a variety of ways 
(e.g., in public or in private).  

A change in an opportunity set means a change in what is possible for a share-
holder. This change can occur both in the sense that a new opportunity appears 
or an old opportunity disappears altogether and also in the sense that existing 
courses of possible action become associated with a new payoff. The value of the 
payoff can be either positive or negative. An opportunity set is said to expand 
when either a new opportunity enters the set or when an existing opportunity be-
comes associated with a higher expected payoff (i.e. lower costs and/or higher 
benefits). An opportunity set is said to diminish when either an existing opportu-
nity disappears from the set or when an existing opportunity becomes associated 
with a lower expected payoff (i.e. higher costs and/or lower benefits).  

A shareholder’s perceived opportunity set, and thus costs and benefits associated 
with what can be done with the owned shares, is shaped by numerous factors, 
some of which are explored by the model. The expected benefit from a voice op-
portunity may, for example, be an increase in share price. The costs associated 
with such an opportunity are the expected costs for realising this increase; i.e. the 
expected costs for shareholder activism. As well, opportunities in the set may be 
interrelated such that, for example, pursuing a voice opportunity restricts the 
ability to exit in the future, thereby affecting the nature of the post opportunity-
seizure opportunity set. The potential costs and benefits from this, to the extent 
that the shareholder perceives them, are factored into the existing opportunity 
set. The nature of the costs and benefits related to co-operative shareholder activ-
ism alternatives is one of the main themes of the model.  

This general description of shareholders’ opportunity sets and changes in them 
can be applied to all possibility changes for a shareholder, regardless of whether 
the changes pertain to voice, exit or passivity opportunities. However, only spe-
cific types of expansion or diminishment related specifically to voice or exit op-
portunities are antecedents of co-operative shareholder activism.  

The model describes two general mechanisms by which viable minority share-
holder coalitions can emerge, triggered by specific types of changes in activist 
shareholders’ opportunity sets (see Figure 9.1). The essence of the model can be 
summarised as follows: 

The offensive mechanism is triggered by a specific type of expansion in the 
potential activist shareholders’ opportunity sets, namely, an expansion cre-
ated by the appearance of a new voice opportunity or the association of an 
existing voice opportunity with higher expected payoff (i.e. a higher expected 
benefit and/or lower expected cost). Hence, the mechanism is triggered when, 
for some minority shareholder, this expected benefit exceed the costs of or-
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ganising a coalition for voice purposes. The offensive mechanism thus im-
plies responding to an expanding opportunity set by organising a coalition to 
enter into negotiations with corporate insiders with the objective of capitalis-
ing on the opportunity that has entered the opportunity set. To maximise the 
payoff from this opportunity seizure, low-cost, high-impact bargaining strate-
gies are preferred, leading to aggressive negotiations. 

The defensive mechanism is triggered by a specific type of diminishment in 
the potential activist shareholders’ opportunity sets, namely, a diminishment 
created by the disappearance of the possibility for exiting the investment or 
an increase in costs for doing so. When it is costly (or impossible) to exit, 
shareholders are vulnerable to expropriation by corporate insiders, making it 
worthwhile to set up a costly coalition to protect the value of their invest-
ments. The defensive mechanism thus implies responding to a diminishing 
opportunity set by organising a coalition to safeguard the value of the in-
vestment from expropriation. Since this implies close monitoring of corporate 
activities, access to corporate insiders becomes valuable and aggression is 
cautioned. 

The logic and specifics of these mechanisms are developed in greater detail thro-
ughout the chapter.  

9.1.2 Behavioural Assumptions of the Model 

The model is based on the assumption that minority shareholders and corporate 
insiders generally act rationally. The origin of the model is contractual theory 
(e.g., Williamson, 1985; Fama, 1980; Alchian & Demsetz, 1972), which speci-
fies the nature of this rationality. The basic premise throughout the study has 
been the assumption of bounded rationality and opportunism on the part of the 
actors. This means that the actors, to the best of their (bounded) ability, attempt 
to further their own interests and that the risk of deceitfulness is significant. The 
relevant bounds on rationality are that shareholders do not have the ability either 
to collect and process all relevant data in complex situations or to foresee all 
possible contingencies when creating contracts, making most contracts incom-
plete.

As in contractual theory, the model assumes that minority and controlling share-
holders in the general case will act economically rationally. In the context of the 
model, this means that all shareholders’ actions are motivated by a desire to 
maximise risk-adjusted return on their financial capital to the best of their (boun-
ded) ability. The model further assumes that in the general case minority share-
holders act as if considering the effects of their actions only on their relationships 
with coalition members, assumed only to exist for purposes of co-operative 
shareholder activism, and corporate insiders. In other words, they narrowly con-
sider the effects of their actions on their relationships with other coalition mem-
bers regarding the activism and on their relationships with corporate insiders; no 
other considerations are relevant to their decisions on how to act. It is assumed 
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that corporate insiders narrowly consider the effects of their actions only on their 
relationships with the coalition only when responding to its emergence and ac-
tivities.  

This type of economic rationality is the general case in the model, its baseline, 
but it has numerous exceptions. Under specifiable conditions, the model sug-
gests, shareholders will act in ways that are inconsistent with this economically 
rational characterisation. Two such exceptions stood out in the empirical material 
of the study: actions taken because network reputation was valued by minority 
shareholders, and actions taken because public image was valued by controlling 
shareholders. These factors are therefore integrated into the model so that it can 
provide a sufficiently accurate account of minority shareholder coalitions and 
still remain parsimonious.  

9.1.2.1 Network Reputation Considerations 
Minority shareholder coalitions formed by shareholders pre-organised in net-
works are likely to comprise members who consider their network reputation if 
three conditions are fulfilled: 

Membership in the network gives access to valuable benefits. These benefits 
may include, for instance, access to information that is disseminated via the 
network.  

Information on opportunistic behaviour is effectively collected and diffused 
throughout the network. Face-to-face interactions tend to increase a net-
work’s ability to do this.  

It is possible to exclude a member from the benefits associated with network 
membership.  

Under these conditions, a situation arises wherein access to valuable network 
benefits is likely to be made contingent on not acting opportunistically. An op-
portunist who is identified is likely to be excluded from benefits to protect re-
maining network members from the harm s/he can inflict upon them. A reputa-
tion for trustworthiness becomes a valuable asset as a consequence because it 
gives access to valuable network benefits. When choosing how to act when an 
opportunistic course of action is attractive, a network member will trade off the 
benefits from acting opportunistically against foregone future network benefits. 
The more valuable these network benefits are, the less likely it is that the net-
work member will act opportunistically. Reputation considerations have a num-
ber of significant implications for the emergence and viability of minority share-
holder coalitions. 

9.1.2.2 Public Image Considerations 
Public image considerations are likely to be taken into account by controlling 
shareholders if the following three conditions are fulfilled: 
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A suitable reputation gives access to valuable benefits. For example, having a 
reputation for acting in the interests of minority shareholders may provide 
access to less costly financing for the controlled company.  

Information on opportunistic behaviour is effectively collected and dissemi-
nated to relevant current or future stakeholders. For example, abundant media 
coverage increases the risk that an opportunistic act will be discovered and 
reported to potential investors.  

It is possible to be excluded from the benefits to which the reputation gives 
access. For example, investors can refuse access to inexpensive financing. 

Under these conditions, a situation is likely to exist wherein access to valuable 
benefits is made contingent on the controlling shareholder acting in certain ways.  
For example, access to low-cost financing may depend on the controlling share-
holder acting in the interests of minority shareholders. Otherwise, to the extent 
that potential investors are given information about opportunistic acts by the con-
trolling shareholder, minority shareholders may refuse this financing and de-
mand a premium. Having a public image that gives access to valued benefits thus 
becomes valuable to controlling shareholders. In a choice situation, a controlling 
shareholder will consider the effects of his/her decisions on his/her public image. 
Payoffs from an action that is inconsistent with a desired public image (e.g., op-
portunistically expropriating minority shareholders while seeking a reputation 
for acting in the interests of all shareholders) are traded off against foregone fu-
ture benefits from the desired public image. The more valuable the future bene-
fits are, the less likely it is that the controlling shareholder will diverge from act-
ing according to the desired public image. Public image considerations have sev-
eral significant implications for the emergence and viability of minority share-
holder coalitions.   

9.2 Changing Opportunity Sets 

The first step in the sequence of three steps in the model is changing opportunity 
sets, as shown by Figure 9.2. Minority shareholders respond to incentives, and 
the emergence of a minority shareholder coalition can be seen as a response to a 
specific set of incentives. As indicated in the figure, the types of changes in op-
portunity sets that may create the incentives to adapt by means of forming a coa-
lition are either expansion or diminishment.  
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Figure 9.2. Changing opportunity sets. 

Not all types of expansion or diminishment to opportunity sets, however, create 
incentives for forming a coalition. As noted previously, the specific type of ex-
pansion that can trigger the offensive mechanism is the appearance of a new op-
portunity to realise higher expected returns by means of voice or the association 
of an existing voice opportunity with higher expected benefit or lower expected 
costs. The specific type of opportunity set diminishment that can trigger the de-
fensive mechanism is an increase in the costs of exit or the disappearance of the 
exit opportunity.   

9.2.1 Types of Opportunity Set Expansion 

The offensive mechanism is triggered by an expansion of the opportunity set. 
Since shareholders predominantly seek maximised risk-adjusted financial return, 
an opportunity will typically consist of the discovery of an opportunity to in-
crease corporate performance and therefore share price by means of collective 
voice, although there are exceptions. In other words, an expansion of the oppor-
tunity set of the type that may spark the offensive mechanism implies the forma-
tion of a belief that corporate insiders are either expropriating minority share-
holders or not running the firm optimally from an outsider’s perspective and that 
the situation can be remedied by means of voice. Within this scenario, different 
types of opportunity set expansion can occur. 

9.2.1.1 Opportunities to Increase Corporate Performance by Voice 
The main type of expansion to opportunity sets in the model comes when share-
holders conclude that a firm is not performing as well as it could and that its per-
formance can be improved through voice. The way in which this opportunity 
takes shape has implications for the characteristics of the co-operative share-
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holder activism and for the effects of the activism on the corporation. Figure 9.3 
presents a typology of opportunity set expansion based on the assumption that 
minority shareholders believe the company’s performance is poorer than it 
should be. The figure shows four types of opportunity set expansion. The type 
created depends on whether minority shareholders have data related directly to 
what they believe to be causing the poor performance and whether they use firm-
specific or universal mental models for interpreting corporate data. 
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Figure 9.3. Types of opportunity set expansion against a background of lower than ex-
pected corporate performance. 

A shareholder receives a good deal of data on a corporation in which s/he owns 
shares, e.g., accounting and media information. These data are interpreted by 
means of a mental model, which helps the shareholder arrive at conclusions 
about what the data mean and identify causes behind poor performance. The 
mental model may be a universal model, that is, a model of how a corporation 
works that is assumed to be generally valid. Or, it may be a model specific to the 
target corporation, i.e. a model that can take the specificities of the corporation 
into account. Elements of such models can include, for instance, intimate knowl-
edge of how the market for the corporation’s product works and how it is likely 
to develop.  

When a shareholder uses a firm-specific mental model to look for causes of poor 
performance and has data directly related to what s/he thinks is causing this poor 
performance, a firm-specific opportunity may be perceived, leading to expansion 
of the shareholder’s opportunity set. If the shareholder’s model yields different 
conclusions than the models used by corporate insiders to interpret the same 
data, a situation of asymmetrical mental models exists. Asymmetrical models yi-
eld different interpretations and, thus, different prescriptions based on the same 
information. For example, a minority shareholder may infer that a new CEO is 
desperately needed to increase performance despite the board’s conviction that 
the present CEO is doing an excellent job – different interpretations of the avail-
able data. Who is making the correct inference is not knowable ex ante. If there 
is no asymmetry between the mental models of the insiders and the outside sha-
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reholder, a certain opportunity is at hand; the shareholder has discovered a genu-
ine and certain case of expropriation or inefficiency. This, however, is unlikely 
to occur, since corporate insiders are likely to shirk or expropriate outsiders only 
if they need not disclose data that easily reveal this.  

A shareholder can also use a universal mental model to look for causes of poor 
performance in available data. When a shareholder uses this type of model to in-
terpret corporate information directly describing what s/he thinks is causing the 
poor performance, an expansion of the opportunity set will tend to emanate from 
the identification of a deviation from what is considered universally good gov-
ernance, i.e. a divergence from a checklist. For example, a shareholder may infer 
from the available information that a corporation’s poor performance is due to its 
lack of a nomination committee. Even if one accepts that a nomination commit-
tee is generally beneficial, whether it would benefit a specific firm is not know-
able ex ante. 

When shareholders do not have data pertaining directly to what they diagnose as 
the cause of the poor performance, some form of conjecture underlies any expan-
sion of the opportunity set. This inferred cause may not be directly observable, or 
corporate insiders may have good reasons for not disclosing relevant data. This 
inference may be more or less informed, however, depending on whether the mi-
nority shareholder uses a firm-specific mental model or a universal model. With 
a firm-specific model, it is more likely that a shareholder will make an informed 
conjecture about why performance is poor. With a universal model, any such 
conjecture constitutes an application of conventional wisdom without data show-
ing whether it is indeed applicable in the specific case. An example of an indirect 
inference would be a shareholder concluding that the poor share performance is 
due to empire building by corporate insiders.  Outside shareholder do not have 
access to information on sensitive strategy issues, and corporate insiders have no 
interest in disclosing such information for numerous reasons. Minority share-
holders cannot tell whether this non-disclosure is due to concerns about competi-
tiveness or if it is because their conjecture is correct. Whether their conjecture is 
correct is not knowable ex ante. 

9.2.1.2 Additional Types of Voice Opportunities 
Economically rational minority shareholders will not form an offensive coalition 
if they do not perceive an opportunity for voice that can lead to increased share 
price. The empirical analysis of the study shows that exceptions exist; minority 
shareholders may conclude that collective voice can yield a valuable benefit that 
is not financial in nature. The DICE case study (chapter 7) showed that minority 
shareholders, enraged because they perceived corporate insiders to be taking ad-
vantage of their position at outside shareholders’ expense, were willing to devote 
resources to co-operative shareholder activism even though the chances of realis-
ing a financial return sufficient to cover cost of the activism were small. 

What the coalition members specifically believed that corporate insiders were 
doing in this example, namely, using their privileged access to corporate infor-
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mation to ascertain the value of the company in a bid situation, represents what 
outside shareholder may perceive as unfair conduct. Forming a coalition to re-
taliate for such unfair actions may be considered an opportunity by minority 
shareholders for whom the actions create disutility, despite there being no pros-
pects of achieving compensation in the form of increased share price.  

Creating bad publicity for a controlling shareholder who is concerned about pub-
lic image inflicts a cost on him/her. Thus, for a shareholder experiencing dis-
utility from unfair actions by insiders and expecting the controlling shareholder 
to take public image considerations into account, an expansion of the opportunity 
set has occurred.  Examples of this include outcries over option or pension 
schemes that may be substantially harmless economically for the average share-
holder but symbolically important. While this type of expansion triggers the of-
fensive mechanism, the resulting activism is directed at enforcing fairness rather 
than realising financial earning potential.  

This is certainly not an exhaustive list of the types of expansion that opportunity 
sets can undergo. Yet, as an overview it serves well, and most cases of share-
holder activism induced by the offensive mechanism are likely to fit into one of 
these categories. And, depending on the type of opportunity to which the coali-
tion is a response, the activism will have different effects on the corporation.  

9.2.2 Types of Opportunity Set Diminishment 

The defensive mechanism is triggered by a diminishment of opportunity sets. 
More specifically, the types of diminishment that can induce the defensive me-
chanism pertain to increases in the costs for exiting the investment. Increased 
exit costs create incentives for setting up some type of safeguard to protect the 
investment from expropriation. If exit costs are low, expropriation can easily be 
escaped by exiting the investment; when exit costs rise, this option becomes re-
stricted. A coalition can be such a safeguard. Similar to the ways opportunity sets 
can expand and trigger the offensive mechanism, there are a number of ways in 
which opportunity sets can diminish and trigger the defensive mechanism. Di-
minishment of opportunity sets is typically the effect of changing investment 
characteristics. However, exceptions exist; spillover effects from other transac-
tions in which shareholders are involved can also lead to increased costs for exit. 

9.2.2.1 Changing Investment Characteristics 
Certain characteristics of an equity investment can change such that the costs of 
exit increase.  Two characteristics that affect exit costs are the liquidity of the 
share and whether the investment is supported by the existence of a firm-specific 
mental model.  

If the liquidity of the share falls to low levels, it becomes increasingly costly to 
sell the position, since selling the position will drive share price down. Falling 
liquidity can, for example, stem from declining turnover of the share. When this 
is the case, the position will be valued higher before selling than after, thus in-
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troducing a cost for using the exit mechanism. This type of exit cost varies posi-
tively with the size of the position held. It may not, however, necessarily apply to 
the same extent to someone holding a controlling position, as these positions 
tend to be sold outside the equity market.  

Investment in a firm-specific mental model occurs when a shareholder spends a 
lot of time (or other resources) learning about a specific firm. The result is that 
this shareholder builds a sophisticated, firm-specific (mental) model, which can 
be used to interpret corporate data. These more sophisticated interpretations are 
likely to lead the shareholder to better predictions and decisions regarding the 
firm. A firm-specific model is thus typically a valuable asset since it can be used, 
for example, for informed short-term trading, for discovering expropriation or 
voice opportunities, and for other decision-related activities.  

However, investing in a firm-specific mental model means foregoing other op-
portunities; in other words, it has an opportunity cost. For an outside shareholder 
with a diversified portfolio, there are few incentives to allocate a lot of monitor-
ing time to any one company in the portfolio. If the portfolio is concentrated, on 
the other hand, it carries a higher risk because its return is contingent on fewer 
firms. In this situation, it may be worthwhile to invest in a firm-specific model in 
order to control this risk. However, the investments made in a firm-specific men-
tal model do not continue to yield benefits if the shareholder exits since the mo-
del cannot be used for interpreting data from other corporations. Thus, a cost for 
exit is introduced. 

9.2.2.2 Spillover from Other Relationships  
When a minority shareholder’s actions are consistent with economic rationality, 
only changes in investment characteristics lead to the type of diminishment of 
opportunity sets that can trigger the defensive mechanism: increasing costs for 
exit. The empirical analysis of the study, however, suggests that exceptions can 
occur. For example, in the Pricer case study (chapter 6), minority shareholders 
who were involved in networks wherein they were considered experts on the tar-
get company and whose information had contributed to purchases of shares in 
the target firm by acquainted investors saw exit as a less attractive choice when 
deciding how to act. At DICE (chapter 7), coalition members trusted each other 
not to exit the investment once they entered the agreement to collectively reject a 
bid on all outstanding shares.  

These exceptions can be attributed to a concern for reputation. This effect can 
occur when minority shareholders take into consideration the effects of their ac-
tions on their reputation within the network, which is likely under the circum-
stances specified in the behavioural assumptions of the model. In a network that 
makes access to benefits contingent on credibility, promises are credible since 
the gains from breaking them are traded off against the damage to reputation. A 
shareholder making a promise not to sell voluntarily introduces a self-imposed 
cost for exiting the investment, thereby diminishing his/her opportunity set. Ad-
vising others to become shareholders in a corporation is likely to have the same 
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effect, since it would be considered opportunistic to advise others to purchase 
shares while exiting.  

This is not an exhaustive inventory of the types of exit cost increases; however, 
spillover effects and changing characteristics of the investment cover common 
sources of diminishing opportunity sets. As opposed to the expansion of oppor-
tunity sets, diminishment tends to apply only to some equity positions, not the 
whole shareholder collective. The implications of this are described later as part 
of the discussion on coalitional entrepreneurship and the effects of a coalition.  

9.3 Coalition Formation as an Adaptive 
Strategy

An expansion or diminishment of opportunity sets in one of the ways identified 
above creates general incentives for forming a minority shareholder coalition. In 
the sequence of the model, adaptation to changing opportunity sets is the second 
of the three steps, as shown in Figure 9.4. Expansion or diminishment of oppor-
tunity sets, however, is not a sufficient condition for the emergence of a viable 
coalition. In fact, opportunity sets change all the time for most minority share-
holders as they receive new information. This section examines the conditions 
under which coalition formation is likely to occur as a response to changing op-
portunity sets.  

Figure 9.4 Adaptive strategy. 

Coalitions are formed for very different purposes depending on whether they 
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has entered the set. The coalition becomes a bargaining tool for realising the 
sought changes. In other words, in the offensive mechanism, the minority share-
holder coalition emerges to offensively capture the opportunity that expanded the 
minority shareholders’ opportunity sets.  

Diminishing opportunity sets create incentives to form a coalition to safeguard 
the investment against the risk of expropriation by corporate insiders. Without 
exit costs, minority shareholders have no particular reason to fear expropriation, 
as they can exit whenever expropriation increases (as signalled by share price). If 
exit is costly, this option is not as attractive, and it may become worthwhile to set 
up a costly safeguard to protect the investment from expropriation. The coalition, 
the safeguard in question, becomes a means to monitor corporate insiders (and 
other large shareholders) and can intervene if necessary. 

The term ‘coalitional entrepreneurship’ is used to designate the input into a coa-
lition beyond the residual control rights of the shares. Residual control rights can 
be placed at a coalition’s disposal in a nearly costless manner; coalitional entre-
preneurship is thus the costly resource supplied to a coalition. Time (which has 
an opportunity cost) used for initiating, organising and managing the coalition 
and interacting with corporate insiders is a common high-cost input required for 
a coalition’s emergence. A coalition cannot function without a member supply-
ing coalitional entrepreneurship; someone has to manage the collective position 
in order for it to yield the desired results. The incentives for supplying coalitional 
entrepreneurship vary with the magnitude of the opportunity set change and ap-
ply differentially to shareholders, depending on a number of specific shareholder 
characteristics.  

No potential activist will provide costly coalitional entrepreneurship unless it is 
sufficiently likely that coalitional activities will yield benefits.  The realisation of 
benefits from coalition formation requires co-operation by fellow activists. The 
required co-operation may mean the active provision of coalitional entrepreneur-
ship by other coalition members or the passive placement of residual control 
rights at the entrepreneur’s disposal. Regardless, minority shareholders often 
have incentives to defect from co-operation or opportunistically exploit a situa-
tion of information asymmetry. Active members fear spending valuable re-
sources on coalitional activities that will yield no benefit if other members de-
cide to defect. Passive members will not place their residual control rights at the 
entrepreneur’s disposal unless they can expect that these residual rights will be 
used in their interests. The entrepreneur may act opportunistically and use the re-
sidual control rights to access private benefits at the expense of other minority 
shareholders; this can be done by overriding corporate insiders or forming a coa-
lition with a controlling shareholder.  

Hence, for collective voice to be the adaptive strategy for a group of minority 
shareholders, at least two conditions must be fulfilled: Coalitional entrepreneur-
ship must be provided, and free riding and other opportunistic actions threaten-
ing the coalition’s viability must be controlled.  
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9.3.1 Incentives for Supplying Coalitional Entrepreneurship 

Expansion or diminishment of opportunity sets potentially creates incentives, by 
promising benefits from coalition formation, for certain minority shareholders to 
supply coalitional entrepreneurship, e.g., to initiate and organise support for a 
coalition and interact with corporate insiders. These benefits are weighed against 
costs for coalition formation, and the expected payoff from supplying coalitional 
entrepreneurship is, for the most part, unlikely to be positive for the majority of 
shareholders. When the expected payoff from adapting by coalition formation is 
positive, a shareholder has incentives to supply coalitional entrepreneurship. 

9.3.1.1 Incentives and Shareholder Characteristics 
A greater magnitude of change in opportunity sets creates stronger incentives, 
namely, greater expected returns from collective voice or increased exit costs 
leading to greater exposure to expropriation risks. These incentives do not apply 
with equal strength to all minority shareholders, but vary according to the com-
position and size of each shareholder’s equity portfolio. The larger the fraction of 
the corporation owned and the larger the fraction of a shareholder’s portfolio that 
the corporation occupies, the more likely it is that an incentive for supplying coa-
litional entrepreneurship exists for the shareholder. There are at least four rea-
sons for this: 

Larger expected benefit. A large position relative to total equity means that a 
larger fraction of the benefits from offensive co-operative shareholder activ-
ism can be captured. It also tends to imply that the position is less liquid and 
therefore the incentives to safeguard the investment are stronger. 

Lower cost for organising a coalition. Holding a large fraction of the target 
company means that fewer additional shareholders must be tied to the coali-
tion in order for it to reach the necessary size to achieve the sought objec-
tives. 

Lower opportunity cost. Devoting resources to tending to one investment 
means devoting fewer or no resources to, for example, monitoring other in-
vestments to increase a portfolio’s return. The benefits foregone will be lower 
if the portfolio contains fewer other investments and if those other invest-
ments are of less relative value.  

Incentives to invest in firm-specific models. A concentrated portfolio creates 
larger incentives to invest in firm-specific models to interpret corporate data, 
as these models help the shareholder deal with the increased risk that accom-
panies a concentrated portfolio. Such investment increases the costs for exit, 
thereby increasing the relative attractiveness of voice; it also improves the 
sophistication of the process for discovering voice opportunities. 

The expected payoff from adaptation by coalition formation to the individual 
shareholder is thus a function of the magnitude of the opportunity set change, 
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which depends on the size of the held equity position relative both to total equity 
of the target firm and to other holdings in the portfolio.  

9.3.1.2 The Impact of Network Reputation Considerations  
The expected costs and benefits from supplying coalitional entrepreneurship are 
affected not only by the characteristics of a shareholder’s position. The empirical 
analysis of the study suggests that they can also be affected by pre-established 
relationships and other factors rationally considered by potential coalitional en-
trepreneurs and other (more passive) members of the coalition.  

One condition that makes the costs for organising a coalition lower is the pre-
existence of relationships among the minority shareholders to be organised. This 
is the case regardless of whether the conditions leading minority shareholders to 
consider their network reputation, as specified in the behavioural assumptions of 
the model, are fulfilled. If relationships pre-exist, a coalitional entrepreneur 
needs to spend less time identifying potential coalition members and can better 
assess the probability that a given number of shareholders will join the coalition 
before devoting resources to activism, thus lowering the risk involved.  Further 
economisations made possible by the pre-existence of relationships among mi-
nority shareholders depend on whether network reputation considerations are a 
central feature of these relationships. 

Pre-organisation in networks or forums designed for information exchange, 
which do not meet the conditions leading to network reputation considerations, 
leads to a tendency among shareholders to exchange data and interpretations of 
data freely, without worrying about the effects of these interactions on their cre-
dibility. Sharing such information and viewpoints tends to be a two-way street, 
making the exchange valuable for all participating actors. This leads to economi-
sation on coalitional entrepreneurship since collective interpretation leading to 
consensus on the meaning of corporate data, whether they represent an opportu-
nity or not, is more likely to occur. This reduces persuasion-related costs for the 
coalitional entrepreneur, as shareholders will tend to reach a consensus that an 
opportunity for voice is at hand.  

The introduction of network reputation considerations means that shareholders, 
both those supplying coalitional entrepreneurship and those lending passive sup-
port, will consider the effects of their actions on their reputation in the network. 
In a network wherein informational exchange is central, a reputation for credibil-
ity is often valuable. Members of such networks are less ready to speculate since 
speculation implies often being wrong; this renders the data and interpretations 
offered less credible, which can damage a reputation for credibility. They there-
fore tend to be less willing to engage in collective interpretation processes than 
they would be if not considering their reputation within the network. Thus, a coa-
litional entrepreneur is likely to spend more time convincing fellow shareholders 
of the validity of his/her interpretation of corporate data saying that an opportu-
nity is at hand. This convincing, however, can be facilitated if the coalitional en-
trepreneur is considered reputable within the network, as the more passive mem-
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bers are likely to trust his/her analysis. The coalitional entrepreneur also takes a 
greater risk in the role of entrepreneur, since his/her reputation within the net-
work is at stake. On the other hand, network reputation considerations reduce the 
costs for coalitional organisation once the coalition is formed. 

The expected payoff from co-operative shareholder activism for a potential coali-
tional entrepreneur is thus not determined only by the magnitude of the opportu-
nity set change and the characteristics of the shareholder’s portfolio. It is also a 
function of the characteristics of the relationships with other minority sharehold-
ers in which the potential entrepreneur is (or is not) involved. 

9.3.1.3 Structure of Coalitional Entrepreneurship Supply 
A minority shareholder will not necessarily supply coalitional entrepreneurship 
simply because s/he has incentives to do so. The structure of provided coalitional 
entrepreneurship differs depending on whether a coalition is the effect of the of-
fensive or the defensive mechanism. If the coalition is the effect of the offensive 
mechanism, a sole or very few coalitional entrepreneurs will generally carry its 
costs, with the other coalition members remaining mostly passive. If the coalition 
is the effect of the defensive mechanism, all shareholders with incentives to sup-
ply coalitional entrepreneurship will tend to contribute. 

An offensive minority shareholder coalition generally forms when a boundedly 
rational minority shareholder estimates that payoff to the coalition as a whole 
that can be privately captured is positive. This means that other shareholders can 
rationally expect someone who initiates a coalition to be willing to carry all 
costs, making it rational for them to stay passive. If more than one shareholder 
has incentives to supply coalitional entrepreneurship, those who do not contrib-
ute will not reveal that they otherwise would be willing to do so. Free riding on 
the efforts of the coalition initiator gives passive members a higher payoff from 
the activism and will be the preferred strategy regardless of whether the free 
rider has incentives to supply entrepreneurship.  

A defensive minority shareholder coalition generally forms when more than one 
minority shareholder estimates that the expected payoff from safeguarding their 
investments against expropriation is positive. High exit costs create vulnerability 
to expropriation; these costs make it prohibitive to escape the investment if ex-
propriation by insiders increases and, as a consequence, drives share price down. 
It may therefore be worthwhile to set up a costly safeguard (the coalition) to pro-
tect the investment. However, it is only those shareholders facing significant exit 
costs who will have an interest in the emergence of a defensive coalition. Other 
(generally smaller) shareholders can exit without cost if expropriation rises (sig-
nalled by poor share price performance) and, thus, have no incentive to contrib-
ute to operating a costly safeguard. For those shareholders who do face signifi-
cant exit costs, however, free riding can be costly. Shareholders active in the coa-
lition can exploit their position and expropriate free riders, who are unable to es-
cape because of high exit costs, by forming a coalition with controlling share-
holders or managers. Coalitional entrepreneurship is, therefore, more likely to be 
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provided by all participants in a coalition that is the effect of the defensive 
mechanism.  

9.3.2 Controlling Opportunism in Coalitions 

An intendedly rational shareholder will not supply coalitional entrepreneurship 
and coalition formation will not be a viable adaptive strategy unless co-operation 
from other coalition participants can be expected. A shareholder with incentives 
to respond to an expanding opportunity set must have confidence that the other 
minority shareholders will place their residual control rights at his/her disposal. 
The passive minority shareholders will do this only if they have confidence that 
the control rights will be used in their interests. A shareholder with incentives to 
respond to a diminishing opportunity set must have confidence that others with 
similar incentives will also supply coalitional entrepreneurship (and residual con-
trol rights).   

Unfortunately, the public good character of shareholder activism, at least of the 
offensive type that yields benefits to all shareholders, and the many opportunities 
for activists to exploit the residual control rights at their disposal mean, in situa-
tions of information asymmetry, that minority shareholders often have disincen-
tives to co-operate in shareholder activism. It is often better if someone else 
bears the cost, since many benefits from shareholder activism accrue to all sha-
reholders. It might be better to abstain from placing residual control rights at an 
activist’s disposal, because there are risks that these will be used for ends not in 
the shareholder’s interest. Promises to co-operate may thus not be credible, since 
there are often incentives to defect from a coalition or pursue opportunistic acts.  

Table 9.1 summarises three types of relationships that can characterise the inter-
actions among members of a minority shareholder coalition; all are viable solu-
tions to opportunism problems under different conditions. The table describes the 
structure of the costly inputs into co-operative shareholder activism provided by 
the two parties: one-sided (one of the parties provides most of the input), or bal-
anced (both parties contribute). It also shows how monitoring occurs in order to 
discover opportunistic acts and the type of cost that can be inflicted on a coali-
tion member in response to (and to discourage) opportunistic acts in the respec-
tive types of relationships.  
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Table 9.1. Types of relationships among coalition members. 

The structure of the costly inputs creates varying strengths of incentives to sus-
tain coalitional viability. A party who has contributed to co-operative share-
holder activism has stronger incentives than one who has not to see that this in-
put yields a benefit, since these costs are sunk. Monitoring and an ability to in-
flict costs on opportunists comprise the control mechanisms intrinsic to the rela-
tionships, discouraging opportunistic acts. If the discovery of opportunism leads 
to costs for the opportunist and if there is a reasonable chance that the opportun-
istic act will be discovered in a timely manner, a trade-off is created between the 
benefits from opportunism and the expected costs of opportunism. This trade-off 
tends to discourage opportunistic acts.  

In a coalition that emerges as a result of the offensive mechanism, one or a few 
minority shareholders supply most of the costly entrepreneurship and establish 
relationships with the passive providers of residual control rights. This means 
that most relationships in the coalition will be of the agency type whereby the 
coalitional entrepreneur, the agent, one-sidedly supplies the costly input and the 
other party stays passive and places residual control rights at the entrepreneur’s 
disposal. In a coalition that emerges as a result of the defensive mechanism, all 
members supply coalitional entrepreneurship. This means that the relationships 
in this group will predominantly be of the mutual dependency type and that all 
coalition members will be in such relationships with all other coalition members.  

Exceptions arise if a coalition emerges from a network wherein members are 
considering their network reputation. When this is the case, most relationships in 
the coalition will be of the network reputation type, replacing the other two types 
of relationships. If the coalition emerging from a network is the result of the of-
fensive mechanism, the coalitional entrepreneur will one-sidedly supply all 
costly input, as in the agency relationship. If the coalition is the result of the de-
fensive mechanism, a one-sided provision of coalitional entrepreneurship is still 
likely to occur since this tends to minimise total costs for coalitional activities. 
The control mechanism in the network reputation relationship can still control 
opportunism, since, unlike the mutual dependency relationship, it is not contin-
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gent on active participation. This allows for passive members to remunerate a 
coalitional entrepreneur, making both total costs and individual cost lower than if 
all coalition members actively participated. 

9.3.2.1 The Agency Relationship 
In the agency relationship, one party (the agent) one-sidedly provides coalitional 
entrepreneurship. This structure of input creates a situation wherein this coali-
tional entrepreneur has the strongest incentives to sustain the coalition’s viability 
in order to secure benefits from the costly input supplied. It is the entrepreneur 
who places something valuable at stake for seizing the opportunity to which the 
coalition is the response; passive members will forego an opportunity to which 
they otherwise would not have responded if a viable coalition had not emerged.  

However, this one-sided control over the coalition members’ collective residual 
control rights creates possibilities for opportunism. The coalitional entrepreneur 
can use the collective position to gain access to private benefits at the expense of 
passive members by taking direct control over corporate decision making, per-
haps by forming a coalition with a controlling shareholder. However, the passive 
members can exit the coalition by withdrawing their residual control rights at 
any time if they are dissatisfied with the entrepreneur’s actions or progress. This 
costs them nothing since they have not provided any costly input.  

The potential for opportunism by the entrepreneur and the ease with which pas-
sive members can exit the coalition create a need for accounting and continued 
efforts by the entrepreneur to reassure coalition members that self-dealing is not 
taking place. Since their participation is virtually costless, passive members will 
not exit the coalition as long as they are sufficiently certain that the objectives 
pursued by the entrepreneur will benefit them. The coalitional entrepreneur must 
devote resources towards convincing them that this is the case. A situation whe-
rein the coalitional entrepreneur can expect continued co-operation from passive 
members if s/he continues to act in their common interest is at hand, and co-
operative shareholder activism becomes a viable adaptive strategy to expanding 
opportunity sets. 

9.3.2.2 The Mutual Dependency Relationship 
In the mutual dependency relationship, both parties provide costly coalitional en-
trepreneurship. This structure of input creates a situation wherein both parties 
have strengthened incentives to sustain coalitional viability, since both place so-
mething valuable at stake. If a sufficient number of shareholders start defecting 
from a defensive coalition, all shareholders’ costly inputs are lost; the parties are 
mutually dependent on continued co-operation for realising benefits from the 
supplied input. This makes it possible for the coalitional entrepreneurs to negoti-
ate changes in the objectives pursued by the coalition without risking defections, 
making the coalition flexible and able to tackle changes that require ad hoc adap-
tation. Such flexibility is important for effective corporate relationships in defen-
sive co-operative shareholder activism. 
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Fortunately, in a coalition that emerges as an effect of the defensive mechanism, 
all members have incentives to participate actively in coalitional activities to 
monitor other coalition members. Since all shareholders who have an interest in 
the existence of a defensive type of coalition face significant exit costs, all are 
vulnerable to an expropriation of their equity investment. Corporate insiders are 
not the only ones able to expropriate shareholders facing costs for exit. A free-
rider risks being expropriated by other coalition members who may, unbe-
knownst to the free rider, form a coalition with a controlling shareholder or oth-
erwise take control over corporate decision making in order to access private 
benefits at the expense of free-riders.  

Thus, incentives are created for peer monitoring in the mutually dependent rela-
tionship, increasing the likelihood that opportunistic acts will be discovered. An 
opportunist is dependent on continued co-operation by other coalition members 
in order to access benefits yielded by the costly input. Retaliation for opportunis-
tic acts can include exclusion from the coalition, which means that the costly in-
put provided by the opportunist is lost and that other members may, in the future, 
expropriate him/her. This introduces an expected cost for opportunism, leading 
to a situation wherein a coalition member providing coalitional entrepreneurship 
can expect other members to provide coalitional entrepreneurship as well. This 
makes co-operative shareholder activism a viable adaptive strategy for diminish-
ing opportunity sets.  

9.3.2.3 The Network Reputation Relationship 
In a network reputation relationship, one or a few coalitional entrepreneurs sup-
ply all costly coalitional entrepreneurship. Risks for opportunism similar to those 
in the agency relationship arise: The coalitional entrepreneur may use the as-
signed residual control rights for accessing private benefits at the expense of pas-
sive members. However, in a viable type of network reputation relationship, 
promises are credible because of network reputation considerations by share-
holders. This means that the coalitional entrepreneur can commit to non-
opportunism and economise by not providing an accounting of activities to pas-
sive members. 

Breaking promises hurts a reputation that is based on being credible. Therefore, 
in a situation involving a tempting opportunity to act opportunistically, a trade-
off is created between the short-term benefits from opportunism and foregone 
long-term benefits that are the price of a devalued reputation. Since opportunistic 
acts that harm passive members are eventually signalled by a drop in share price, 
a cost for opportunistic acts is created, albeit not necessarily quickly realised. 
And though the signal may be slow, the cost to the opportunist in terms of fore-
gone benefits from network membership is likely to be protracted. 

Because they have the power to devalue the entrepreneur’s reputation, passive 
members will place residual control rights at the entrepreneur’s disposal. They 
do so trusting that, because the entrepreneur places a higher value on the net pre-
sent value of benefits that are accessible by being reputable than on the short-
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term benefits of opportunism, their co-operation will be met in return by a com-
mitment that these control rights will be used in their interests. It is, of course, 
also possible for passive member to commit to not defecting by means of a pro-
mise. Monitoring can thus be omitted and the entrepreneur can economise by not 
devoting resources to accounting, since, in contrast to the agency relationship, it 
is no longer necessary to keep reassuring passive members that the residual con-
trol rights are being used in their interests.   

A situation is thus at hand wherein the coalitional entrepreneur can expect con-
tinued co-operation from passive members and passive members can expect the 
entrepreneur to reciprocate their co-operation. Co-operative shareholder activism 
thus becomes a viable adaptive strategy to changing opportunity sets. 

9.4 Effect on Corporate Relationships 

Adaptation by coalition formation leads to changed relationships between minor-
ity shareholders and corporate insiders, away from the arm’s-length approach 
that generally characterises these relationships. A coalition’s effect on corporate 
relationships is the third of the three steps in the model, as shown in Figure 9.5.  

Figure 9.5. Effect on corporate relationships. 

Minority shareholders who form a coalition as a response to diminishing oppor-
tunity sets change corporate relationships in the sense that the coalition members 
begin monitoring the actions of corporate insiders in order to safeguard their in-
vestment from expropriation. Corporate relationships stemming from the defen-
sive mechanism do not necessarily have a specified end point; they aim for mak-
ing it harder for corporate insiders to expropriate outside shareholders who have 
been deprived of their ability to exit. This type of relationship is termed bilateral, 
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drawn from transaction cost economics (e.g., Williamson, 1985).  In transaction 
cost economics, bilateral relationships are characterised by being costly to termi-
nate (exit from), and this creates a need to protect the transactions within the re-
lationship from opportunism. In the model, the coalition becomes a safeguard 
protecting members’ capital against opportunism by corporate insiders. It does 
this by monitoring corporate insiders and signalling to them that they are being 
monitored. Should the monitoring uncover expropriation, the shareholders will 
intervene to stop it.  

Bilateral corporate relationships are characterised by continuous monitoring of 
the actions of corporate insiders. Shareholders engaging in a bilateral corporate 
relationship are therefore likely to make a significant investment in a firm-
specific mental model. They do this both to become more competent as monitors 
and to signal possession of this model to corporate insiders so that the insiders 
perceive a higher probability for the discovery of opportunistic acts. Since the 
objective behind the bilateral relationship is to safeguard against expropriation, 
intervention in corporate decision making typically occurs only if expropriation 
is suspected. The reason for this is that intervention may harm access to corpo-
rate insiders, and thus access to soft information, making the minority sharehold-
ers less effective monitors.  

In a bilateral relationship, the state of future corporate relationships is taken into 
account when coalition members choose courses of actions. Because ongoing ac-
cess to corporate insiders is valued, aggressiveness is cautioned. If a controlling 
shareholder acts without concern for his/her public image and therefore does not 
care if minority shareholders take actions affecting that public image, potential 
intervention is likely to be in the form of a voting contest. This is the general ap-
proach unless the opportunistic acts by the controlling shareholder are illegiti-
mate, in which case formal minority protection devices can be used.  

Minority shareholders who form a coalition as a response to expanding opportu-
nity sets change corporate relationships in the sense that the coalitional entrepre-
neur(s) enter into negotiations with insiders. Corporate relationships in the offen-
sive mechanism have a specified end point: realising the opportunity that ex-
panded the shareholders’ opportunity sets and triggered the coalition’s emer-
gence. This proactive approach to corporate relationships is referred to as nego-
tiations and is characterised by a focus on accomplishing the coalition’s objec-
tive(s); once this is done, the shareholders return to an arm’s-length relationship. 
The coalition serves as a bargaining means, pressuring corporate insiders to con-
form to the wishes of the outside shareholders.  

The coalitional entrepreneur, who seeks to generate a positive payoff, has incen-
tives to minimise costs in order to maximise the payoff from the activism. Since 
relationships with corporate insiders have no value other than as a means for 
achieving the sought-after changes, negotiations are characterised by aggressive 
bargaining and disregard for future states of these relationships. If there is a con-
trolling shareholder who does not take his/her public image into account and 
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therefore does not care about potential impacts of the activists’ actions on other 
transactions s/he may want to undertake, negotiations are likely to take the form 
of a voting contest. Only formal means of gaining influence are available in this 
scenario, and the formal means through which a shareholder has influence and is 
able to change something in the firm is a voting contest at the general assembly.  

9.4.1 Factors Shaping Corporate Relationships 

The nature of corporate relationships, as suggested above, is shaped primarily by 
whether they are of the negotiations or bilateral type, that is, whether they are the 
result of the offensive or defensive mechanism. However, corporate relationships 
are also shaped by whether corporate insiders consider their public image when 
deciding how to act. 

9.4.1.1 Underlying Opportunity Set Changes and Adaptive Strategy 
A coalition that emerges as an effect of the offensive mechanism is formed as a 
means to enable a coalitional entrepreneur to negotiate with corporate insiders. 
The coalitional entrepreneur is willing to devote valuable resources to closing the 
arm’s-length relationship with corporate insiders in order to realise the opportu-
nity that expanded the opportunity set; the relationship to which the negotiations 
lead is of no consequence. The coalitional entrepreneur has incentives to mini-
mise costs in order to maximise the payoff from the activism.  

A coalition that emerges as an effect of the defensive mechanism is formed as a 
means to safeguard the coalition members’ investment from expropriation by 
corporate insiders. The shareholder is stuck with the investment because of high 
exit costs, creating incentives to monitor corporate insiders and intervene if ex-
propriation is discovered. Investment in firm-specific models increases compe-
tency in monitoring, which can be signalled to corporate insiders, prompting 
them to adjust upwardly their assumed probability that expropriation will be dis-
covered. Personal relationships with corporate insiders take on value because 
they can provide access to soft information, which maintains or increases the 
coalition’s ability to engage in competent monitoring.  

This description of corporate relationships also indicates a feedback loop. The 
way in which corporate relationships develop feeds back into the opportunity 
sets of coalition members, evoking further adaptation. The progress of negotia-
tions allows a coalitional entrepreneur to keep reassessing the probability of suc-
cess and the validity of claims being made; these reassessments can prompt such 
coalitional adaptations as adjusting the purpose or strategy of the coalition or 
even abandoning the project. Effective monitoring of corporate insiders in a bi-
lateral relationship requires the development of firm-specific models. Interaction 
with corporate insiders is likely to make these models even more sophisticated. 
Firm-specific models are valuable for the investment holder, but their value is 
lost in the event of exit. This further diminishes the opportunity sets of partici-
pants, increasing incentives for ongoing and effective monitoring.  
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9.4.1.2 The Impact of Public Image Considerations 
The empirical analysis of the study suggests that most controlling shareholders 
will pay attention to a minority shareholder coalition and will shy away from bad 
publicity, even if they are formally in control of corporate decision making. This 
behaviour can be attributed to their concern about their public image.  

If the controlling shareholder takes his/her public image into consideration when 
making decisions, the potential for outsiders to directly influence corporate ac-
tivities increases. When public image is considered, a controlling shareholder 
trades off the benefits from, say, ignoring a minority shareholder coalition 
against the potential harm this might do to his/her public image. This means that 
minority shareholders have an instrument for inflicting cost on the controlling 
shareholder: unwanted publicity. For example, using formal minority protection 
devices is likely to be noticed by the press, which could damage a controlling 
shareholder’s reputation even if s/he has done nothing formally illegitimate. 

Consider the case of new share issues. Demonstrated dissatisfaction by minority 
shareholders with the performance of a controlling shareholder can hurt the con-
trolling shareholder’s ability to raise funds through investors. Investors might 
demand a premium to be in a minority position to someone with an image for ig-
noring the interests of minority shareholders. Thus, the controlling shareholder 
trades off the expected costs of the unwanted publicity against resources devoted 
to satisfying the wishes of the coalition. 

In negotiations initiated by a coalition wanting to bring about a change in the 
corporation, a controlling shareholder’s public image considerations give the mi-
nority shareholders an inexpensive bargaining tool. Simply put, the minority sha-
reholders can threaten to intentionally harm the controlling shareholder’s reputa-
tion unless the desired corporate change is made. To the extent that the potential 
cost of a harmed reputation is larger than the cost of making the change, it may 
be worthwhile for the controlling shareholder to yield to the demands of the coa-
lition.  

In bilateral relationships, on the other hand, the coalition’s ability to inflict costs 
on controlling shareholders who are concerned about their public image is not 
used to the same extent. Doing so is likely to disturb valued access to corporate 
insiders, who will not share information if they suspect that it will be used to at-
tack them in public. Yet, for the coalition emerging as a result of the defensive 
mechanism, this tool offers a powerful intervention option should expropriation 
be discovered; it makes the safeguarding more effective by increasing the ex-
pected cost of opportunistic action by the controlling shareholder.  

The model addresses only the case of a controlling shareholder who is assumed 
to control the issues being pursued by the coalition. This tends to be the situation 
in most cases of minority shareholder coalitions in Sweden, since most corpora-
tions have influential controlling shareholders (Agnblad et al., 2001). However, 
the opposite case warrants a small digression in the form of a speculation on the 
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generality of public image considerations. The domain of applicability of these 
types of considerations is, of course, an empirical question. However, it is not 
only imaginable but very probable that senior managements of corporations also 
consider personal reputations when acting. Their individual reputations are, after 
all, likely to affect their chances on the job market for senior managers (Fama, 
1980; Zingales, 2000).  

9.4.2 Effects of Coalitions on the Targeted Firm 

Negotiations and bilateralisation have very different effects on the firm and, pos-
sibly, on the public image of the controlling shareholder. Negotiations, if suc-
cessful, lead to concrete changes in the firm or in the behaviour of corporate in-
siders. The coalition is formed as a bargaining agent to negotiate concrete chang-
es that are important to the coalition’s members, typically because the members 
believe the changes will lead to increased corporate performance and, thus, share 
price. Bilateral corporate relationships, on the other hand, do not necessarily lead 
to concrete changes in the firm. In its purest form, a bilateralisation of corporate 
relationships serves as a safeguard against expropriation, thereby preventing so-
mething from happening rather than making something happen. 

Negotiations imply cost minimisation as a guiding principle in coalitional entre-
preneurs’ choice of strategy for realising the desired changes, since a rational en-
trepreneur disregards future states of corporate relationships and therefore does 
not commit valuable resources to them. When used in a situation wherein a con-
trolling shareholder has concerns about public image, this strategy can harm the 
controlling shareholder’s image; in other words, attracting publicity can be an 
inexpensive bargaining tactic.  

In bilateral corporate relationships, intentional harm to the reputation of a con-
trolling shareholder is used as a last resort and only if significant expropriation is 
suspected. If corporate insiders view the coalition’s monitoring as competent, 
they may well calculate the risk of being discovered if they engage in expropria-
tion as high. Thus, the potential for media attention may be enough to discourage 
them from acting opportunistically. 

The effect of negotiations on corporate performance is likely to depend on the 
type of opportunity set expansion that triggered the coalition’s emergence. Suc-
cessful negotiations always lead to some change in the firm or in the behaviour 
of corporate insiders. However, there are no guarantees that this change will re-
sult in increased corporate performance and share price, especially in the longer 
run. In terms of Figure 9.3, the following relationships between the types of op-
portunity set changes and performance are conjectured: 

Realisation of a firm-specific opportunity is the type of offensive activism 
most likely to result in improved corporate performance and, hence, in-
creased share price. A shareholder with a sophisticated firm-specific model is 
more likely than other shareholders to discover, by interpreting relevant data 
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with this model, genuine inefficiency or expropriation benefiting corporate 
insiders at the expense of outsiders. 

Realisation of an opportunity based on asymmetrical models can result in in-
creased performance if the coalitional entrepreneur’s model proves to be 
more accurate than that of the corporate insiders.  

Realisation of an opportunity based on checklist divergences can result in in-
creased performance if the recipe for increased performance suggested by the 
universal model, which is reflected in the checklist, is applicable to the tar-
geted corporation. This type of activism also has a standardising effect since 
it makes all corporations adopt the same standards.  

Realisation of an opportunity based on conjecture, whether informed or not, 
can increase performance if the conjecture is more or less correct.  

As this suggests, the relationship between a minority shareholder coalition and 
corporate performance is far from clear, even if the coalition emerges as a vehi-
cle to realise changes that the shareholders believe will lead to increased per-
formance. For other types of coalitions, this relationship is even more ambigu-
ous. If, for example, a coalition is formed for the purpose of retaliating against 
perceived unfairness, negotiations are not likely to result in material changes in 
corporate performance, only in costs for the controlling shareholder. A defen-
sively triggered coalition formed as a safeguard against expropriation by corpo-
rate insiders offers protection that has value only for members with significantly 
impaired exit possibilities. For all other shareholders, monitoring holds little 
value because they can respond to expropriation simply by exiting; hence, they 
have no incentive to pay a premium for the monitoring. Thus, the emergence of 
this type of coalition is not likely to have any major significance for share price.  

9.5 Some Reflections on the Contributions of 
the Study

The theoretical results of the study are summarised in the form of a model ac-
counting for the emergence and viability of minority shareholder coalitions. The 
question of what this modelling endeavour amounts to in terms of its contribu-
tions to the existing literature on shareholder activism, shareholder coalitions, 
and the corporation in general begs a more precise answer. This section high-
lights what may be the most pertinent contributions of the study by discussing 
the model in relation to the existing literature. 

9.5.1 Recognition of the Varieties of Shareholder Activism 

One contribution of this study is a different understanding of shareholder activ-
ism, which has implications for empirical analyses of this phenomenon. The 
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study addresses minority shareholder coalitions, which can be viewed as a form 
of shareholder activism. Shareholder activism and minority shareholder coali-
tions are variously portrayed as a control mechanism (e.g., Alchian & Demsetz, 
1972; Leech, 1987a; Admati et al., 1994; Kahn & Winton, 1998) or as a part of a 
larger social movement (e.g., Davis & Thompson, 1994). Common to both 
views, notwithstanding, is the acknowledgement of shareholder activism as a 
means of furthering the interests of the activist shareholders. From both perspec-
tives, these interests are seen as having something to do with shareholder value, 
which, in the bulk of the literature on shareholder activism, is generally equated 
with increased share price.  

Despite numerous empirical studies, the question of what motivates shareholder 
activism is not yet resolved (Karpoff, 2001). The argument put forward by the 
model developed in this study is more closely related to the view of shareholder 
activism as a control mechanism. Yet it challenges the notion that shareholder 
activism is universally a tool for increasing share price. The study’s findings in-
dicate that this need not always be the case; varieties of shareholder activism and 
coalitions may exist. There is not just one mechanism that induces shareholder 
activism; there are at least two. 

Minority shareholder coalitions are, throughout this study, portrayed as a mecha-
nism by which minority shareholders adapt to changing opportunity sets through 
collective voice. More specifically, the study suggests two primary mechanisms 
of shareholder activism that represent adaptations to different types of changes in 
opportunity sets: the offensive mechanism and the defensive mechanism. The of-
fensive mechanism best corresponds to the way shareholder activism and coali-
tions are typically portrayed in the current literature. The results of this study 
suggest that this view is too limited and would benefit from the recognition that a 
defensive mechanism also exists to induce shareholder activism. This represents 
a refinement of the view of shareholder activism: Shareholder activism can no 
longer be seen as the result of a single mechanism that explains all cases; rather, 
a case of activism should be seen as the effect of one of at least two very differ-
ent mechanisms.  

The study results indicate that only activism of the offensive type, triggered by 
some, but not all, of the possible types of expanding opportunity sets, is likely to 
have something to do with the performance of a targeted firm and its share price. 
This, too, diverges from most of the theoretical literature on shareholder activ-
ism, which tends to predict a positive relationship between activism and share 
price as an absolute (e.g., Leech, 1987a; Admati et al., 1994; Kahn & Winton, 
1998). All in all, the findings in this study suggest that any potential link be-
tween shareholder activism and share price makes sense only for a subset of 
shareholder activism types. Other subsets have other priorities and do not emerge 
with the primary intention of affecting share price. Thus, abnormal returns are an 
unsuitable yardstick for evaluating the effectiveness of many types of share-
holder activism, although they are often used universally for this very purpose 
(e.g., Wahal, 1996; Karpoff et al., 1996). This carries implications for the em-
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pirical study of shareholder activism: There is a need to develop specifications 
that can discriminate between, at minimum, offensive and defensive types of 
shareholder activism.  

9.5.2 The Significance of the Organisation of Minority 

Shareholders

This study also contributes to the understanding of shareholder coalitions as or-
ganisations. The model suggests that the way in which both the offensive and de-
fensive minority shareholder coalitions are organised is not a coincidence. Viable 
coalitions are organised so as to allow members to commit to co-operation in a 
sufficiently credible manner; thus, the way in which they are organised matters 
for their prospects of remaining viable.   

In addition to being costly vehicles for pooling enough voting rights to discipline 
management, for instance, coalitions can also be considered in terms of govern-
ance structures, in line with Williamson’s (1985, 1996) transaction cost econom-
ics. This is an aspect of coalitions that tends to be overlooked in the literature 
(e.g., Leech, 1987a; Yarrow, 1976; Zwiebel, 1995; Bennedsen & Wolfenzon, 
2000) because it stems generally from the logic of co-operative game theory, 
which sees coalitions as vehicles for sharing costs. This means that the potential 
conflict between individual and collective rationality, which risks producing a 
non-co-operative outcome from interactions among shareholders who might oth-
erwise form a coalition, is not seen as problematic.  

In this sense, the study differs from most of the literature on shareholder coali-
tions. It has both taken the problem of defection seriously and proposed a num-
ber of mechanisms by which shareholders can control opportunism, thereby ena-
bling them to commit to co-operation in a sufficiently credible manner for the 
coalition to emerge and remain viable. This does not change the substantive con-
clusions of the cited literature on shareholder coalitions, which describes mainly 
offensive-type coalitions, but it does suggest a solution to a problematic aspect of 
the story they tell. 

Another set of findings that represents a contribution pertains to shareholder 
networks and the reputation considerations they induce in some activists under 
certain circumstances. These findings add to the theory of how networks affect 
shareholder activism and may have implications for both the theory and study of 
this subject matter. Prior empirical studies of institutional investors suggest that 
pre-organisation in shareholder networks increases the likelihood of activism, 
since organisational costs are reduced. More specifically, the findings of 
Bengtsson (2005), Davis & Thompson (1994), and Black & Coffee (1994) indi-
cate that pre-existing networks are important factors in explaining the activist 
behaviour of institutional investors in Sweden, the United States and the United 
Kingdom, respectively. This literature emphasises that pre-organisation in net-
works makes shareholder activism less costly, thus increasing its likelihood. The 
results of this study concur with this general conclusion.  
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Bengtsson’s (2005) results, furthermore, emphasise excludability from networks 
as a control mechanism, and Black & Coffee (1994) stress the reputation mecha-
nism as a curb against defection from co-operation in activism. The results of 
this study expand these arguments. The comparisons between coalitions that 
placed importance on a reputation mechanism and those that did not permitted 
the specification of conditions under which network reputation considerations 
are likely to occur. Consistent with Bengtsson (2005), excludability stands out as 
an important factor in this study; it appears as a necessary condition for a reputa-
tion mechanism to function. Beyond that, the study points to the potential sig-
nificance of the range of benefits that can be enjoyed by means of network mem-
bership and the efficiency of the network configuration in collecting and dis-
seminating information on members’ actions. The study also shows that these 
underlying factors that can vary in strength, and these variations affect the influ-
ence that different networks have on co-operative shareholder activism.   

9.5.3 Ordinary and Extraordinary Events in the Governance of 

the Corporation

The study of an extraordinary event such as the emergence of a viable minority 
shareholder coalition represents an opportunity to learn about the normal state of 
affairs in the publicly traded corporation. The opportunity arises because when 
such an event occurs, the mechanisms governing the normal order are likely to 
become more visible. By studying a situation wherein direct control by corporate 
insiders (in this case, controlling shareholders) was challenged, a number of ob-
servations regarding mechanisms enabling and delimiting this control in typical 
circumstances were made possible. These findings represent secondary contribu-
tions of the study, namely, contributions to the more general theory on how the 
publicly traded corporation is controlled and governed. 

The study highlights some of the mechanisms by which controlling shareholders 
can retain control, even without corresponding formal means. Research on the 
Swedish corporate governance system generally calls attention to the tight grip 
that controlling shareholders seem to have on corporations. By international 
comparison, minority protection in Sweden is weak (La Porta et al., 2000) and 
ownership concentration is high (La Porta et al., 1999). Law and regulations 
promote this situation by offering extensive means by which voting rights can be 
separated from cash flow rights, allowing for the concentration of voting rights 
in the hands controlling shareholders (Agnblad et al., 2001; Collin, 1998).  

Studies of Swedish corporate boards further indicate that the possibility of hav-
ing a direct influence on a board without being represented on it is slim. In Kär-
reman’s (1999) model, shareholders without board representation have no direct 
influence on the board; only those shareholders that are represented on the board 
have any ability to directly shape board policy. Since controlling shareholders 
tend to have direct representation on Swedish boards (Jonnergård & Kärreman, 
2004), they are likely to have a considerable influence on board policy in Swed-
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ish publicly traded corporations. Some of the ways in which controlling share-
holders entrench were observed in the case studies examined here. Most interest-
ing perhaps were the two examples of boards that followed the wishes of the 
controlling shareholder, even though a group of shareholders controlling a larger 
fraction of the equity disagreed. Of course, two examples are not a particularly 
stable foundation for an empirical generalisation, but as illustrations they are no-
teworthy.  

The findings also are suggestive of mechanisms for governing controlling share-
holders. It is often argued that the situation that characterises Sweden – strong 
controlling shareholders and minorities with weak formal protection – should 
lead to minority expropriation and that a small fraction of total savings in the na-
tional economy should therefore be channelled into corporate equity (e.g., La 
Porta et al., 2000; Agnblad et al., 2001). There are studies, however, that indicate 
that minority expropriation is not a major problem in Sweden from a compara-
tive perspective (Nenova, 2003; Dyck & Zingales, 2004) and that the equity 
market is lively compared to other countries with similar minority protection 
provisions (Agnblad et al., 2001). Some kind of counterforce to the entrench-
ment mechanisms described above must therefore be at hand.  

Collin (1990) suggests that media serve an important role in the control of con-
trolling shareholders. Agnblad et al. (2001) suggest that social control does the 
trick. This study also indicates that informal mechanisms of control do seem im-
portant for constraining controlling shareholders through the finding that control-
ling shareholders do seem to consider their public image. Having a reputable 
public image of, for example, acting in the interests of minority shareholders can 
give access to valuable benefits such as less expensive financing (Gomes, 2000). 
Thus, a controlling shareholder deciding on whether to expropriate faces a trade-
off: the benefits accessed by expropriating minority shareholders vs. the ex-
pected benefits foregone by a damaged public image. 

Minority shareholder coalitions are likely to enter this scenario more as a possi-
bility than as a reality. Brown (1998), when discussing the effects of the removal 
of a communication restriction for institutional shareholders in the United States, 
argues that it is not so much co-ordinated action as the threat of co-ordinated ac-
tion that is the significant control mechanism. The logic is similar to that of hos-
tile takeovers as a control mechanism (cf. Leech, 1987a). The threat of a take-
over forces corporate insiders to act sufficiently in the interests of outside share-
holders to render a takeover nonprofitable. 

To the extent that coalition members seek publicity, a coalition risks portraying 
the controlling shareholder as not acting in the interests of minority shareholders. 
In the case of an offensive coalition, this may be a means of bargaining. In the 
case of a defensive coalition, if the members discover that minority expropriation 
is at hand, they are likely to go to the media if no other solution can be found. 
This is one way that the will of the one without voice can enter the decision mak-
ing of the one with voice, in most cases without having to do anything.  
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This has implications for the theory of the public corporation. It indicates the 
presence of and suggests a rationale for a control mechanism that is poorly 
documented (although see, for example, Gomes [2000]). It indicates that formal 
regulation and markets of various kinds may not be the only mechanisms gov-
erning the publicly traded corporation. Informal mechanisms are also likely to 
play a significant role, especially for controlling large shareholders that de jure 
otherwise have enormous discretion.  

The institution of controlling shareholders and, in particular, its most important 
legal comrade – dual class shares – are being questioned from time to time. One 
can only speculate on what might sway public opinion to the extent that it be-
comes politically necessary to remove the legal foundations underpinning the 
system. Only a very few changes to Swedish corporate law are needed to harmo-
nise it with legislation in much of the rest of the world. But the changes would 
have devastating consequences for controlling shareholders’ ability to directly 
control publicly traded corporations (Collin, 1998); these controlling positions 
often comprise many votes, but much less capital. However, two factors almost 
certainly would act as catalysts in such a process: a perception that the system is 
significantly inefficient in creating wealth, and a belief that controlling share-
holders act in ways perceived by the general public as unfair.  

Minority shareholder coalitions, or the potential thereof, seem to be part of a sys-
tem of control that promotes and enforces what is perceived as efficient. Forming 
coalitions remains a distinct possibility as a means for minority shareholders to 
have direct influence on corporate decision making, from which they otherwise 
are excluded. As such, coalitions may be a functional substitute for stricter for-
mal minority protection. Coalitions, real or potential, are also likely to impose 
what is seen as fair behaviour on controlling shareholders, who often have much 
to gain from a public image of acting in the interests of all shareholders.  

Thus, the existence or potential existence of minority shareholder coalitions can 
from this perspective be interpreted as a mechanism for upholding the legitimacy 
of the Swedish system. They counteract inefficiency and unfair behaviour by 
controlling shareholders, thereby nullifying some of the arguments for removing 
the system of controlling shareholders. They are, in fact, a conservative force. It 
is ironic that what intuitively comes across as an act of rebellion by a group of 
owners far removed from control is really one of the many mechanisms likely to 
sustain their separation from control in the longer run. 

9.6 Future Research Opportunities 

It is always appropriate to suggest potential directions for future research based 
on issues raised by the results of a study. Indeed, it is often the case that a study 
generates more researchable questions than it answers, and this study is no ex-
ception. The most promising research opportunities emerging from this study 
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appear to fall primarily into three categories: (i) further research into shareholder 
activism, (ii) the significance of shareholder networks, and (iii) reputation me-
chanisms applying to controlling shareholders.   

A key result of this study is the finding that there are different types of share-
holder activism. The two mechanisms of shareholder activism – offensive and 
defensive – are qualitatively different and have different causes and different 
consequences. Based on this finding, the preoccupation with share price move-
ments around shareholder activism is problematic. At the same time, a number of 
opportunities present themselves for developing the empirical analysis of share-
holder activism. It might, for example, be interesting to develop specifications 
that can discriminate between these two types of shareholder activism with their 
different motivations and, presumably, different effects.  

Another area deserving attention is the relationship between ownership structure 
and shareholder activism. It has been shown, for example, that higher levels of 
institutional ownership increase the likelihood of shareholder activism (e.g., 
Smith, 1996). This study identifies some covariates with strength of economic 
incentives for shareholder activism and coalitional entrepreneurship. For exam-
ple, proxies for these incentives are size of the position relative to total equity 
and relative to portfolio. From this point to testable hypotheses on the relation-
ship between ownership structure and the probability of being targeted by share-
holder activism is not very far.  

Shareholder activists are often institutional shareholders. Thus, it would seem 
worthwhile to delve further into shareholder activism to determine whether ex-
planations of shareholder activism that do not take into account the agency prob-
lem that can exist for institutional shareholders – such as the explanations pre-
sented in this study, Leech (1987a), Admati et al. (1994), Maug (1998) and Kahn 
& Winton (1998) – are too limited. Is it possible to extend these explanations by 
explicitly integrating the risks for opportunistic actions by money managers into 
the current models? Moreover, is it possible to develop methodological tools to 
empirically discriminate between opportunistic acts and acts performed in the in-
terests of the institution’s shareholders?  

The relationship between the characteristics of the activist and the effects of 
shareholder activism is also an avenue of empirical research that probably de-
serves more attention, beyond the abundant research that currently exists on the 
relationship between activist identity and share price (see Karpoff, 2001 for a re-
view). Del Guercio & Hawkins (1999) show that activists with more diversified 
portfolios intervene in an effort to bring about changes that are general solutions 
thought to work in all corporations. This stands in contrast to activists who pur-
sue more of a share-picking strategy and who, through their interventions, strive 
for changes that are more firm specific. The results of this study suggest similar 
relationships based on the argument that a more concentrated portfolio creates 
incentives to invest in firm-specific models for interpreting corporate data. Such 
investments enable potential activists to discover firm-specific opportunities or 
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threats. All of this suggests linkages among the characteristics of the activist, the 
objectives pursued and, thus, the effects of the activism. This can certainly be 
tested; perhaps other relationships may also be found to exist between activists 
and outcomes.  

The role of diversified fund managers in the implementation of (changes in) 
conventional wisdom might also have the makings for a useful study on the ef-
fects of shareholder activism (cf. Thomsen, 2006). Is activism by large, well-
diversified institutional investors a significant force in institutional change and in 
the standardisation of corporate practices?  

The results of this study indicate that networks among minority shareholders 
may be an important factor in the actions of those shareholders. More research 
into the relationships between network characteristics and, for example, share-
holders’ propensity for exit, voice or passivity would likely yield high returns. 
Some types of networks identified in this study promoted a process of collective 
interpretation of corporate data, while others created incentives for specialisation 
in monitoring and analysing corporations, paired with a trustful exchange of the 
conclusions reached. Both approaches are likely to promote harmonised views 
on the intrinsic value of different shares among members of the network. Can the 
results be linked to, say, herding behaviour? Do they relate to ownership struc-
ture, in the sense that shares become concentrated in members of specific net-
works? More studies into the role of reputation mechanisms in trading and voice 
behaviours are also likely to be fruitful.  

Finally, the study brings to the fore a classic question in research on the corpora-
tion: Who controls the controller? Specifically, the question of who or what me-
chanisms exist to control controlling shareholders was raised. In the Swedish 
context, which paradoxically is thought to combine strong controlling sharehold-
ers, weakly protected minorities and comparatively low levels of minority ex-
propriation (Agnblad et al., 2001; Nenova, 2003), this question begs an answer. 
The significance of certain mechanisms, including media and reputation, is 
shown in this study and in others (e.g., Collin, 1990; Gomes, 2000; Agnblad et 
al., 2001). Theoretical headway could be made by identifying more such mecha-
nisms and by more carefully analysing their function. Empirical research that 
evaluates the significance and effects of these mechanisms appears as a promis-
ing way forward in furthering knowledge about the control and governance of 
the publicly traded corporation. 
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10. Summary 

10.1 Introduction 

The subject of this study is minority shareholder coalitions, defined as alliances 
of minority shareholders for combined action vis-à-vis insiders of a targeted cor-
poration. Empirically, Swedish coalitions consisting mainly of private investors 
and receiving attention in the press are studied. Coalitions are seen as a bundle of 
resources brought together for a specific purpose relating to a target corporation. 
The type of coalitions examined in this study are characterised by at least one of 
these resources being costly to supply, generally the management of the coali-
tion. A coalition is referred to as viable when the coalition members supply the 
resources that it needs to stay functional. The main issue of the study resides in 
explaining the emergence and viability of minority shareholder coalitions. 

Collective voice by means of the formation of a minority shareholder coalition is 
unexpected theoretically. In general, minority shareholders rely on the exit 
mechanism (Hedlund et al., 1985). It is rarely individually rational for a minority 
shareholder to supply shareholder activism, even if it would lead to a net benefit 
for the collective of shareholders and the incentives for attempting to free ride on 
other’s efforts are typically thought to be considerable (Olson, 1965). However, 
unless co-operation from other shareholders can be expected, rational minority 
shareholders will not supply costly resources to a coalition, which risks not 
yielding benefits if other shareholders defect. This suggest that a satisfactory ex-
planation of the emergence and viability of minority shareholder coalitions must 
be able to account for both the shareholder group’s choice of voice strategy and 
how the group’s members commit to co-operation in a sufficiently credible man-
ner. 

10.2 Related Research 

Problems associated with the separation of ownership from control over equity 
capital have been debated since at least the 18th century. It has been assumed that 
because managers who do not own many shares but supposedly have control 
over the equity capital do not face strong incentives to use the capital in the best 
interests of the shareholders (Smith, 1776/1966; Berle & Means, 1932/1991; 
Jensen & Meckling, 1976; Collin, 1990). In the Swedish corporate governance 
system, wherein the empirical case studies originate, separation of ownership 
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from control is partial in the sense that large controlling shareholders exist in 
most corporations. These shareholders take active charge over corporate activi-
ties by a number of means, and this typically has the effect of leaving minority 
shareholders with little potential to exert direct control (Agnblad et al., 2001). 
Sweden’s minority protection is often regarded as weak by international com-
parison (LaPorta et al., 1997); however, expropriation of minorities –
appropriation of benefits by controlling shareholders at the expense of the mi-
norities – appears limited (Nenova, 2003; Dyck & Zingales, 2004).  

Most prior research on shareholder activism and shareholder coalitions is closely 
related to finance economics and has primarily hypothesised that activism and 
coalitions are responses to poor corporate performance (e.g., Admati et al., 1994; 
Kahn & Winton, 1998; Leech, 1987a). Based on this, shareholder activism may 
thus be conjectured to be a response to inefficiency stemming from the incen-
tives facing corporate insiders or the odd case of severe expropriation. If per-
formance is poor and share price therefore depressed, it may be worthwhile for 
certain shareholders to carry the costs for activism to realise gains that partly will 
fall on the position they hold (Alchian & Demsetz, 1972).  

Empirical research has explored some of the testable implications of this view on 
shareholder activism and coalitions, in particular the presumed link between 
shareholder activism and (increased) share price. On this subject, empirical 
analyses are inconclusive, and the question of the rationale behind the choice of 
voice strategy remains unanswered (Karpoff, 2001). Suggested alternative ra-
tionales include, for instance, that shareholder activism is the effect of incentives 
faced by managers of activist funds (Del Guercio & Hawkins, 1999), an explana-
tion applicable only to institutional shareholders. It has also been argued, regard-
ing shareholder coalitions in particular, that shareholders may use voice for the 
purpose of expropriating other shareholders (Bennedsen & Wolfenzon, 2000). 
This explanation appears more relevant the higher the barriers for exit faced by 
the shareholders. 

The literature on shareholder activism and shareholder coalitions, thus, suffers 
from being inconclusive regarding what motivates minority shareholders to pur-
sue the voice strategy, both individually and in coalitions. Moreover, the litera-
ture pertaining specifically to shareholder coalitions (e.g., Leech, 1987a; Yarrow, 
1976; Bennedsen & Wolfenzon, 2000) is based in co-operative game theory. 
This means that the conflict between individual and collective rationality is not 
considered; it is assumed that commitment to co-operation is not problematic. 
Coalitions are therefore expected to emerge when members, as a collective, per-
ceive that they can receive a positive payoff from participation. This reasoning, 
thus, cannot account for how coalition members commit to the co-operative 
strategy in a credible manner.  

Literature adopting a more sociological perspective on shareholder activism ex-
ists and can aid in the task of identifying how coalition members commit to co-
operation in a credible manner. This strand of literature tends to apply methods 
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that differ from the quantitative or formal/mathematical approaches used within 
finance economics. This line of inquiry has shown that networks (Bengtsson, 
2005; Black & Coffee, 1994) and shared values and world views (Davis & 
Thompson, 1994) are important factors in enabling collective voice among insti-
tutional shareholders. These findings suggest that networks make co-ordination 
less costly and the risk of being excluded from valued network benefits for act-
ing opportunistically serves as a disincentive for defection when acting collec-
tively. 

10.3 Methodology 

The theoretical results of the study are developed in two steps. In the first step, 
Weber’s (1949, 1978) notion of ideal types is central. Two ideal-typical minority 
shareholder coalitions are developed based primarily on so-called contractual 
theory (e.g., Alchian & Demsetz, 1972; Jensen & Meckling, 1976; Williamson, 
1985). In the development of the ideal types it is assumed that minority share-
holders and corporate insiders are boundedly rational opportunists, seeking 
maximisation of risk-adjusted financial returns to the best of their ability. It is 
further assumed that minority shareholders, when choosing how to act, consider 
the effects of their actions only on their relationships with fellow coalition mem-
bers, assumed to exist for purposes of co-operative shareholder activism alone, 
and on their relationships with corporate insiders. Corporate insiders consider the 
effects of their actions only on their relationships with activist shareholders.  

Based on these assumptions, two ideal-typical minority shareholder coalitions 
are developed: the offensive minority shareholder coalition and the defensive 
minority shareholder coalition. These ideal types constitute the first set of theo-
retical results of the study and an intermediate step in the development of the 
model. The two coalitions differ in the sense that they have different rationales 
for emergence and contain different organisational features that both allow their 
members to commit to a co-operative strategy and keep the costs for activism 
low. The ideal types show the conditions under which viable minority share-
holder coalitions may emerge within these idealised circumstances and serve as 
valuable analytical tools for examining real-world minority shareholder coali-
tions in this study.  

In the second step of the study, comparisons between ideal-typical minority 
shareholder coalitions and real-world coalitions as well as cross-coalitional com-
parisons are made. The empirical material of the study consists of three case 
studies, which altogether contain five different minority shareholder coalitions. 
By comparing the ideal-typical coalitions with the coalitions described by the 
empirical material, two sought-after results are achieved. The first is an explora-
tion of how that which is described in abstract and general terms by the ideal 
types plays out in practice, i.e. the identification of indicators of the ideal types’ 
concepts. The second is the identification of divergences from the ideal types. 
These divergences are further analysed to illuminate additional considerations 
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that minority shareholders take into account when acting, i.e. considerations 
other than those intrinsic to the economic rationality underlying the ideal types. 
Two main types of considerations indicated by these divergences are able to ac-
count for the majority of divergences from the ideal types: network reputation 
considerations for minority shareholders, and public image considerations for 
controlling shareholders.  

Cross-case comparisons permit the specification of the conditions under which 
these additional types of considerations are likely to influence action. They also 
allow for the systematisation of the identified indicators of some of the concepts 
of the ideal types. Integration of the ideal types with these results yields the end 
product of the study: a model accounting for the emergence and viability of mi-
nority shareholder coalitions.   

10.4 Results

The results of the study come in two parts: the first set of results is the two ideal-
typical minority shareholder coalitions, and the second set is results from the 
empirical analysis. Combined, these results form a model that provides an ac-
count of the emergence and viability of minority shareholder coalitions and, 
while remaining parsimonious, has bearing on at least the empirical material of 
this study. 

10.4.1 The Ideal-Typical Offensive and Defensive Minority 

Shareholder Coalitions 

The first set of results comprises two ideal-typical minority shareholder coali-
tions based on the type of economic rationality described above. The ideal types 
are based on a sequential logic: Minority shareholders respond to changing eco-
nomic incentives (i.e. changing relative costs and expected benefits) regarding 
their investment objects. Coalition formation is, in the ideal types, a rational ad-
aptation to specific types of incentives. If coalition formation becomes the adap-
tive response to a change in opportunity sets, corporate relationships change. The 
ideal-typical offensive and defensive minority shareholder coalitions are summa-
rised in Table 10.1. 
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The Offensive Minority 
Shareholder Coalition 

The Defensive Minority 
Shareholder Coalition 

Economic Rationale 
Seizure of opportunity to 
increase expected return 

Safeguarding against 
risks of expropriation. 

Opportunity Sets Fac-
ing Participating Share-
holders 

Expanding Diminishing 

Coalitional Entrepre-
neurship 

Supplied by sole coali-
tional entrepreneur 

Supplied by all members 
of coalition 

Coalitional Organisa-
tion 

Centralised Decentralised 

Corporate Relationships Negotiations Bilateral 

Table 10.1. Summary of the ideal types. 

The opportunities available to a shareholder regarding a given corporation, i.e. 
what is possible for him/her to do regarding the investment, are described by the 
shareholder’s opportunity set. A given opportunity falls generally into one of the 
categories of exit, voice or passivity. An opportunity set is said to expand when 
either a new opportunity enters the set or an existing opportunity becomes asso-
ciated with higher payoff (i.e. higher benefits and/or lower costs). An opportu-
nity set is said to diminish when an existing opportunity disappears from the set 
or becomes associated with lower payoff (i.e. lower benefits and/or higher costs). 
A shareholder’s opportunity set is affected by such factors as share price and li-
quidity. An extended typology of opportunity set changes, generated from the 
empirical analysis, is presented in section 10.4.2.1. 

Minority shareholder coalitions are responses to specific types of expansion or 
diminishment of minority shareholders’ opportunity sets. The antecedent of an 
offensive minority shareholder coalition is a specific type of expansion of oppor-
tunity sets for potential coalition participants, namely, a new opportunity for 
yielding higher expected (financial) return by means of voice or the association 
of such an opportunity with higher payoff. If the voice opportunity can yield a 
large enough benefit, it may be worthwhile for a large shareholder (one who can 
capture a large portion of the resulting increase in share price) to privately bear 
the costs for organising a coalition to enter negotiations with corporate insiders 
to realise the opportunity.  

In the ideal types, the costly input into a coalition (e.g., opportunity cost of time 
for organising it) is termed coalitional entrepreneurship. Because of the strong 
incentives for free riding, a sole coalitional entrepreneur will provide all costly 
input to an offensive minority shareholder coalition. This way of organising a 
coalition leads to what is termed centralised coalitional organisation, in which all 
costly input is centralised in one agent. Corporate relationships of the offensive 
coalition are characterised by aggressive bargaining (negotiations), since the coa-
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litional entrepreneur has strong incentives to minimise costs but weak incentives 
to keep relationships with corporate insiders ‘friendly’. The offensive minority 
shareholder coalition comes close to existing models of shareholder activism and 
coalitions (e.g., Leech, 1987a; Yarrow, 1976). 

The antecedent of a defensive minority shareholder coalition is a specific type of 
diminishment of opportunity sets facing coalition participants, namely, increas-
ing costs for exiting the investment. If exit costs become large enough, it may be 
worthwhile for the shareholders to which they apply (typically large sharehold-
ers, since a large position is often more costly to liquidise) to carry costs for or-
ganising a coalition to serve as a safeguard against expropriation by corporate in-
siders. For other shareholders, the risk of expropriation by insiders can be han-
dled by the exit mechanism; if expropriation increases (signalled by decreasing 
share price), exit is available for escaping the associated costs.  

When exiting becomes costly, it is economically rational to carry some costs for 
safeguarding against expropriation. However, such safeguarding is of substantial 
value only to those who face high exit costs, as other shareholders will continue 
to rely on the exit mechanism. It is, moreover, risky for a shareholder facing high 
exit costs to free ride on others’ safeguarding activities, since active coalition 
members may use their collective position to expropriate the free rider, e.g., by 
forming a coalition with corporate insiders. Therefore, all activists supply coali-
tional entrepreneurship in the defensive coalition. Corporate relationships are of 
the bilateral kind, mainly monitoring oriented with intervention only when/if at-
tempts to expropriate are discovered. Future access to corporate insiders is val-
ued because it gives access to soft information, which allows for more efficient 
monitoring; thus aggression is cautioned.  

The ways in which minority shareholders are organised lead to credible com-
mitments to co-operation in the ideal types. Table 10.2 summarises the character-
istics of the two ways of organising these coalitions.  

Centralised
Organisation 

Decentralised
Organisation 

Costly Input Supplied by one member Supplied by all members 

Co-ordination Leadership Consensus/compromise 

Structure Wheel All-channel 

Internal Control 
Mechanism 

Possibility for exit/one-
sided dependence 

Voice/mutual dependence 

Table 10.2. Summary of the properties of the coalitional organisations. 

The centralised organisation – associated with the offensive minority shareholder 
coalition – is characterised by one member (the coalitional entrepreneur) supply-
ing all costly inputs, thus privately leading the coalition. The coalitional entre-
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preneur becomes central in the coalition and all ties linking the shareholders run 
through the entrepreneur. This ‘wheel’ structure minimises the number of ties 
required to link coalition members in any size of coalition, thereby making it 
cost efficient for organising large numbers of shareholders (cf. Williamson, 
1975/1983). The coalitional entrepreneur of the centralised coalition must ensure 
continued co-operation from passive members in order to sustain the viability of 
the coalition, but the passive members will continue to co-operate only if they 
know that the collectively held position will be used in their interests. Therefore, 
incentives are created for the coalitional entrepreneur to account to passive 
members to reassure them that their collective position is being used in their best 
interests. The coalitional entrepreneur is the member of the coalition with the 
strongest incentives to sustain the viability of the coalition; if it fails, the costs 
borne will yield no benefits. In this way opportunism is controlled and co-
operation is made possible. 

The decentralised organisation, associated with the defensive minority share-
holder coalition, is characterised by the provision of costly input by all members. 
The structure is characterised by ties directly connecting all members to each 
other. Adding new members results in exponential increases in the number of 
ties and, therefore, diseconomies in information sharing and decision making, 
making this an uneconomical structure for organising large numbers of share-
holders (Williamson, 1975/1983). The widespread active participation allows 
members to monitor not only corporate insiders but also fellow coalition mem-
bers so as to safeguard against risks of expropriation by either. It also means that 
all members have strong incentives to sustain the viability of the coalition, since 
otherwise the costs they have borne will not yield the sought benefit; in other 
words, the members are mutually dependent. This creates a will to compromise 
rather than defect, and the coalition is co-ordinated through consensus and/or 
compromise. Coalition members use voice rather than exit so as not to lose the 
costs borne. This makes the coalition suitable for multi-purpose activism in 
which objectives cannot be set ex ante. This is the case for defensive activism, 
which implies monitoring and reactive intervention to what is discovered thro-
ugh the monitoring.  

10.4.2 Additional Elements to Form a Model of Minority 

Shareholder Coalitions

By means of empirical analysis, further theoretical results are generated and in-
tegrated with the ideal types to create the model. These additional results consist 
of a typology of opportunity set changes and two types of considerations – net-
work reputation and public image – that under certain conditions are taken into 
account by shareholders, resulting in divergences from the ideal-typical courses 
of actions. The model developed thus integrates the ideal types with further de-
velopment of their concepts and specifications of when and how divergences 
from the patterns defined by the ideal types are likely to occur.  
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10.4.2.1 Network Reputation Considerations 
If minority shareholders are organised in certain types of networks, they are 
likely to act as if they consider the effects of their actions on their reputation 
within the network. Network reputation considerations are likely to surface when 
shareholders are members of networks in which membership is valued because 
something of value is accessed (e.g., useful corporate information), information 
on opportunistic behaviour is effectively transmitted within the network, and it is 
possible to exclude a network member from accessing the network benefits.  

The existence of networks among minority shareholders of a corporation is likely 
to lower the overall costs for coalitional entrepreneurship; for example, the coali-
tional entrepreneur need not spend resources on finding supporters for the coali-
tion. If minority shareholders consider their network reputation, promises be-
come credible, presenting a numbers of economisation possibilities. In particular, 
the risks of opportunism threatening the viability of the coalition are likely to be 
under control once the coalition has emerged. Acting opportunistically hurts a 
shareholder’s credibility and can lead to exclusion from the network, which 
means foregoing future network benefits. A trade-off is created: Benefits from 
acting opportunistically are weighed against foregone future network benefits.  

A reputation mechanism is likely to replace the internal control mechanisms de-
scribed by the ideal types (see Table 10.2) because it commits coalition members 
to co-operation in a less costly manner. Table 10.3 compares the network reputa-
tion relationship with the relationships of the centralised organisation (implying 
an agency relationship) and the decentralised organisation (implying a mutual 
dependency relationship) of minority shareholder coalitions.   

Table 10.3. Mechanisms of commitment in minority shareholder coalitions. 

In the centralised organisation, the exit-possibility puts constraints on the coali-
tional entrepreneur, who one-sidedly provides the costly input to the coalition 
and accounts for its progress; this input is lost if passive members exit. In the de-
centralised coalition, all members provide costly input and monitor each other 
out of fear of being expropriated; all members therefore have strong incentives to 

                                  Relationship Type 

Agency Mutual Depend-
ency

Network  
Reputation 

Supply of Coali-
tional Entrepre-
neurship 

One-sided Balanced One-sided 

Monitoring 
Active member 
report to passive 

members 
Peer monitoring 

Indirect by share 
price

Cost of Oppor-
tunism 

Sunk cost/none 
Sunk cost & future 

expropriation 
Devalued reputa-

tion 
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sustain the coalition’s viability. Network reputation considerations create a situa-
tion wherein a coalitional entrepreneur provides most of the costly input. Oppor-
tunistic tendencies on his/her part are curbed by the desire to avoid gaining a 
poor reputation, which could result in the loss of access to valuable future net-
work benefits. Passive members eventually become aware of opportunistic ac-
tions via decreases in share price and may then exclude the coalitional entrepre-
neur from the valued network membership. Thus, reputation considerations 
minimise the need for accounting, allowing for economisation on coalitional en-
trepreneurship.  

10.4.2.2 Public Image Considerations 
Under certain circumstances, controlling shareholders are likely to act as if con-
sidering their public image, which creates divergences from the ideal types, par-
ticularly with respect to corporate relationships. Public image considerations 
tend to make controlling shareholders (and likely senior mangers if there is no 
controlling shareholder) act as if they are considering the effects of their actions 
on their image as perceived by relevant stakeholders. These considerations are 
apt to emerge when a suitable image provides access to valued future benefits, 
when information about opportunistic behaviour is effectively transmitted to fu-
ture transacting partners, and when these future partners can exclude the control-
ling shareholder from the benefits. Valuable future benefits might include, for 
example, new share issues that can be made with a smaller premium if the share-
holder has a public image for acting in the interests of the minority shareholders; 
this can be especially valuable if minority protection is weak, making it difficult 
for controlling shareholders to commit to acting in the interests of minorities.  

To the extent that controlling shareholders consider their public image, the pat-
tern of corporate relationships is likely to diverge from that described by the 
ideal types. Image considerations make controlling shareholders act as if consid-
ering the effect on their actions (and the responses they are likely to evoke) on 
their public image, which makes them reluctant to be unfavourably exposed in 
public. Coalitional entrepreneurs of a coalition resulting from the offensive 
mechanism, who seek cost minimisation, are likely to use the controlling share-
holder’s desire to avoid poor publicity as a bargaining tool. In a defensive coali-
tion, aggressiveness is cautioned because it risks hurting the coalition’s access to 
corporate insiders. However, publicity represents a powerful option that in-
creases the potential costs associated with expropriating minority shareholders 
for corporate insiders.  

Hence, the bargaining position of minority shareholders is typically strengthened 
if controlling shareholders are concerned about their public image, especially an 
image for acting in the interests of minority shareholders (and other stake-
holders), which may give access to less costly financing.   

10.4.2.3 Types of Opportunity Set Changes 
Specific types of expanding or diminishing opportunity sets faced by a group of 
minority shareholders cause the emergence of a minority shareholder coalition. 
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Diminishment of opportunity sets, which can be the antecedent of a defensive 
minority shareholder coalition if large enough, can result from both changing 
characteristics of the investment and spillover from other transactions in which 
the shareholders facing the set are involved.  

Changes in the characteristics of the investment leading to increasing costs for 
exit can be the result of changes leading to poor liquidity for larger minority 
shareholders, e.g., falling turnover of the share. Opportunity sets can also experi-
ence diminishment from investment in learning about the specifics of the firm 
and its markets, i.e. development of firm-specific mental models that can be used 
for interpreting data on the corporation. This type of investment allows a share-
holder to be a more competent monitor of corporate activities and to make more 
competent decisions regarding his/her investment. However, because firm-
specific models are of less or no value to an investor without shares in that par-
ticular firm, a cost for exiting is created.  

Diminishment can also occur as a result of relationships other than those be-
tween the corporation and its shareholders. For instance, when network reputa-
tion considerations are important, promises not to sell or advice to others to buy 
become costly in terms of reputation loss if the promise is broken or the advisor 
sells. Thus, reputation considerations increase the cost for members to use the 
exit mechanism under certain circumstances.  

An expansion of opportunity sets, which can be an antecedent of an offensive 
minority shareholder coalition if large enough, is likely to be the result of poor 
economic performance in combination with minority shareholders’ belief that 
something changeable by voice is causing the poor performance. Figure 10.2 
summarises four types of such expansion.  

                                                      Model 
             Firm-Specific                        Universal 

Firm-specific opportunity Checklist divergences 

   
   

   
   

   
D
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Informed conjecture Conjecture 

Figure 10.1. Types of opportunity set expansion against a background of lower than ex-
pected corporate performance. 

Depending on whether minority shareholders experiencing the opportunity have 
invested in a firm-specific model and whether they can access data directly re-
lated to what they think is causing the poor performance, expansion of opportu-
nity sets can be of different types. When data are available and are interpreted by 
means of a firm-specific model, shareholder activists are acting on a firm-
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specific opportunity. Because corporate insiders have little incentive to release 
data suggesting that they are expropriating minority shareholders or performing 
to less than optimal levels, this type of opportunity is likely to be the result of 
outside shareholders and corporate insiders using different models for interpret-
ing the same data and thereby drawing different conclusions. Whether the reali-
sation of this opportunity leads to improved corporate performance is to some 
extent dependent on which model is the most ‘correct’. 

When minority shareholders use a universal model for interpreting corporate data 
describing what they think is causing the poor performance, they are engaging in 
identifying checklist divergences, i.e. divergences from some universal notion 
about good governance. The link between such a checklist approach and corpo-
rate performance depends to a certain extent on the applicability of the universal 
model to the specific circumstances of the targeted corporation and the ‘correct-
ness’ of the universal model, which is likely to differ from the model used by 
corporate insiders.

When minority shareholders do not have access to data on what they think is the 
cause of the poor performance, they are acting on  conjecture, whether informed 
or not. Linkages between this approach and corporate performance are therefore 
likely to depend to an extent on whether the conjecture was valid. 

However, the expansion in opportunity sets that induces an offensive minority 
shareholder coalition is not restricted to the pursuit of increased return on the in-
vestment. An example from the case material suggests that some shareholders 
are willing to devote resources to coalitional entrepreneurship for retaliating 
against what they consider to be unfair actions by corporate insiders, even if the-
re are no prospects that the financial yield from the entrepreneurship will cover 
the costs. For these shareholders, coalition formation can be an effective strategy 
for retaliation, especially if corporate insiders place importance on their public 
image.  

10.4.3 Contributions of the Study 

One contribution of the study is the specification of the defensive mechanism, 
which has not been detailed to the same extent as the offensive mechanism in 
previous literature. The identification and clarification of this mechanism have 
implications for theory and empirical research. The notion that shareholder activ-
ism represents a response to an opportunity to increase corporate performance 
and share price dominates the relevant research (e.g., Leech, 1987a; Admati et 
al., 1994; Maug, 1998), even though it is not particularly well supported by the 
data (Karpoff, 2001). A potential implication of this study is, therefore, that theo-
ries of shareholder activism need to incorporate the idea that this phenomenon 
should not be seen as generated by one universally valid underlying mechanism, 
but rather as the manifestation of at least two separate and dissimilar mecha-
nisms.  
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Coalitions (and activism in general) that emerge as a result of the defensive 
mechanism are the manifestation of a qualitatively different type of activism. De-
fensive activism is not necessarily associated with improved performance. Share 
price and abnormal returns should therefore not be used as the yardstick to assess 
its efficiency. For empirical research, this suggests that it may be desirable and 
useful to discriminate between activism and coalitions that emerge as a result of 
the offensive mechanism and the defensive mechanism, respectively.  

In contrast to related research on shareholder coalitions (e.g., Leech, 1987a; Yar-
row, 1976; Bennedsen & Wolfenzon, 2000), this study treats the potential con-
flict between individual and collective rationality in minority shareholder coali-
tions as problematic. The view emerges of a shareholder coalition not only as a 
vehicle to achieve certain (offensive or defensive) ends, but also as a governance 
structure allowing its members to commit to co-operation (cf. Williamson, 
1985). This represents a refinement of earlier models of shareholder coalitions, 
which do not address this problem, and leads to a slightly different perspective 
on the nature of the coalitions. This view can also be integrated with and enrich 
findings from previous research suggesting the importance of networks for col-
lective voice (Bengtsson, 2005; Black & Coffee, 1994; Davis & Thompson, 
1994). Networks can host important governance mechanisms that are likely to 
affect the probability of the emergence of a viable coalition.  

Informal mechanisms of control have been suggested a significant factor in ex-
plaining Sweden’s limited minority expropriation despite its weak formal minor-
ity protection (Agnblad et al., 2001). The notion that controlling shareholders are 
concerned about their public image in certain circumstances appears to explain 
many divergences in this study from the ideal-typical patterns. This is consistent 
with the view that informal mechanisms exert control over Swedish controlling 
shareholders. The study findings suggest, by way of implication, that controlling 
shareholders’ concern with public image likely plays a role as a control mecha-
nism that, when combined with numerous other mechanisms, governs the pub-
licly traded corporation (cf. Gomes, 2000; Zingales, 2000). The study results 
thus indirectly contribute to the sparse literature on the informal control mecha-
nism governing controlling shareholders. 
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Appendix A: 
Example of Interview Guide 

– Coalition Member 

The following interview guide is representative of the guides that were used for 
interviewing coalition members. Questions in bold are the main questions, and 
other questions are follow-up questions. How the different types of questions 
were used in the interviews is described in chapter 4. This particular guide struc-
tured the interview with Olofsson in the DICE case study. (See Appendix C for 
further information.) The interview was conducted in Swedish. The interview 
guide has been translated into English for this report. 

Interview Guide: Olofsson 

1. Please describe your portfolio strategy. 
a. Concentration/diversification? 
b. How do you monitor companies in your portfolio?  
c. What is considered important to monitor? 
d. Are there differences between companies? 

2. To what extent are you an active shareholder? 
a. How is this borne out in practice? 
b. By affecting public opinion through the VCW forum? 
c. Does your role as a shareholder differ across companies in 

your portfolio? 
3. What are your relationships to senior management and the board 

of directors in the companies in your portfolio?
a. Are there differences across companies? 
b. Is the identity of management and board members important? 

4. Please describe your relationships to the board, senior management 
and the main owner of DICE? 

a. Which owner was perceived as most influential before the ac-
quisition? (Bonnier/EA) 

b. Do you have a personal relationship to management, board 
members and/or the main owners? 

c. Do they/did they have meetings? How does/did this work? 
d. Were you consulted before important decisions? 
e. What is your view on the main owner and board’s handling of 

the interests of minority shareholders? 
f. Is DICE considered different from other companies with influ-

ential main owners? 
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5. Are there issues in DICE that you have engaged yourself in during 
recent years? 

a. The bid? Other issues?  
b. How is it decided what constitutes an important issue? 
c. Do ownership structure and board composition matter? 

6. Please describe how the co-operative activities among DICE share-
holders emerged and evolved?  

a. Why form a group? 
b. Why did you initiate the group? 
c. How many joined the group? How much equity did they repre-

sent? 
d. Which shareholders are you acquainted with? 
e. What was the objective of the group? 
f. At what offer would you have sold your position? 
g. Why did two groups form to pursue similar objectives? 

7. Please describe how you co-operated within the shareholder group. 
a. Why did the group have a spokesperson? 
b. Was there any co-ordination of communication activities vis-à-

vis management and the boards of DICE and EA?  
c. What types of questions were discussed within the group? 
d. Did you provide any accounting to other members? 
e. How did you make certain that the group members owned 

shares and that they would reject the bid? 
f. Did you have any doubts about opposing the board’s recom-

mendation and the new main owner of DICE? 
g. Were any doubts felt by other shareholders about opposing the 

board and the new main owner? 
8. How were the divergent opinions of the shareholder group and the 

board and acquirer treated?  
a. How did the coalition attempt to affect the board, the acquirer 

and other shareholders?  
b. What types of bargaining tools were used? Efficiency of these? 
c. What significance have the media had in your governance ac-

tivities?  
d. Does treatment of divergent opinions in the DICE case differ 

from what you do in other companies?  
e. What risks were associated with rejecting the bid? 
f. If there were no shareholder group, would you have sold? 

9. Did relationships to the management, board and main owner of 
DICE change after the group came to their attention? 

a. Did you have established contacts with these even before the 
group was formed?  

b. What happened the first time the board of DICE was contacted 
about the bid issue? How did they react to this? How did the 
acquirer react? 

c. How did the formation of the shareholder group and the public 
announcement of its existence affect these relationships? 

d. How were the board’s press releases perceived? How were the 
changed conditions of the bid perceived? 
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e. What types of information do board and management share? 
Has this changed? 

10. What types of responsibility and what functions do you think dif-
ferent types of owners (institutional/main/minority) should have? 

a. Compared to the reality of DICE? 
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Appendix B: 
Example of Interview Guide 

– Board Member 

The following interview guide is representative of the guides that were used for 
interviewing board members. Questions in bold are the main questions and other 
questions are follow-up questions. How the different types of questions were 
used in the interviews is described in chapter 4. This particular guide structured 
the interview with Lindén in the Pricer case study. (See Appendix C for further 
information.) The interview was conducted in Swedish. The interview guide has 
been translated into English for this report. 

Interview Guide: Lindén  

1. Please describe how Pricer’s board deal with investor relations? 
a. How do the board inform the market? 
b. How do the board decide what to make public? 
c. What information demands do different types of shareholders 

have? 
2. Please describe the board’s relationship to Pricer’s existing minor-

ity shareholders? 
a. Which minority shareholders do you know about? 
b. Which of these do you have personal contacts with? 
c. How do these contacts occur? 
d. Are there any ways to capture the preferences of the minority 

shareholders? Are there any reasons for doing that?  
e. Does it matter who the minority shareholders are? 
f. Do you have any experiences with active minority sharehold-

ers? Examples? 
g. Do you have any experiences of minority shareholders’ actions 

that have affected decisions? Examples? 
3. Please describe how the board’s relationship to the members of the 

consortium has evolved since the first contact with them? 
a. What happened at the first encounter with Wiena and Persson? 
b. How did the board react to the first contacts? 
c. How did the board react when the consortium was formed?  
d. What significance did it have that the consortium controlled 

over 10% of the equity? 
e. What was the board’s reaction to the growth of the group? 
f. How was the criticism of the C.E.O. received? 
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g. How was the suggestion that the consortium should be granted 
a board position received? 

h. What significance did the media exposure have? 
4. Please describe the effects of the consortium? 

a. What did the board perceive as the objective of the consor-
tium? 

b. What was the shareholder group’s role in the C.E.O. replace-
ment? 

c. What was the shareholder group’s role in the board changes? 
d. What impact did the shareholder group have on disclosure pol-

icy and practice? 
5. Please describe the current relationship to the members of the ex-

consortium? 
a. Who are still active? 
b. What do the meeting activities look like? 
c. What types of questions are discussed? 
d. How do you decide what information can be shared?  
e. What role do these shareholders have in the governance of the 

corporation? 
f. What is positive and negative about the relationship? 
g. What affects the relationship? Examples? 

6. What types of responsibility and what functions do you think dif-
ferent types of owners (institutional/main/minority) should have? 
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Appendix C: 
Index of Interviews and 

Cited Press Material 

The Consilium Case study  

Interviews 

CAR – Carl Adam Rosenblad, major shareholder, board member and director of 
business development in Consilium, interviewed 2004-08-19 in Nacka. 

CR – Carl Rosenblad, major shareholder and chair of Consilium’s board, inter-
viewed 2004-08-19 in Nacka. 

JH – Jörgen Hallberg, minority shareholder of Consilium, interviewed 2004-06-
04 in Växjö. 

MV – Magnus Vahlquist, minority shareholder of Consilium, interviewed 2004-
05-12 in Stockholm. 

RP – Rasmus Palmqvist, minority shareholder of Consilium, responsible for in-
vestments in Sound Invest, interviewed 2004-04-20 at Arlanda.  

Cited Press Releases and Articles from the Business Press 

DI010122 – Konsortium ryter till i Consilium, Dagens Industri, 2001-01-22. 
DI040205 – “Oacceptabelt” – Aktiespararna sågar Consiliums nyemission, Da-

gens Industri, 2004-02-05. 
DI040207 – Consiliums emission i gungning, Dagens Industri, 2004-02-07. 
DI040217 – Consilium breddar sin nyemission, Dagens Industri, 2004-02-17.  
WKR040130 – Consilium: Consilium genomför riktad nyemission till institutio-

nella investerare, Waymaker, 2004-01-30.  

The Pricer Case Study 

Interviews 

BM – Bengt Möller, minority shareholder of Pricer, interviewed 2005-03-09 in 
Strömstad.  

GL – Göran Lindén, board member of Pricer, interviewed 2005-03-30 in Stock-
holm. 
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JS – Jonny Steen, minority shareholder of Pricer, interviewed 2005-02-17 via 
telephone. 

PW – Pekka Wiena, prior minority shareholder of Pricer, interviewed 2005-02-
17 in Uddevalla. 

SP – Sven-Åke Persson, minority shareholder of Pricer, interviewed 2005-02-25 
in Gothenburg.  

UP – Ulf Palm, C.E.O. of the Orvelin Group, prior manager at Spectra broker’s 
office in Strömstad, interviewed 2005-03-09 in Strömstad. 

Cited Press Releases and Articles from the Business Press 

DI001025 – De planerar kupp i Pricer, Dagens Industri, 2000-10-25.  
DI010201 – Danielsson tillbaka i Pricer, Dagens Industri, 2001-02-01.  
DI010207 – Pricers gerilla växer, Dagens Industri, 2001-02-07. 
FT001213 – Maktkamp över i Pricer, Finanstidningen, 2000-12-13.  
PR010509 – Proposal for new Board of Directors in Pricer and New President 

Appointed, Pricer (press release), 2001-05-09.  

The DICE Case study 

Interviews 

AA – Anders Alvin, fund manager Kaupthing Bank, interviewed 2006-03-06 in 
Stockholm. 

LO – Lars Olofsson, prior minority shareholder of DICE, interviewed 2005-06-
15 in Härryda. 

PD – Peter Dahlander, minority shareholder of DICE, interviewed 2005-05-25 in 
Stockholm. 

Cited Press Releases and Articles from the Business Press 

BV041119 – Vad är köpta åsikter värda?, Börsveckan, 2004-11-19. 
DI041119 – Kritiker vill ha dubbelt upp för Digital Illusions, Dagens Industri

(Web edition), 2004-11-19. 
DN041116 – Speljätte lägger bud på svenska Digital Illusions, Dagens Nyheter,

2004-11-16.  
WKR041214 – Peter Dahlander: Större aktieägare i Digital Illusions avböjer 

Electronic Arts erbjudande, Waymaker, 2004-12-16. 
WKR041215 – Electronic Arts: Electronic Arts står fast vid sitt bud om 61 kro-

nor per aktie i Digital Illusions CE AB, Waymaker, 2004-12-15. 
WKR041220 – Electronic Arts: Electronic Arts Holding AB ändrar villkor för 

erbjudandet till Digital Illusions aktieägare. Waymaker, 2004-12-20. 
WKR041222 – Digital Illusions: Kommuniké från styrelsen för Digitial Illusions 

CE AB, Waymaker, 2004-12-22.  
WKR050114 – Electronic Arts: Electronic Arts frångår ett villkor i erbjudandet 

till Digital Illusions aktieägare, Waymaker, 2005-01-14. 
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WKR050125 – Electronic Arts: Electronic Arts innehar 59,8% och fullföljer bu-
det på Digital Illusions, Waymaker, 2005-01-25. 

WKR060317 – Digital Illusions: Digital Illusions fusioneras in i Electronic Arts,
Waymaker, 2006-03-17. 
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