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Imitation and Deviation. Decisions in Financial 

Markets Under Extreme Uncertainty

By By By By Klaus KraemerKlaus KraemerKlaus KraemerKlaus Kraemer    

University of Graz 

Klaus.kraemer@uni-graz.at 

Uncertainty is a fundamental problem facing economic 

actors. This is true especially in the case of volatile financial 

markets. In financial markets, market actors permanently 

make decisions to buy and sell without being able to antici-

pate the economic consequences. Even the decision to delay 

a decision or to not decide at all, i.e. to neither buy nor sell 

securities, has to be made under conditions of uncertainty. 

Decisions and non-decisions in financial markets are “bets 

on the future.” Taking this irreducible uncertainty as the 

point of departure, the present article moves the problem of 

decision-making to the center of attention. It asks how fi-

nancial actors make decisions at all under conditions of 

inescapable uncertainty and which social mechanisms can 

be identified that enable them to handle the problems of 

decision-making in these circumstances. 

1 Efficient market theory and behavioral 1 Efficient market theory and behavioral 1 Efficient market theory and behavioral 1 Efficient market theory and behavioral 
financefinancefinancefinance    

Orthodox theory of capital markets gives us answers to the 

problems of decision-making that bear few surprises. As 

we all know, efficient market theory describes financial 

markets as informationally efficient arrangements (Fama 

1970). The basic tenet is that financial actors factor all 

available information on current and expected future prof-

its of listed companies into current stock quotations. It is 

further assumed that new information on a company is 

promptly reflected in security prices. The model thus im-

plies an infinite speed of adjustment as market prices 

adapt to changes in available information. The efficiency 

hypothesis builds on portfolio theory (Markowitz 1952), 

which asks about the optimal diversification of investment 

capital. Portfolio theory assumes investors who are exclu-

sively oriented toward cash flows. In this model, investors 

maximize expected utility: They obtain information about 

the respective conditions in the capital market to make 

rational decisions. The assumption is that investors are able 

to weigh opportunities of profit and risks of loss in light of 

their own liquidity. While it deems deviations from this 

rational model likely to occur in reality, the critical aspect is 

that it interprets these deviations as “irrational behavior” 

or "market anomalies.” This orthodox view fails to recognize 

that it is not possible to make decisions in financial markets 

based on “rational” expectations in the sense implied above. 

Of course, this does not allow us to conclude that we can 

detect no regularities at all in the expectations of financial 

actors. 

The shortcomings in the explanations offered by orthodox 

capital market theory have elicited responses from behav-

ioral finance approaches (Shefrin 2007). Behavioral finance 

analyzes decision-making from the perspective of individu-

al or cognitive psychology in situations where financial 

actors act in ways that are inconsistent with the rational 

actor model. An abundance of evidence has accumulated 

in the meantime: Actors in financial markets ignore infor-

mation that contradicts their own views. They also only rely 

on information that is readily available. Investors further-

more tend to neglect information that initially appears to 

be unimportant. In addition, they overestimate their own 

judgment and neglect risks over the course of time. Finally, 

they frequently give greater weight to losses compared to 

gains so that they wait too long in realizing the former and 

are too quick in cashing in on the latter. As illuminating as 

these findings are, the problem of behavioral economics is 

that this kind of observable investor behavior is interpreted 

exclusively as deviation from the “rational investor” model, 

for instance, in the sense of “overreactions,” selective pro-

cessing of information, or “herding.” Here I cannot discuss 

the potential of the various concepts of behavioral theory, 

such as value added theory, cognitive dissonance theory, or 

noise trading theory. An aspect that I want to point out 

nonetheless is that behavioral finance approaches rarely 

transcend a perspective that centers on and isolates the 

individual in explaining investment behavior while leaving 

sociological factors aside (Abolafia 2010). For instance, 

they fail to consider the influence of collective patterns of 

interpretation, socialization in professional milieus, or ref-

erence group of similar status on investor decision-making 

but also the impact of institutional settings on investment 

decisions. Cultural patterns, social structures, and institu-

tions are ultimately not taken into account. In the follow-

ing, I would like to discuss in detail some sociological prob-
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lems with the model of “herd behavior,” which is widely 

debated in behavioral economics.  

2 Financial markets and imitation2 Financial markets and imitation2 Financial markets and imitation2 Financial markets and imitation    

The concept of “herd behavior” refers to situations where 

financial actors display herd-like behavior in their decisions 

to buy or sell. Upon closer inspection, herd behavior is 

described as an expression of so-called contagion effects 

and is mostly attributed to information cascades (Banerjee 

1992). In cases where market participants believe that 

other participants possess better information than they 

themselves do, they will interpret others’ expectations of 

rising or falling stock market prices as a consequence of 

the others being better informed and align their own ex-

pectations accordingly. The herding model helps us under-

stand that copying others’ behavior is a plausible mode of 

decision-making in situations where financial actors have 

no way of knowing what to base their decisions on (infor-

mation problem). Such fundamental uncertainty pertains 

not only to forecasts of future market performance but 

also to the act of determining a company’s current market 

value. Even the assessment of investment alternatives – in 

the sense of weighing all relevant information – is impossi-

ble. Yet on a critical note, it needs to be pointed out that 

there are also other factors beyond the information prob-

lem that explain the emergence and spread of parallel 

expectations (imitation) and are not considered in the 

herding model. 

What is specific about parallel expectations? Parallel expec-

tations point to the cognitive and social frames and con-

ventions (Orléan 2011: 260ff.) shared by a group of mar-

ket participants. This is the case, for instance, when market 

participants have similar academic or professional back-

grounds. Professional financial actors, in particular, have 

frequently pursued similar education and career pathways 

and subscribe to similar methods of analysis. Oftentimes 

they also share the same conceptions of economic rational-

ity (MacKenzie/Millo 2003) and apply similar criteria in 

assessing companies. In this vein Hong, Kubik, and Solo-

mon (2000) have shown that similarity in analysts’ valua-

tions of stocks can be traced to similar career aspirations 

and status positions. At the same time, professional cul-

tures of interpretation encourage the pursuit of common 

lines of action. This is the case, for instance, when financial 

communities apply the same mathematical instruments in 

valuing companies. Popular benchmarks, such as price-

earnings ratio (P/E ratio) and price-sales ratio (PSR), serve as 

“calculative frames” (Beunza/Garud 2007) that also foster 

action going in the same direction. Mention must also be 

made of chart indicators (e.g., 200-day line) or professional 

market analysts’ consensus estimates of expected quarterly 

earnings per share, which are regularly issued by special-

ized financial services providers. Other studies have at-

tributed similar trends in stock prices to the simple fact 

that analysts have classified them as belonging to the same 

economic sector (as in the case of “Internet stock”; Zuck-

erman/Rao 2004). Last but not least, role expectations and 

normative constraints affect investment decisions as well. 

Professional fund managers are under the pressure of collec-

tive expectations that they achieve above average perfor-

mance rates by sector standards or compared to other indi-

ces. Since investment funds are rated on an annual basis, 

institutional investors tend to engage in window dressing by 

acquiring high-performing and dumping low-performing 

stocks to pretty up their portfolio as reporting deadlines 

come closer. Hence, not only the prevailing social and 

cognitive frames foster congruent patterns of action, but 

the structural pressures of competition for investment 

funds do so as well. The stronger the pressures are the 

greater is the similarity in the decisions to buy and sell. This 

has little to do with “irrational behavior,” as behavioral 

economics would have us believe. 

3 Gradual and radical deviation3 Gradual and radical deviation3 Gradual and radical deviation3 Gradual and radical deviation    

Another problem of herding models is that it remains un-

clear why some market participants do not entertain the 

same expectations as the "herd” of like-minded investors 

does. Why do some investors refrain from imitating other 

investors’ expectations and hold different expectations 

instead? How can we explain decision-making in situations 

where – to stay with the popular metaphor – the herd 

becomes a herd only if there are also deviators who do the 

exact opposite? I have just argued that parallel expecta-

tions are the product of commonly shared cognitive and 

social frames. Such framing provides a roadmap for future 

action and relieves actors of the need to make decisions on 

a case-by-case basis. Yet decision-making routines of this 

kind are not without problems. They can be called into 

question when unexpected events trigger a sharp drop in 

stock prices. However, routine expectations shared by a 

majority of market participants do not erode “spontane-

ously” just as they do not emerge so. 

Herding models ignore the question of why some market 

participants buy precisely when majority opinion recom-

mends selling and vice versa. How can we explain behavior 

that goes contrary to where the herd is going, i.e. that 
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strays from the common line of action? The fact that herd-

ing models typically focus on one side of the market is 

problematic for an obvious reason. In stock markets, mar-

ket transactions only take place if buyers are also sellers. 

The trivial insight that each market transaction involves at 

least two actors remains without consequences in herding 

approaches. If all market participants pursue the same line 

of action, for instance, want to sell in the absence of buy-

ers, no market transaction will take place. A market func-

tions only as long as there are buyers who act against the 

trend and purchase from those engaged in herd selling 

and vice versa. Deviating expectations are therefore not a 

rare occurrence but ubiquitous. They represent the flip side 

of those shared expectations. The social and cognitive 

framing among analysts is also never uncontroversial. 

Quite to the contrary, rivalry between different interpreta-

tions is omnipresent, for instance, between expert cultures 

oriented more toward economics or business administra-

tion or more toward fundamental analysis or chart analysis. 

Oftentimes deviations from majority expectations are only 

of a gradual nature. Such deviations qualify as gradual as 

long as they only modify and not radically break with the 

conventional frames of valuation. From gradual deviations, 

we must distinguish another type of deviation that not 

only draws specific parameters into question but also the 

underlying frame as such. In the following, I will refer to 

this type of divergence as “radical deviation.” 

Deviators stray from the majority path if they are convinced 

of the accuracy of their non-conforming expectations. But 

why do deviators believe in the accuracy of their expecta-

tions? A belief of this kind is anything but a matter of 

course since deviating expectations violate conventional 

beliefs and (investment) norms in financial markets as in 

other settings as well. They require justification, especially 

if they not only call majority opinions into question (iso-

morphic expectations) but also accepted minority expecta-

tions (gradualistic deviations). In the case of radical devia-

tion, conventional measures of securities valuation (e.g., 

P/E ratio or PSR) are drawn into question, the frame of 

expectation applied in assessing profit opportunities is 

radically transformed, and, in consequence, the hitherto 

legitimate views of what qualifies as a rationally still tolera-

ble investment risk and what does not are rejected. Expec-

tations of being able to achieve previously unachievable 

profits by transcending the hitherto commonly accepted 

frame of expectation call for justification also for another 

reason. Routine expectations that have proven successful 

in the past and have relieved investors of having to answer 

the agonizing question of whether the right decisions have 

been made now become obsolete. A radically new frame 

of expectation must be legitimated, particularly if we con-

sider the fact that this new frame involves much greater 

levels of uncertainty than the established majority and 

minority expectations. 

When does a radically new frame of expectation find ap-

proval and acceptance among financial actors? First of all, 

there must be plausible reasons in support of the new 

frame of expectation; otherwise financial actors will hardly 

be willing to take financial risks that they normally would 

not. A radical reassessment of market opportunities and 

risks will find supporters only if they believe that there are 

rational reasons to substantiate expected profits. My ar-

gument is that this belief is supported and socially stabilized 

by ideas that are not of an economic nature (Kraemer 2012). 

This has nothing to do with “capitalism of the adventurer" 

(Weber 1978: 1395) nor with “irrational” investment behav-

ior. The only thing happening here is that an established set 

of rational expectations is replaced by a new set of rational 

expectations. 

What is specific to the nature of these non-economic ide-

as? First of all, we can hold that these ideas are not ade-

quately described as “grand narratives” (Froud et al. 

2006), “stories” (Harrington 2008: 49f.) or “collectively 

shared stories” (Schimank 2011: 120f.). Popular stories 

circulate all over the financial world. As Harrington and 

Schimank, for instance, show, these stories promise to 

provide orientation to small investors in a hypercomplex 

maze of potentially infinite investment opportunities. “Sto-

ries” function as decision-making aids. They serve as men-

tal maps and, if shared collectively, provide plausible lines 

of reasoning to direct the focus of attention to previously 

neglected companies or stock market segments and to 

modify hitherto commonly accepted models of securities 

valuation. Among this category of stories, we can count, 

for instance, the labeling of Brazil, Russia, India, and China 

as BRIC countries, by which Jim O’Neill – the chief econo-

mist of Goldman Sachs – in 2001, sought to direct the 

attention of the financial world to the tremendous poten-

tial for economic growth in these countries. In the follow-

ing years, these stories found resonance among a number 

of companies and led to the creation of financial products 

accordingly. 

Just as Harrington (2008) described the functioning of 

“stories”, non-economic ideas in the sense above provide 

an explanatory context that alters the perspective on finan-

cial markets. Yet, much more so than in the vague notion 
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of a “story”, it becomes manifest that a community of 

believers utilizes a non-economic idea to not only modify 

but to even radically overturn the prevailing frame of inter-

pretation underlying the valuation of stock. Such ideas 

transcend, as it were, macroeconomic or sector-specific 

lines of argumentation. They are not limited to forecasting 

the economic success of certain companies or entire world 

regions. The non-economic message contained in such 

ideas is rather that they symbolically frame forecasts of a 

sector’s or world region’s future economic development in 

specific ways. What is more, predictions of profitable mar-

kets of the future are based on arguments and legitimated 

referring to the normative idea of a “better society.” This 

precisely is the non-economic argumentative core of such 

an idea. Economic rationality certainly has its well-

established place in the realm of such ideas. Yet it is as-

signed no other purpose than to serve as a means to 

"higher" value-rational ends. 

The dissemination of normative ideas of this kind in the 

financial world can be observed particularly well in periods 

of rapidly advancing new basic technologies, which typical-

ly go hand in hand with deep economic and social trans-

formations. The 1990s are particularly well-suited for this 

purpose. The decade is marked by the rise of the “New 

Economy,” which evoked not only hopes of extraordinary 

growth but also utopian visions of social order. Some of 

the cultural messages circulating were, for instance, that 

the new information and communication technologies 

would make modern life easier, economy and society more 

efficient – and hence society more just; that the Internet 

would make equal access to the knowledge of the world 

possible for all, beyond the boundaries of class, ethnicity, 

nationality, and place of residence, and that visions of 

democratizing culture “from the bottom up” as well as of 

a fully informed “knowledge society” were within reach; 

that genetic engineering in agriculture and medicine would 

eradicate the “scourges of humankind,” such as disease 

and hunger; or that industrial use of renewable energy 

would make a “clean,” “green future” possible. Just as 

technological or organizational innovation in the produc-

tion economy requires visionary social framing (Deutsch-

mann 2011: 100f.), we also encounter normative ideas 

and guiding visions in a financial world seemingly gov-

erned by economic benchmarks only – much in the sense 

of Weber’s metaphor of “world images,” created by ideas, 

that act like “switchmen” to determine “the tracks along 

which action [is] pushed by the dynamic of interest” (We-

ber 1946: 280). At least the history of American capitalism 

seems to be marked by a peculiar synthesis of economic 

interest and utopian social thought. The rise of the com-

mercial use of renewable energy in Germany suggests that 

this synthesis is by no means a unique trait of American 

capitalism only. The burst of the “Internet bubble” in stock 

markets at the turn of the millennium, but also the sharp 

drop in stock prices of listed solar companies in Germany 

after 2008 testify to the fact that the boldest non-

economic ideas shared by a community of believing inves-

tors quickly lose their appeal and legitimacy (Kraemer 

2010: 195 ff.) once expected profits prove illusionary (see 

the stock market segments “NASDAQ” and “Neuer 

Markt” after the year 2000). 

4 Imitation, deviation, and varieties of 4 Imitation, deviation, and varieties of 4 Imitation, deviation, and varieties of 4 Imitation, deviation, and varieties of 
capitalismcapitalismcapitalismcapitalism    

In the previous sections, I have proposed that we must not 

confine ourselves to the perspective of individual or cogni-

tive psychology in analyzing the imitation of majority ex-

pectations (2) and (gradual or radical) deviation from the 

shared set of mainstream expectations (3) but are well-

advised to adopt a sociological perspective instead. In 

adopting such a sociological perspective, we need to con-

sider yet another aspect that has been ignored so far, 

namely that acts of imitation and deviation are embedded 

in institutional conditions. 

According to Weber (1978: 43), action in markets is de-

termined exclusively by “pure self-interest.” Acceptance of 

this classic argument leads to an understanding of the 

modern economy as governed by nothing other than 

monetary transactions. If we, on the other hand, apply 

Weber’s (1946: 280) thoughts on the interconnectedness 

of ideas and interests to the decision-making of financial 

actors, we come to see that stock market activity can hard-

ly be reduced to the pursuit of pecuniary interests only. 

Even if monetary interests are the starting and end point of 

all transactions, ideas, as demonstrated above, neverthe-

less act as “switchmen” that influence the direction that 

speculative decision-making takes. However, we can ex-

pect that it is not the same ideas that circulate in all socie-

ties and that they thus do not affect stock trading every-

where in the same way. Investment behavior can be as-

sumed to also be influenced by the particular institutional 

make-up of different societies. 

This leads to another weakness of the herding model. The 

model assumes that herd behavior can be observed in 

isolation from the institutional arrangements of a national 

social order. It creates the impression that we can discern 
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herd behavior among investors irrespective of the institu-

tional order that provides the framework of action. Above 

all, it fails to explain why we see country-specific differ-

ences in the common course of action and the intensity by 

which it is pursued. The social institutions upon which 

assumed herd behavior is based remain out of sight. From 

professional market observation, we have known long 

since that investors differ considerably by country in terms 

of the asset classes favored. In all advanced capitalist socie-

ties, a sizeable amount of financial assets have been accu-

mulated over recent decades. This has led to increasing 

demand for professional investment management services 

(Deutschmann 2008: 503f.). From the mere fact of an 

increase in rentiers and financial assets (Dünhaupt 2010), 

however, we cannot automatically conclude that there 

exists mass demand for equity investments irrespective of 

country. In the USA, for instance, approximately 22 per-

cent of the population owned stock in 2011, whereas the 

rate in Germany was substantially lower at 13%. These 

differences indicate not only country-specific variations in 

how profit opportunities and investment risks are per-

ceived (“investment culture”). The propensity, or even the 

opportunity, to invest in fixed-income securities, stock, real 

estate, raw materials, or alternative investment products, 

such as private equity, hedge funds, or derivatives, ulti-

mately depends on the institutional conditions that inves-

tors face. In more strictly market-based economic environ-

ments (USA, UK), private investors prefer other investment 

strategies compared to those favored in more strongly 

coordinated economies (Germany, France, Austria) where 

state-based collective protection schemes still play a great-

er role in the event of unemployment, disability, and old 

age. Apart from macroeconomic variables, such as the 

distribution of wealth and the income structure, the insti-

tutional frameworks of welfare societies have a crucial 

influence on whether investors are more likely to acquire 

shares in listed companies (market-based investment 

shares) or prefer savings accounts and fixed-term deposits 

(bank-based deposits). It will certainly make a major differ-

ence for a household’s financial planning whether a family 

can expect its children to attend publicly funded educa-

tional institutions or whether it must make provisions to 

privately finance their education, whether a public health 

insurance scheme is in place or private health insurance 

must be acquired individually, or whether retirement plans 

are funded (based on capital market investments) or un-

funded (“pay as you go”). In societies with institutional 

arrangements that require citizens to predominantly make 

private provisions for tertiary education, illness, and old 

age, private households will be more inclined to engage in 

market-based investment than in social systems where 

provisions for education, health care, and social security 

are organized collectively. Accordingly, we must not ne-

glect the respective structure of the welfare state as a 

significant factor in explaining the country-specific variabil-

ity and persistence of investors’ investment propensities. 

In this vein, it would seem a promising endeavor to explore 

ways of fruitfully applying the Varieties of Capitalism ap-

proach (Hall/Soskice 2001) to the microsociological analysis 

of private investment decisions (Lüde/Scheve 2012). In so 

doing, we would, however, have to consider more closely 

to what extent the strengthening of market-based instru-

ments in coordinated economies, witnessed since the 

1990s, has had an impact on the propensity of private 

investors to stray from the institutionally inscribed tradi-

tional paths of investment. Schimank (2011: 126f.) at least 

expects private investment behavior in Germany to con-

verge toward “stock market populism” (Harrington 2008: 

11f.) as has emerged in the USA in the 1990s. This conver-

gence is currently debated against the backdrop of the ero-

sion of key institutions that once defined the “Rhenish” 

welfare state. It is fair to speak of erosion here if for no 

other reason than that the hitherto guiding principle of 

safeguarding social status and the standard of living respec-

tively has been replaced by the principles of “activation” and 

“individual responsibility” (Lessenich 2008). Under the bot-

tom line, this has resulted in privatizing and individualizing 

market risks and the hazards of life to a much higher de-

gree in hitherto coordinated welfare economies. Such 

institutional erosion has not only contributed to cementing 

poverty on the social margins of society. At the same time 

it has evoked intra- and intergenerational fears of social 

decline extending well into the middle classes. In line with 

Schimank, we can go on to argue that to the extent that in 

coordinated market economies the taken-for-granted so-

cial model of integration based on stable gainful employ-

ment erodes, small middle class investors are more likely to 

push into financial markets in order to quickly achieve 

speculative gains so as to offset as much as possible the 

consequences of a situation where the opportunities to 

achieve income from gainful employment and collective 

systems of social security have become uncertain. Yet we 

must also take the following into consideration: There is no 

doubt that during the period of the New Economy we wit-

nessed an unprecedented turn to American “stock market 

populism” in certain cohorts and among certain educational 

groups in the core countries of “Rhenish” capitalism. It is 

also true that privately funded retirement plans gained sig-

nificance compared to statutory retirement schemes al-
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ready in the 1990s. The recurrent crises that have hit inter-

national financial markets (2000 and 2008) have neverthe-

less left their mark on small investors’ propensity to engage 

in speculation. If we believe major market reports, societies 

with coordinated market economies are witnessing a trend 

among small investors away from stocks and an increasing 

turn to bank-based deposits or investments in real estate 

and other tangible assets. 
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