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ABSTRACT

This dissertation refines a newly developed concept in the literature of institutional
theory, institutional duality, focusing on its primary assumption — institutional
distance and its essence of conflict. In so doing, it aims to better understand the

interaction between MNC subsidiaries and the fragmented contextual environments
they face.

Specifically, by concentrating on the interaction between subsidiary managers and
the socially constructed and symbolic aspects of marketing practices in MNC
subsidiaries, the dissertation addresses two theoretical issues concerning
organizations facing fragmented environments: (1) faced with multiple institutional
templates, why do organizations adopt and institutionalize some of them, and not

others? (2) how do organizations cope with the potential conflict between multiple
institutional templates?

The methodology adopted is chiefly a case study approach, following the logic of
modified analytic induction. Throughout the dissertation I use the literature-driven
concept, institutional duality and two initial propositions as sensitizers while still
remaining open to discovering concepts and propositions not accounted for in the
original formulations. Case evidence of marketing practices was gathered from two
groups of subsidiaries: three British subsidiaries of Chinese MNCs and four Chinese
subsidiaries of British MNCs. The research process included two stages: the first was
a pair of initial case studies, one from each group, for exploratory purposes; they
were then followed by more focused and explanatory multiple case studies. As a
result, the two 1nitial propositions were modified twice in light of the data from the
new cases in each stage.

Two of the key findings indicate the need for a refinement of the concept of
institutional duality to take some mediating factors into account: (1) the findings
suggest that different levels of home and host country development is one of the
important contingency factors aftecting the magnitude of institutional duality faced
by MNC subsidiaries; (2) 1t was also found that MNCs and their subsidiaries are not
only affected by institutional duality, they also have a certain level of choice to
influence institutional duality. '

Keywords: institutional duality, MNC subsidiaries, Chinese MNCs, marketing
practices
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Chapter 1: Introduction

This dissertation refines a newly developed concept in the literature of institutional
theory, institutional duality, based on evidence from case studies of marketing
practices in four Chinese subsidiaries of British MNCs and three British subsidiaries
of Chinese MNCs'. In so doing, it aims to better understand the interaction between

MNC subsidiaries and the fragmented contextual environment that they face.

Neo-institutional theory (Meyer and Rowan 1977; Powell and DiMaggio 1991; Scott
1995, 2001) has risen to prominence as a popular and powerful explanation for both
individual and organizational action. Its central tenet is that organizations need to
conform to the rules and belief systems in their environment to earn them legitimacy
(Suchman 1995). However, there have been two puzzling dilemmas posed by the
scholars gathering under the banner of neo-institutional theory: institutional stability
versus change and institutional isomorphism versus heterogeneity (DiMaggio 1988;
Brint and Karabel 1991; Dacin, Goodstein and Scott 2002). While the attempts to

resolve the former have so far been fruittul, the latter has not yet received much

attention.

As will be argued in Chapter 2, the literature review chapter, the MNC subsidiary
viewed as a set of differentiated functional practices, 1s an appropriate research
context for investigating organizations under fragmented environments. In terms of

the relationship between MNCs and their organizational environments, scholars have

''In this dissertation, China denotes “Mainland China”, which excludes the Hong Kong and Macau
Special administrative Regions of the PRC.



recognized that most large MNCs are likely to be subject to a variety of different and
potentially contradictory isomorphic pulls in the different national institutional
environments (Westney 1990, 1993; Rosenzweig and Singh 1991). This primarily
results from the institutional distance between the home ahd host countries — that 1s
the difference/similarity between the regulative, cognitive, and normative institutions
of the two countries (Kostova 1996). Therefore, observing MNC subsidiaries through
an 1nstitutional lens highlights the institutional duality that subsidiaries are facing.
This institutional duality is defined as: “There is a within‘-organization domain that
defines a set of pressures to which all units within the organization must conform. At
the same time, the foreign subsidiary resides in a host country with its own
institutional patterns specific to that domain” (Kostova and Roth 2002, p216). Prior
research has related this concept to four aspects of MNC subsidiaries, namely, MNC
subsidiaries’ legitimacy both in host countries and within the MNC (Zaheer 1995;
Zaheer and Mosakowski 1997; Kostova and Zaheer 1999), the adoption of local
versus parent company practices in MNC subsidiaries (Rosenzweig 1994,
Rosenzweig and Nohria 1994, Robinson 1994), the transfer of strategic
organizational practices from the parent company to its foreign subsidiaries (Kostova
1999: Kostova and Roth 2002; Lervik and Bjorkman 2007; Ferner, Almond and Colling
2005; Lervik and Lunnan 2004), and the influences of institutional duality on MNC

strategies and performance (Xu and Shenkar 2002; Davis, Desai, and Francis 2000;

Hillman and Wan 2005; Rangan and Sengul 2005).

Yet, as Westney and Zaheer (2001) acknowledged, most of the research on MNCs

using institutional theory has focused on companies that are multinational, as



opposed to companies that are becoming multinational. Therefore, this dissertation
extends and refines the conceptualization of institutional duality by investigating
MNCs based in the UK, a developed country, as well as MNCs headquartered in
China, which is currently the most active internationalizing economy among the

developing countries (Child and Rodrigues 2005).

Specifically, by concentrating on the interaction between subsidiaries’ managers and
the socially constructed and symbolic aspects of marketing practices in MNC
subsidiaries, the dissertation addresses two specific theoretical issues concerning
organizations facing fragmented environments: (1) faced with multiple institutional
templates (Greenwood and Hinings 1993, 1996), why dé organizations adopt and
institutionalize some of them, and not others? (2) how do organizations cope with the
potential contlict between multiple institutional templates? These two issues also
relate to two fundamental properties of institutional duality: the former is concerned
with 1ts assumption, institutional distance, the latter with its essence of conflict. Thus,
based on a review of existing studies of institutional duality, two initial propositions

are developed to examine these two issues.

The methodology reported in this dissertation is predominantly a case study approach
(Yin 2003; Eisenhardt 1989), tollowing the logic of modified analytic induction
(Robinson 1951; Bogdan and Biklen 1992; Gilgun 1995). The method of modified
analytic induction begins with an explanatory proposition and a definition of
something to be explained. The initial definition and proposition 1s provisional. The

very intention of having a definition and proposition 1s to refute and modify them.



Throughout this study, therefore, I use the literature-driven concept, institutional
duality and the two initial propositions as sensitizers, while remaining open to
discovering concepts and propositions not accounted for in the original formulations.
Case evidence was gathered from two groups of subsidiaries: three British
subsidiaries of Chinese MNCs and four Chinese subsidiaries of British MNCs. The
research process included two stages: the first was a pair of initial case studies, one
from each group, with exploratory purposes; they were then followed by more
focused and explanatory multiple case studies. As a result, the two initial

propositions were modified twice in light of the data from the new cases in each

stage.

The findings of the case studies highlight that different levels of home and host
country development is one of the important contingency factors affecting the
magnitude of institutional duality faced by MNC subsidiaries. In the case companies,
institutional duality concerning marketing practices was found to be asymmetrical:
the institutional pressures from the British side were greater than those from the
Chinese side, irrespective of which side was the home or host country. It was also
found that MNCs and their subsidiaries are not only influenced by institutional

duality, they also have a certain level of choice to influence institutional duality.

This dissertation contributes to research on institutional duality by examining and
refining the assumption and essence of the concept. The previous research has
assumed explicitly or implicitly that institutional duality 1s an immediate result of

institutional distance between home and host countries. The findings of this research



suggest, however, to the extent that the dual institutional pressures meet largely in a
subsidiary, which is part of an MNC, the institutional pressures can be filtered and
mediated by the MNC. That is, MNCs and their subsidiaries can influence
institutional duality to a certain extent by toning up and down the magnitude of
potential institutional confliction. Yet, the managers of MNC subsidiaries are
meanwhile constrained cognitively by a supra-national institution, referred to as
global institutional flow. As a consequence of this flow, management practices,
structures and systems are diffused across the globe, generally from developed
countries towards developing countries, and therefore, institutional duality becomes
asymmetrical between developing country based MNCs’ subsidiaries in developed

countries and developed country based MNCs’ subsidiaries in developing countries.

The dissertation also contributes to institutional theory. Viewing MNCs as
organizations straddling a multi-level and nested institutional environmental context,
this research suggests the most overarching institutional environment faced by the
organization — the MNC — can ultimately determine which institutional template to
be adopted, among the multiple templates originating from the fragmented
environments. But, this ultimate effect can be mediated by the other institutional
environments that nest within this overarching environment. Also, the organizations
may be able to mediate as well to a certain extent betweep these environments, not
uniformly at the organizational level but heterogeneously at the sub-organizational
level. In coping with a fragmented environment, this research implies that
organizations may be able to circumvent the possible contradictory between multiple

institutional templates in two ways: (1) localization, which means to keep the newly



adopted elements’ effect as local and peripheral as possible, and not affecting the rest
of the organization; (2) approximation, which is to endeavour to enact those existing

elements within the organization that are most similar to the elements needed to be

adopted from the environment.

For the studies of international management in general, this dissertation reminds
scholars that more attention needs to be paid to the global institutional context in
which MNCs and their subsidiaries are asymmetrically embedded. This research is

also one of the few studies to look into how newly raised Chinese MNCs organize

their foreign subsidiaries in a developed country.

The organization of the dissertation is as follows: Chapter 2 provides a review of
relevant literature on institutional theory, MNC subsidiaries and institutional duality,
based on which two initial propositions are developed. Chapter 3 discusses
methodological issues. The findings are then presented in Chapter 4. And finally,
Chapter 5 offers a discussion of the findings in the context of the literature reviewed

in Chapter 2 and concludes the dissertation by summarizing its major contributions.



Chapter 2: Literature Review

2.1 Introduction

The purpose of this chapter is to provide a theoretical foundation for the dissertation

by reviewing relevant literature. The chapter is organized as follows:

It begins with a review of neo-institutional theory in section 2.2, focusing on how
proponents of this theory endeavour to address two important and related puzzling
paradoxes: institutional persistence versus change and institutional isomorphism
versus heterogeneity. It i1s argued that whilst the research attempting to resolve the
former has been fruitful, relatively little attention has been paid to the latter. In
understanding organizations surrounded by fragmented institutional environments,
there has been little discussion on two issues: (1) faced with multiple institutional
templates, why do organizations adopt and institutionalize some of them, and not
others? (2) how do organizations cope with the potential conflict between multiple

institutional templates?

Section 2.3 argues that the recent shift in direction towards research on ditferentiated
functional practices in MNC subsidiaries makes subsidiaries a suitable context to
examine these two issues. Then, the extant literature on MNC subsidiaries from an
institutional perspective is reviewed in section 2.4, centring on a newly developed
concept, institutional duality.  Finally, two initial propositions concerning
institutional duality are developed in section 2.5 to explore the interaction between

MNC subsidiaries and the fragmented institutional environments they face.



2.2 Institutional Theory

Although institutional analysis can be traced back to the dawn of the 20" century,

most of the early work focused on wider institutional and social structures, such as

constitutions, political and legal systems, and religious beliefs (e.g. Willoughby 1904;
Cooley 1902) and shared a common limitation: there was little attention to
organizations (Scoft 1995). It was not until the 1950s and 1960s that theorists began

to recognize the existence and importance of collective and individual organizations,

which were distinguishable from broader social institutions.

In early functionalist analyses of organizations, formal structure was assumed to
reflect organizational decision makers’ rational efforts to maximize efficiency by
securing coordination and control of work activities (e.g. Thompson 1967; Lawrence
and Lorsch 1967). Providing a radical departure from these then dominant ways of
thinking, neo-institutional theory (Meyer and Rowan 1977; Powell and DiMaggio
1991) offered the key insight that formal structures have symbolic as well as action-
generating properties. This theory developed during the mid-1970s across the social
sciences. In the sociological study of organizations in particular, its arrival was
marked by two seminal papers published in the same year: Meyer and Rowan (1977)
and Zucker (1977). At the level of macro cultural rules and micro cognitive beliefs
respectively, both of them built on Berger and Luckmann’s (1967) concept of
institutions that emphasised a social constructive perspective, arguing that
organizations and individuals were not simply the product of increasing technical

sophistication, but also shaped by their wider institutional environment.



This institutional environment consists of “regulative, normative, and cognitive
structures and activities that provide stability and meaning to social behaviour” (Scott
1995, p33). The regulative processes involve the capacity to establish rules and
Inspect or review others’ conformity to them; the normative aspect of institutions
Introduces a prescriptive, evaluative and obligatory dimension, including values and
norms, into social life; the cognitive elements of institutions are rules that constitute
the nature of reality and frames through which meaning is made. These regulative,
normative and cognitive elements are referred to as three pillars of institutions (Scott
1995). Broadly, the central tenet of neo-institutional theory is that organizations need
to conform to the rules and belief systems in their environment to earn legitimacy — a
generalized perception or assumption that the actions of an entity are desirable,
proper, or appropriate within some socially constructed system of norms, values,
beliets, and definitions (Suchman 1995). This process of homogenization, called
tsomorphism, 1s a constraining process that forces one unit in a population to
resemble other units that face the same set of environmental conditions (DiMaggio
and Powell 1983). As Aldrich (1979, p265) argue: “The major factors that
organizations must take into account are other organizations.” Therefore, through
three mechanisms — coercive, normative, and mimetic — organizations in the same

environment tend to share the same practices and structures and become 1somorphic

with one another (DiMaggio and Powell 1983).

Among others, Scott (1995, 2001) provides a concise yet comprehensive overview of
the institutionalist approach to organizational analysis. Although most of the early

statements were chiefly theoretical (e.g. Meyer and Rowan 1977; DiMaggio and



Powell 1983), it was not long before a substantial amount of empirical research with
a variety of foci began to proliferate. In terms of the level of analysis, some studies
examine institutional effects at the society level, investigating when and how

developments occurred in history (e.g. Hall 1986; Whitley 1992a, 1992b; Fligstein

1990, 1991).

Other research focuses on the level of the organizational field, seeking to understand
the factors influencing the boundaries of fields and the ways in which they are
organized (Lant and Baum 1995; DiMaggio 1983; Meyer, Scott, Strang and
Creignton 1988). Following DiMaggio and Powell (1983), an organizational field
refers to “those organizations that, in the aggregate, constitute a recognized area of
institutional life: key suppliers, resource and product consumers, regulatory agencies,
and other organizations, that produce similar services or products” (p148). Whilst a
great deal of work on organizational fields makes the assumption that the state and
protessional groups play a critical role in bounding the field (e.g. DiMaggio and
Powell 1983), in other studies the existence of organizational fields is believed to be
vitally determined by participants’ shared cognition. As Scott (1994a) suggests, “The
notion of field connotes the existence of a community of organizations that partakes
of a common meaning system and whose participants interact more frequently and
fatefully with one another than with actors outside of the field” (p207-208). Similarly,
Fligstein (1990) argues an organizational field *is es‘tablished by the mutual

recognition of actors in different firms of their interdependence. These actors share a

similar conception of legitimate action and the place of each organization in that

field” (p6). This has been illustrated in Lant and Baum’s (1995) study of the
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Manhattgn hotel industry. Their findings suggest that managers do engage in
cognitive categorization tasks in order to determine the re.levant group of firms that
they consider to be their competition. The categorization could be based solely on
managers’ beliets rather than the measurement of objective financial, strategic, or
structural variables. Also, hotels within the same competitive group tend to be

1somorphic both in their practices and in their beliefs.

Still other research has focused on the level below the organizational field, such as
the industry (Baum and Oliver 1992; Dacin 1997; Holm 1995), line of business (Tsai
and Child 1997), profession or task (Gupta, Dirsmith and Fogarty 1994) and inter-

organizational relations (Galaskiewicz and Wasserman 1989; Oliver 1988).

As suggested 1n Scott (1994b), the transmission of institutions can occur at multiple
levels: societal institutions provide a context within which more specific institutional
fields and forms exist; organizational fields operate at intermediate levels, providing
institutional frameworks within which specific organizations operate; and
organizations provide institutional contexts within which particular actors are located
and take action. Institutionalized models of structures, systems and practices diffuse
horizontally between different social settings (e.g. Westney 1987) as well as

vertically across the various layers of the same national environment (e.g. Dobbin,

Sutton, Meyer and Scott 1993).

During the last three decades of development, the robustness of neo-institutional

theory in both accounting for organizational phenomena and informing managerial

11



behaviour has been clearly demonstrated. However, institutional theory has often
been criticized as largely being used to explain persistence and Isomorphism rather

than change and heterogeneity (DiMaggio 1988, p12; Brint and Karabel 1991, p343;

Dacin, Goodstein and Scott 2002, p45).

2.2.1 Institutional Persistence and Change

ZLucker (1977) states that institutionalization is both a process and a property variable.
But early research treated institutions as a given property and only asked how they
affected organizations. What was ignored was the change of institutions — how
Institutions are created, altered, and reproduced. Later, a number of studies employed
a process approach to the examination of institutional changes. Among them,

DiMaggio (1991) and Barley (1986) were two pioneering studies.

DiMaggio (1991) studied how professionals created thé cultural conditions that
would support the development and maintenance of art museums during the late 19"
century in America. Barley (1986) investigated the changes in the social order of
radiological departments within hospitals occasioned by the introduction of new
technology. Both studies stressed cognitive aspects of institutions but at different
levels: DiMaggio (1991) stresses the selection of cultural models at the
organizational field level and Barley (1986) the interdependence between ongoing
activities and interpretations of action at the organizational level. But the two studies
differ in two important ways: (1) borrowing from Giddens’ (1984) structuration
theory, Barley (1986) sees institutional change as triggered by external tactors, such

as a technological innovation, whereas DiMaggio (1991) emphasizes that the change

12



1s the result of competition and conflict among key players in the organizational field;
(2) whilst Barley (1986) highlights the duality of institutions as both producer and
product, in which institutions both constrain and are altered by unconscious actors’

ongoing activities, DiMaggio (1991) explicitly attributes the change to more self-

conscious actors who intentionally pursue their own interests.

These two differences have been at the core of the debate on how institutions are
created and changed, which has inspired a growing body of literature. A number of
scholars have tried to resolve the paradox of “how new institutions can be created or
changed if institutions are deeply rooted in taken-for-granted rules, norms, and
routines” (DiMaggio and Powell 1991). The answer given by some, similar to
DiMaggio (1991), is that “new institutions arise when organized actors with
sufficient resources see in them an opportunity to realize interests that they value
highly” (DiMaggio 1988, pl4). These actors are called institutional entrepreneurs
(DiMaggio 1988). Most of these studies imply that power and interest play important
roles In institutional change (Edelman 1992; Leblebici, Salancik, Copay and King
1991). However, this answer directly contradicts one of the most central assertions in
institutional theory — that actors and their interests are themselves institutionally
constructed (DiMaggio and Powell 1991; Seo and Creed 2002). Goodrick and
Salancik (1996) point out that t};e direct incorporation of agency and interests into
institutional theory has a problem in that it discounts the social-fact quality of
institutions, which are primary and exist as the context constraining actors’ choices.
In other words, institutional frameworks define the ends and shape the means by

which interests are determined and pursued (Scott 1987; Friedland and Alford 1991;

13



Brint and Karabel 1991; Powell 1991). So the new paradox becomes “how can
actors change institutions if their actions, intentions, and rationality are all

conditioned by the very institution they wish to change?” (Holm 1995, p398)

Most scholars attempting to tackle this new paradox, in the same vein as Barley
(1986), emphasize that under certain conditions, collective actors can become
partially conscious of incomplete institutionalization. These collective actors then
mobilize resources available to realize their own interests, resulting in institutional
change. For example, Greenwood and Hinings (1996) set out a framework in which
they attribute change to the outcome of the interplay between the contextual
pressures such as market context, institutional context and intra-organizational
political dynamics such as interests, values, power dependences, and capacity for
action. Actors’ political action within organizations can eventually change the
institutional context. In another example, based on a fusion of institutional and
structuration theory (Giddens 1979, 1984), Barley and Tolbert (1997) develop a
model of institutionalization as a structuration process in which institutions and
actions are reciprocally related through scripts, seen “as behavioural regularities
instead of mental models or plans” and therefore as “observable, recurrent activities
and patterns of interaction characteristic of a particular setting” (Barley and Tolbert
1997, p98). By thinking of institutions as being enacted through scripts, they contend
that existing institutions are maintained and modified by actions, eventually leading
to the emergence of a new institution. A sequential model that comprises four
moments is proposed: (1) the encoding of institutional principles in actors’ scripts, (2)

actors’ unreflexive enacting of those scripts, (3) actors’ intentional etforts to revise
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the scripts or change their automatic replication of scripted behaviours, (4) the

objectification and externalization of the patterned behaviours.

Appealing as Greenwood and Hinings’ (1996) and Barley and Tolbert’s (1997)
models may be, neither covers the conditions and processes that actors’ can become
conscious of incomplete institutionalization. To put it another way, if as Jeppersor
(1991) argues, human behaviour and action can be distinguished — human behaviour
contributes to the automatic reproduction of social arrangements, whereas action
entails a particular type of human behaviour, involving conscious and purposeful

departures from institutionalized social patterns — when and how do organizational

actors’ behaviours turn into actions?

Many scholars have endeavoured to specify the contingency factors that could enable
this process. For instance, directly building on the above two models, Johnson, Smith
and Codling (2000) argue that experimentation 1s an important characteristic of both
rule development and script development and of their interrelationship when an
institutional template shifts from one to another, such as during the processes of
privatization. They further assert that the extent and manner of such experimentation,
which ultimately results in institutional change, 1s likely to be variously dependent on
different contexts, different degrees of involvement of actors, reciprocal behaviour
among the actors (one actor’s scripted behaviour 1s responded to unquestioningly by
a recipient’s scripted behaviour), and symbolic reinforcement. Based on the
evidence of caesarean deliveries in California hospitals, Goodrick and Salancik

(1996) propose that organizational interests aftect the choices in selecting practices,
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but only as an addition to the constraint provided by prevailing institutions, rather
than as an alternative to them. Only within some institution‘al contexts, where
Institutions are uncertain, hence, insufficient for constraining choices, idiosyncratic
organizational interests are permitted to influence institutional change. In the same
vein but to a fuller extent, Dorado (2005) suggests that institutional change processes
can adopt multiple profiles depending on the form taken by three factors that define
them: agency, resource mobilization and field opportunity. In different combinations
of these three factors, three alternative profiles of institutional change are conceived:
partaking may lead to change regardless of the objective conditions of organizational
fields; entrepreneurship is likely in opportunity transparent fields, which expose
actors to a moderate degree of ambiguity, uncertainty, and conflict; convening may

jumpstart institutional change in fields dominated by uncertainty.

Another framework focusing on articulating the conditions under which actors have
the reflexive moment to become institutional entrepreneurs has been proposed by Seo
and Creed (2002). From a dialectical perspective, this framework locates human
praxis as a mediating mechanism of institutional change. The concept of praxis
includes three components: (1) actors’ self-awareness or critical understanding ot the
existing social conditions in which their needs and interests are unmet; (2) actors’
mobilization, inspired by the new, collective understanding of their social conditions
and themselves; and (3) actors’ multilateral or collective action to reconstruct the
existing social arrangements and themselves. Seo and Creed (2002) contend that
praxis is neither passively and unconsciously enacting institutional rules, nor

unilaterally strategic complying with or resisting these rules. In contrast, human
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praxis points to “a particular type of action, rooted in a collective consciousness that

Is conditioned but not determined by existing social arrangements” (Seo and Creed

2002, p240).

The preceding discussion is concerned with institutional changes. Scholars under the
banner of institutional theory have also studied the creation and demise of
Institutions. Certainly, the rise, change and fall of institutions can be seen as different
parts of a continuum, since “the weakening and disappearance of one set of beliefs

and practices is likely to be associated with the arrival of new beliefs and practices”

(Scott 2001, p184).

DiMaggio (1988) provides a description of institutional creation process. First, actors
define a project. Second, they gain support for their project from other actors. Finally,
with the support of other actors, they bargain for support and acceptance from
external constituencies. However, establishing new institutional arrangements
involves facing high uncertainty, ambiguity and cost. So it 1s not surprising that some
attempts to do so either simply fail due to “the liability of newness” (Singh, Tucker
and House 1986), or involve a great deal of imitation of others, especially those who
appear to be similar or successtul (Haveman 1993). A crucial element in the
successful creation and survival of new institutions is gaining legitimacy. Because of
high uncertainty and ambiguity involved, éognitive legitimacy such as
comprehensibility (Suchman 1995) i1s enormously important. In the presence ot such
legitimacy, organizational activity will prove predictable, meaningtul, and inviting;

in its absence, activities will collapse because of repeated miscue, oversights, and
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distractions. Some scholars have suggested how this legitimacy can be acquired.
Aldrick and Fiol (1994), for instance, discussed the dynaﬁics at the organizational
level, suggesting how the progressive building of trust may work its way up the
hierarchy, collectively reshaping the inter-industry and institutional environment.
Rao (2002) describes the way in which automobile entrepreneurs used highly
publicized reliability contests to legitimate the new mode of transportation. A
number of other studies, explicitly or implicitly, have described the role of rhetoric in
understanding legitimation processes (Heracleous and Barrett 2001; Oakes, Townley
and Cooper 1998; Covaleski, Dirsmith, Heian and Samuel 1998; Suddaby and
Greenwood 2005). Above all, the actors need talents and skills for framing (e.g. Rao
1998; Thorton 2002) the new institutional arrangements and persuading others of the
need for change (Fligstein 1996). An effective way to achieve this is to employ
symbolic devices that connect new ideas to “established accounts” (Meyer and Scott
1983, p201) — meshing the account of new 1deas with both larger beliet systems and

with the experienced reality of the audience’s daily life (Geertz 1973; DiMaggio and

Powell 1991; Suchman 199)5).

The fall and eventually collapse of institutions is another period of institutional life,
which has attracted relatively little research attention (Oliver 1992; Scott 2001). If
legitimacy needs to be obtained for creation of new institutions, deinstitutionalization
is the process by which the legitimacy of an established or institutionalized
organizational practice erodes or discontinues (Oliver 1992). De-legitimation results
from the failure of organizations to reproduce previously legitimated or taken-for-

eranted organizational actions. Oliver (1992) identifies a set of environmental and
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organizational factors that are hypothesized to cause institutionalized organizational
practices to fall into disfavour or disuse. Political, functional and social mechanisms
both within and beyond the organization are proposed as determinants of
deinstitutionalization. Entropy and inertial pressures are inherent and competing
processes in organizations that moderate the rate of deinstitutionalization. Together,

they determine the probability of dissipation or rejection of an institutionalized

organizational practice.

Compared with the paradox of institutional persistence and change, another related
dilemma faced by scholars under the banner of institutional theory — institutional
isomorphism and heterogeneity — has received relatively little attention. Institutional
heterogeneity has been generally considered as one of the antecedents of institutional

change (e.g. Seo and Creed 2002; Oliver 1992). For example, Seo and Creed (2002)

summarize four sources of institutional contradictions: (1) legitimacy that
undermines functional efficiency; (2) adaptation that undermines adaptability; (3)
Intra-institutional conformity that creates inter-institutional incompatibilities; and (4)
isomorphism that conflicts with divergent interests. This incompleteness and
contradiction of institutions may ultimately lead to institutional change since actors
gain agency from the tension between divergent institutional reterents (Sewell 1992;

Seo and Creed 2002; Whittington 1992; Bekert 1999; Dorado 2005).

However, an important link seems to be missed: how and why, in institutional

change, can institutional heterogeneity once again become institutional isomorphism?
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2.2.2 Institutional Isomorphism and Heterogeneity

Institutional pressures lead organizations to adopt the same organizational forms.
That 1s, the institutional context provides “templates for organizing” (DiMaggio and
Powell 1991, p27; Greenwood and Hinings 1996). If a template or archetype is the
configuration or pattern of an organization’s structure and system that reflects a
single interpretive scheme (Barley 1986; Ranson, Hinings and Greenwood 1980;
Greenwood and Hinings 1993, 1996), institutional change can be seen as the
succession of institutional templates (Greenwood and Hinings 1993; 1996; Johnson,
Smith and Codling 2000). Yet, we still know little of the contest among the
alternative archetypal templates. In most of the literature dealing with institutional
change, the shift of templates is almost always linear. Once a new template emerges,
scholars tend to concentrate on how it replaces the old dominant one (e.g. Ruef and
Scott 1998, Rao, Morrill and Zald 2000). In these studies, the contest between the old
and new template 1s evident, but it is rather like in a Hollywood blockbuster: no
matter how dramatic and problematic the clashes between the good and evil, the
decision over the ending has been arbitrarily predetermined — the good will win and
evil will lose. In the case of institutional change, the old template will eventually be

replaced by the new one. Even in more comprehensive frameworks of institutional

change, like Greenwood and Hinings (1996), Barley and Tolbert (1997), and Seo and
Creed (2002), little has been articulated about how the rhultiplicity of institutional

templates evolves after the change has been initiated.

The implicit or explicit conceptualization of institutional change, in terms of the shift

from one organizational template to another, overlooks two significant theoretical
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1ssues and therefore might reduce the explanatory power of institutional theory. First,
it leaves one fundamental question of institutional theory unanswered — why are

some structures and practices institutionalized, and not others (4brahamson 1991)?

In their classic paper, DiMaggio and Powell (1983) make it clear that institutional
theory 1s set out to “explain homogeneity, not variation” (p148). Yet, it was not long
betfore many institutionalists found that in fact institutional contexts, organizations

and the interaction between them are not always consistent and uniform. Multiple

institutional templates do co-exist at times, if not always.

It has been realized that just as with technical environments, institutional
environments can be multiple, enormously diverse, and variable over time (Scott
1987). Several earlier studies focus the effects on organizations of environmental
complexity, instability, and inconsistency. Scoft and Meyef (1991a; 1991b) proposed
that organizations confronting more complex, fragmented environments would
develop more complex and elaborated internal structures. This proposition was
confirmed by evidence from the administrative structure of district elementary and
second schools (Meyer, Scott, and Strang 1987), community mental health
organizations (D’Aunno, Sutton and Price 1991), and a comparative study of a
scholarly book publishing house and a public television station (Powell 1988). The
results of these studies all suggest conflicts in the environment can be retlected in the

structure and practices of the organizations.
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Some systems, structures or practices in the institutional environment are simply
more Institutionalized than others. Tolbert and Zucker (1996), for instance, divide
Institutionalization into three sequential stages: the pre-institutionalization stage, the
semi-institutionalization stage and the full-institutionalization stage. When
Institutionalization is high, then transmission of the action, maintenance of that
action over time, and resistance of that action to change are all also high (Zucker
1977). This variability in the levels of institutionalization may be caused by the
Institution’s certain intrinsic characteristics. For example, Edelman (1992) exhibits
that laws differ in clarity. Those laws that contain vague or controversial language
leave more room for organizational mediation than do specific laws. The different
levels of institutionalization can also be the result of the varying degrees of support
that the institution receives from influential agents of the external institutional
environment, as shown in Rowan’s (1982) study of the adoption and retention of
administrative innovations. His findings suggest that the programmes that have more

consistent and balanced support are more likely to be adopted and retained than

programmes lacking such support.

Being located in different institutional fields or within the same institutional field but
in different positions is likely to influence the scale and pace of institutionalization in
an organization as well. Institutional fields differ on their openness to ideas practised
in other fields (Grenwood and Hinings 1996). Open fields are more tolerant towards
the development of new institutional arrangements than tightly closed ones (Rao
1998). Organizations in mature fields develop institutions more readily than in

developing ones (Greenwood, Cooper, Hinings and Brown 1993). Within a single
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tield, as Leblebici, Salancik, Copay and King (1991) show, organizations that are

more peripheral and thus less embedded are less committed to prevailing practices

and readier to develop new ones.

[t 15, therefore, only natural that organizations do not invariably conform to the rules,
myths, or expectations of their institutional environment. They exhibit various
degrees of choice, awareness, proactiveness, influence, and self-interest in their
responses to institutional pressure, which leads to a range of strategic behaviours

from passive conformity to proactive manipulation (Oliver 1991).

The above argument and evidence appears to be inconsisfent with Greenwood and
Hinings’ (1993) hypotheses that (1) organizations tend to exhibit archetypal
coherence; and (2) organizations that have structures and systerﬁs that are not
manifestations of a single, underlying interpretive scheme will move toward
archetypal coherence. These hypotheses beg the quesﬁon of where the new
institutional template comes from 1f there i1s an inexorable push towards
homogenization among organizations. The perception that organizations only have
one single coherent archetype, and 1f not, will move toward a coherent one, obscures
the possibility that there may exist multiple archetypes. It 1s not unconceivable that
there are at least two archetypal structures in the manufacturing plants and R&D
centres of a certain company. The former might tend to be a pyramid hierarchical
archetype and the latter a flat cooperative one. Both archetypes are necessary and

right to their own adopters and there seems no reason for the two to converge into
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one. This becomes further complicated when it comes to diversified conglomerate

corporations.

Therefore, when the old institutional template has been disregarded, organizations
often face multiple templates with the potential to be institutionalized. In some
circumstances, institutional fields can even be “too open”, generating complexity-
driven uncertainty (Duncan 1972; Dorado 2005). Indeed, both Oliver (1992) and
Zucher (1988) believe entropy is one of the inherent properties of organization.
Zucher (1988) states that entropy rather than stability characterizes social systems;
organizations in general are typified as tending towards disorganization or a “gradual
erosion of their taken-for-granted character” (p26). This tendency towards entropy
may lead to random error and the chance to disrupt and destabilize institutional
systems (Cohen, March and Olsen 1972). Therefore, the immediate baffling issue in
the tace of re-institutionalization is to know which template 1s to be institutionalized.

The emergence of a new template to be adopted ought to be seen as problematic

rather than automatic.

Once the possibility of multiple institutional templates co-existing in an organization
1s accepted, one may readily see the second theoretical issue that may be neglected in
the conceptualization of institutional change as they shift from one template to
another. That is between two radical institutional changes how organizations cope
with contextual environments that are often full of inconsistent and even
contradictory institutional templates. Although thinking 6f institutional change in

terms of template succession enables us to better account for revolutionary change
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(Greenwood and Hinings 1996), it offers little insight into incremental changes,

which happen continuously in organizations(Pettigrew and Fenton 2000).

Despite early acknowledgement of the significance of this issue for institutional
theory (e.g. Meyer and Rowan 1977), the issue of how organizations cope with
fragmented contextual environments remains largely unrésolved. Broadly, scholars
have identified two ways for organizations to control environmental fragmentation
(Meyer and Rowan 1977, 1991; Suchman 1995). The first is to segregate
environments and cater to one of them at the expense of the others; the second is
integrating environments and demonstrating that organizational behaviours would be
legitimate under any applicable standard. The first strategy seems to be unrealistic,

because few organizations that strive to success can afford to ignore or even appear

to ignore influential external constituencies (Suchman 1995).

This leaves organizations to resort to integration strategies. In their seminal papers,
Meyer and Rowan (1977, 1991) identify two interrelated strategies: “decoupling” and
the logic of confidence. They argue that formal structural elements can be loosely
linked to each other and to activities. This decoupling  enables organizations to
maintain standardized, legitimating, formal structures while their activities vary In
response to practical consideration. The confidence and good faith of the
organization’s internal participants and external constituents enable these structures
to appear useful in spite of the lack of technical validation. The underlying logic of
these two strategies is that the potential conflict between different templates can be

avoided by creating a series of purely symbolic templates and in practice decoupling
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them from each other and from actual day-to-day activities. This view has received
some support, for instance, in a study on the comparison between adopting and
actually implementing CEO compensation incentive plans in 564 of the largest US
corporations, where Westphal and Zajac (1994) found a large number of the
corporations adopted such plans but that a much smaller number actually put them to
use. Powell (1988) also found evidence that organizations such as public television
stations that locate in environments in which conflicting demands are made upon
them “will be especially likely to generate complex organizational structures with
disproportionately large administrative components and boundary-spanning units”
(p126). On the other hand, some other scholars point out a general problem in these
strategies — symbolic social structure cannot emerge unproblematically (Scott 1995;
Tolbert and Zucker 1996). From an institutional perspective, symbolism, the
mechanism by which meanings are shaped, exerts great power (March and Olsen
1989). In other words, organizational actors cannot create a symbolic archetype
freely and independently without any risk of the development of sympathy towards it.
As Suchman (1995) suggests, “Managers do enunciate supportive myths and
prescribe culturally congruent rituals; however, managers rarely convince others to
believe much that the managers do not believe themselves” (pS77). Thus, once

created, these archetypes may start to alter actions and have lives of their own.

To date, there has also been little empirical research to help us understand how
organizations deal with multiple conflicting environmental demands. One of few
exceptions is D’Aunno, Sutton and Price’s (1991) study based on a sample of 362

outpatient drug abuse treatment units in the United States. In this study, some units
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of community mental health organizations, termed “hybrids”, were, as a result of
diversification, exposed to two contlicting models for stafﬁng and providing services
In drug abuse programmes. The traditional mental health approach prescribed a
psychosocial model of treatment administered by mental health professionals,
whereas the new competing model, more common in the drug abuse treatment sector,
endorsed the Alcoholics Anonymous Model, relying on ex-addicts and client-centred
approaches. The results show that the “hybrid” units attempted to incorporate some
features consistent with both the mental health and the drug abuse institutional
practices. The adopted practices were those that were visible to external groups to
attain a minimum level of legitimacy. For example, these units responded by
combining hiring practices from the two sectors. They also “adopted conflicting
goals for client treatment and somewhat inconsistent treatment practices” (D 'Aunno
et al 1991, p656). D’Aunno and his colleagues shed some light on the issue of how
organizations respond to fragmented environments that present conflicting demands.
However, the chosen context of the study may discount the theoretical value of its
results, as, of the two competing models, the mental health treatment model was a
diminishing one and was being replaced by the newer model, the drug abuse
treatment model. It is admitted in the study that “hybrid units face powerful pressures
to abandon traditional practices in favour of new beliefs and practices” (p641). Thus,
in terms of institutional templates, this study describes, at best, one special period of
the template replacement process when there is evidence of a conscious duality of
scripts (Johnson et al 2000). Moreover, while the results of this study suggest the
hybrid units adopted some features from both templates, the data were self-reported,

gathered through a telephone survey from only two top managers of each selected

27



unit. The measure of the adoption of these features, for instance, relied on measuring
the extent to which the units emphasized hiring staff from one of the two respective
sectors, corresponding to mental health treatment and drug abuse treatment. As a
result, we are still left wondering whether practices were put to use and how, if they
were Iindeed put to use, the units actually carried out these adopted practices,

especially when they appeared to be incompatible.

In summary, institutional contradictions are not only by-products of the processes of
institutionalization (Seo and Creed 2002), they are, and have always been, at the very
core of institutionalization. Organizations are commonly surrounded by institutional
environments with complex, overlapping, sometimes conflicting institutional
referents, operating at multiple levels. Yet, as the result of its early premise of
isomorphism, neo-institutional theory has so far not put institutional heterogeneity at
its central stage. We need to better understand how organizations cope with multiple
institutional templates simultaneously and why some, but not other, institutional
templates are diffused, causing 1somorphism among organizations. As argued in the
next section, multinational corporations’ foreign subsidiaries, as an empirical context,

are uniquely suited to study of these i1ssues.

2.3 New Development in MNC Subsidiaries Research

Following World War II and the reestablishment of the international economy, the
renewal and increase of international tflows of direct investment became a key feature
of the dynamism of Western economies. But it was not until the 1970s, that the

multinational corporation (hereafter MNC) as an entity, with problems of
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organization and a purposive strategy became central to the international business
agenda. Progressively, research on strategy, structure, and administrative process in
MNCs formed the basis for a named subfield — international management (Melin
1992). The most accepted definition of the MNC has been that it is a specific
organizational form that “comprises entities in two or more countries, regardless of
legal form and fields of activity of those entities, which operates under a system of
decision-making permitting coherent policies and a common strategy through one or
more decision-making centres, in which the entities are so linked, by ownership or
otherwise, that one or more of them may be able to exercise a significant influence
over the activities of the others, and in particular, to share knowledge, resources, and

responsibilities with others” (Ghoshal and Westney 1993, p4).

Starting from the early 1980s, with globalization as the backdrop, there have been
two significant changes in research on international management, which are
embodied in the above definition of the MNC. The first change 1s a shift of

perspective from the MNC to its subsidiaries (Birkinshaw 1994, 2001).

2.3.1 A Shift of Perspective from the MNC to its Subsidiaries

There has been a large and growing literature mainly focusing on MNC subsidiaries.
Although parent-subsidiary relationships in MNCs have long been studied, most
early research only covered limited linkage between the parent and subsidiary, such
as centralization, formalization, coordination and control (e.g. Brandt and Hulbert
1977; Cray 1984; Picard 1980). In an exhaustive literature survey, Martiez and

Jarillo (1989) identified 82 empirical studies published between 1964 and 1988 on
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coordination mechanisms in MNCs. They observed an evolution in those studies
from concentration upon the more formal and uni-dimensional mechanisms of
coordination (e.g. Brooke and Remmers 1970; Schollhammer 1971) to emphasis on
the informal, subtler and multi-dimensional ones (e.g. Doz and Prahalad 1981, 1984).
Later, new conceptualizations of the MNC, such as heterarchy (Hedlund 1986) and
the transnational corporation (Bartlett and Ghoshal 1989) rendered a more complex
and holistic perspective on the MNC in which subsidiaries play differentiated roles.
For example, Bartlett and Ghoshal (1986) argue that, “Subsidiaries shouldn’t just be
pipelines to move products. Their own special strengths can help build competitive
advantage.” They propose that national subsidiaries can take one of four generic
roles, strategic leader, contributor, implementer and black hole, based on the strategic

importance of the local environment and the competence of the subsidiary. Their
study is consistent with Ghoshal and Nohria (1989) and Jarillo and Martinez (1990)

in the sense that they all implicitly looked at subsidiaries from the parent company

perspective and saw the role of a subsidiary in an MNC as assigned by its parent.

However, Birkinshaw and colleagues (Birkinshaw 1997; Birkinshaw and Hood 1997,
1998) found that subsidiary managers have a certain level of choice within the
constraints imposed by the parent company and local environments. To these
scholars, the subsidiary’s strategy is constrained rather than defined by the parent
company or coordination and control mechanisms, and subsidiary managers have
considerable latitude within the imposed constraints to shape a strategy as they see fit.
For example, considering initiative as a key manifestation'of entrepreneurship at the

subsidiary level, Birkinshaw (1997) exhibits four distinct types of initiatives, referred

30



to as global, local, internal and global-internal hybrid, in a sample of six Canadian
subsidiaries of American MNCs. These initiatives taken by management at the
subsidiary level are a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>