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Abstract 

With the increasing globalization of the world economy and the rapid diffusion of international management 
practices, a vast literature has emerged on how and why some of these practices are adopted or rejected by firms. 
A central issue in this body of literature is whether firms’ adoption of management practices is triggered by a 
need to improve corporate performance (rationalism) or necessitated by institutional factors and constraints 
(institutionalism). This review of rationalist and institutionalist conceptual approaches is particularly interesting 
given that in the (prescriptive) human resource management literature the rationalist presumption of strategic 
choice and managerial autonomy is usually taken for granted, a view institutionalist approaches tend to criticize 
for being overly rationalist and acontextual. In concluding, the paper agues that since organizations are faced 
with both rationalist and institutionalist pressures in their choice of human resource practices, there is a need for 
robust, integrated frameworks that incorporate this duality. 

Keywords: International human resource practices, Institutional theory, Comparative institutionalism, New 
institutionalism, Rationalism, Institutional rational choice 

1. Introduction 

A whole host of studies have emerged exploring how and why ideas and practices are adopted 
by organizations and to what extent these processes are concerned with improving 
organizational performance. However,...little attention has been paid to the various theoretical 
positions, problems and possibilities evident in this literature. 

Sturdy (2004: 155)   

Given the emergence of several “innovative” or “new” international management practices and fads in recent 
years, and the tendency for these practices to diffuse rapidly across national borders, it is not surprising that a 
vast literature has emerged on how and why they are adopted by firms (see, for example, Leseure et al., 2004; 
Subramony, 2006). A central issue in this body of literature is whether firms’ adoption of management practices 
is triggered by a need to improve corporate performance (rationalism) or necessitated by environmental 
/institutional pressures and constraints (institutionalism). The critical review of these contrasting conceptual 
approaches is the primary objective of this paper. The review is particularly interesting given that in the 
(prescriptive) Human Resource Management (HRM) literature the rationalist presumption of strategic choice and 
managerial autonomy is usually taken for granted, a view institutionalist approaches tend to criticize for being 
overly rationalist and acontextual. Our objective here is to gain a deeper understanding of these two theoretical 
perspectives, highlighting their usefulness and limitations in explaining the diffusion of international HRM 
practices.  

This remainder of this paper is organized into four main sections. In section 2, the economic approach and the 
alignment approach, two rationalist conceptual approaches, are reviewed. This is followed by a critique of two 
institutionalist conceptual approaches: comparative institutionalism and new institutionalism, in section 3. 
Drawing from our analysis of the relative strengths and weaknesses of these conceptual approaches in theorizing 
the diffusion of management practices in the preceding two sections, in the fourth section an argument is made 
for an integrated conceptual approach that incorporates the strengths of both rationalism and institutionalism. We 
conclude, in section 5, by proposing the institutional rational choice approach, stating its usefulness as a 
framework for theorising the diffusion of international HR practices.  
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2. Rationalist Approaches  

From the rationalist perspective, organizations’ choice of HRM practices is essentially determined by 
“technically efficiency” considerations such as their economic utility and alignment with the firm’s business 
strategy (Subramony, 2006). The notion of rationality is implicitly assumed in the strategic HRM literature, 
where there have been several attempts to provide linkages between people management practices and 
organizational strategy (Wright, McMahan and McWilliams, 1994; Kamoche, 1996).  

Many of these studies draw extensively from the resource-based view of the firm in the strategic management 
literature. According to the resource-based view, a firm can achieve a sustainable competitive advantage from its 
internal resources if these resources are valuable, rare, inimitable, and non-substitutable (Barney, 1991. Many 
researchers have argued that human resources (potentially) meet these four criteria (Snell et al., 1996). Therefore 
to gain a competitive advantage through people, firms should seek to integrate their HR competencies (the skills, 
abilities and talents of their employees) into unique organizational capabilities (Kamoche, 1996). Kamoche’s 
(2000) “processual, strategic model of HRM for Africa”, for instance, provides a prescriptive framework for 
aligning people management practices and competencies with a firm’s business strategy. In a similar vein, 
Taylor et al. (1996) have developed a resource-based model for international HRM. They assert that MNCs can 
enhance their international competitiveness by transferring their organizational competencies across their global 
operations. However, these resource-based models have been criticized for being unitarist and internally-focused 
(Khan and Ackers, 2004). The contention here is that the emphasis on organizational differentiation or 
idiosyncrasy is impracticable since all firms need some degree of uniformity to meet the standard (sectoral) 
expectations of their customers, employees, critical resource providers, regulators and other key stakeholders 
(Boxall and Purcell, 2003).  

While it is quite clear that efficiency is the key factor in the determination of HRM practices for rational choice 
theorists, they have several competing explanations and criteria for arriving at what actually constitutes an 
efficient choice. There are at least two broad schools of thought: the economic approach and the alignment 
approach (Subramony, 2006). The economic approach defines efficient choice in terms of the economic value or 
impact of a practice on corporate financial performance. In the strategic HRM literature, this is associated with 
the universalistic or “best practice” approach. The alignment approach emphasizes the need for a “fit” between 
HRM practices on one hand and a firm’s business strategy and other contingent factors on the other hand. In the 
strategic HRM literature, this is often referred to as the contingency or “best fit” approach.  

From the economic approach, HRM practices are adopted on the basis of their contribution to the firm’s 
financial performance in terms of either revenue generation or cost reduction (Subramony, 2006). This view is 
reflected in the strategic HRM literature by the several studies that seek to establish a causal link between HRM 
practices and corporate financial performance (see for example, Huselid, 1995; Becker and Gerhart, 1996; Wood 
and de Menezes, 1998; Guest et al., 2003). Further, there have been several prescriptive lists of “high 
performance management”, “high performance work systems”, “human capital enhancing HR systems”, “high 
commitment management” and “high involvement management” practices that purportedly improve 
organizational performance when implemented together (see for example, Pfeffer 1994, 1998). Such practices 
typically include team-working, functional flexibility, employee empowerment, extensive training and employee 
development, performance appraisal, counselling, and performance-based pay (Heery and Noon, 2001).  

The limitations of this “best practice” approach are quite obvious. By claiming that certain HRM practices are 
universally applicable, it ignores the critical role of the organization-specific and other contingency factors in 
shaping HRM practices (Marchington and Grugulis, 2000). In other words, many of these best practices (such as 
high levels of pay, training and employment security) may not be cost-effective or viable across all sectors or, 
indeed, across all the segments of the workforce in a firm (Boxall and Purcell, 2000). Moreover, the implicit 
assumption of this approach - that the determination of HRM practices is solely based on rational and strategic 
choices made by managers - underestimates the crucial role played by social and political actors such as 
employees, labour unions and regulatory bodies.  

The alignment approach is possibly a more appropriate rational choice explanation as it acknowledges the 
importance of context and firm-specific factors in shaping organizations’ HRM practices. There are, however, 
diverse viewpoints as to which contingency factors HRM practices should seek to match. The most widely 
accepted one, Schuler and Jackson (1987), maintains that HRM practices should reinforce the behavioural 
implications of firms’ competitive strategies (innovation, quality enhancement, or cost reduction). Keltner and 
Finegold’s (1996) normative framework posits that banks should adopt a relationship orientation (innovation or 
differentiation strategy) for high-end retail customers and small- and medium-sized enterprises and a transaction 
orientation (cost leadership strategy) for other less profitable retail customers. They then propose that banks 
adopting the former strategy should invest heavily in developing their human resource competencies while those 
adopting the latter approach should focus on leveraging on the more cost-effective information technology 



www.ccsenet.org/ijbm         International Journal of Business and Management        Vol. 6, No. 12; December 2011 

                                                          ISSN 1833-3850   E-ISSN 1833-8119 256

competencies. Also, Weinstein and Kochan (1995: 24) posit there available evidence supports the view that new 
HRM practices  are more widely adopted in greenfield sites than in existing facilities, and in larger firms than 
in small and medium-sized enterprises. Supporting this view, Sett’s (2004) study in the South Asian context 
reports higher rate of adoption of HRM practices by relatively newer firms, most of which focus on high-value 
added segments of the market. The point that mature firms may find it more difficult to introduce new HR 
practices is based on the fact that many of them have firmly embedded practices and they are often resistant to 
change as a result of “system inertia” (Ichniowski et al., 2000). For the same reason, in the case of subsidiaries 
of multinational corporations, the parent company’s mode of market entry (greenfield development versus 
brownfield acquisition) may impact on the their ability to introduce new HRM practices (Oliver and Wilkinson, 
1992). Marchington (1990) also posits that organizations’ employee relations practices are shaped by 
competitive pressures and changes in the product market, a view supported by several empirical studies (Barry 
and Nienheieser, 2010; Oxenbridge et al., 2010). However, like the economic approach, the alignment approach 
has been criticized for overstating the degree of managerial autonomy or strategic choice available to firms while 
underestimating the influence of institutional pressures.  

In concluding this section, rational choice explanations have been criticized for been acontextual and an 
oversimplification of the complexity of the decision-making process in organizations (John, 1998). In particular, 
this approach has been criticized for overstating the degree of managerial autonomy while underestimating the 
influence of institutional pressures. Gooderham et al. (1999), for instance, have argued that national institutional 
embeddedness plays a much more critical role in shaping HRM practices than rational or strategic factors. They 
therefore maintain that the role of institutions must be accentuated in studies of employment practices.  

3. Institutionalist Approaches  

Institutionalist approaches emphasize the critical role of societal rules and norms, as well as political and 
economic structures, in shaping human resource practices. Two broad institutionalist schools of thought can be 
identified in the literature: comparative institutionalism and the new institutionalism (Almond and Ferner, 2006). 
Despite many variants of terminology - including “varieties of capitalism”, “national business systems” and 
“societal effects” - the central thesis of comparative institutionalism is that organizations’ management practices 
are largely influenced by national-level structural and regulatory arrangements (Schief, 2010; Hall and Soskice, 
2001; Lane, 1989; Whitley, 1999). From the new institutionalist perspective, organizations’ HRM practices are 
shaped by coercive, normative and cognitive pressures exerted by competitors and other social actors (DiMaggio 
and Powell, 1983; Pfeffer and Salancik, 1978). 

Although these two approaches share the viewpoint that “institutions matter”, they differ considerably in terms 
of their conceptualization of institutions, units of analysis and mechanisms of adaptation (Tempel and 
Walgenbach, 2007). In terms of their conceptualization of institutions, while comparative institutionalists focus 
mainly on regulatory and structural institutions (such as financial, education and judicial systems), new 
institutionalists focus on regulatory and structural, as well as normative and cognitive institutions. Their unit of 
analysis also differs. While comparative institutionalists are primarily concerned with understanding the 
“societal effect” created by national-level institutions, new institutionalists focus on “organizational fields”. 
These fields could be at the sectoral, national or even international level. The two approaches also differ in terms 
of mechanisms of adaptation. Comparative institutionalists maintain that firms are constrained to act in similar 
ways by national institutional arrangements, and that their adaptation to the environment is motivated by 
“economic” considerations. This is based on their view that economic action is embedded within local 
governance and institutional arrangements (Hollingsworth et al., 1994). In contrast, new institutionalists assert 
that organizations in a “field” behave in similar ways due to similar coercive, mimetic and normative pressures 
they face, and that adaptation is primarily for legitimacy (and not economic) reasons (Almond and Ferner, 2006). 
Below, an extensive discussion of the two institutionalist approaches is provided.  

3.1 Comparative Institutionalist Perspective 

Comparative institutionalists emphasize the importance of examining organizations in relation to the social 
institutional environment in which they are nationally embedded (Lane, 2000; Maurice et al., 1980; 
Hollingsworth and Boyer, 1997; Warner, 2000a; Sorge et al., 1983; Ebbinghaus and Visser, 1999; Chow, 2004). 
This institutional embeddedness comprises of the financial system, educational system, business system and the 
system of research or innovation (Hollingsworth, 1997). According to this perspective, therefore, all 
organizations existing within the same national border or system will adopt similar HRM practices since they are 
constrained by similar social and institutional pressures. Three theses: path dependence, institutional 
complementarity and institutional hierarchy epitomize the comparative institutionalist viewpoint. 

The path dependence thesis holds that modes of economic governance and management are nationally-specific and 
therefore not easily amenable to imitation or replication in other national contexts (Hollingsworth, 1997). 
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Therefore, even when national institutional arrangements face pressures for convergence as a result of increasing 
globalization, “these pressures will lead to modification and change of societal institutions, but the particular form 
of the response will reflect each country’s societal logic” (Rubery and Grimshaw, 2003:39). Path dependence has 
been used by several scholars to explain the relative stability of institutions and management systems. For example, 
Warner’s (2004:617) study of the evolution of HRM systems in China maintains that although there has been a 
major change from the Soviet-style personnel management approach towards Western-style HRM systems, the 
newer system still exhibits “strong Chinese characteristics”. This concept is quite useful as it highlights the salient 
role of institutional continuities in shaping managerial choices (Muller-Camen et al., 2011).  

The concept of complementary institutions is based on the notion that institutions (e.g. financial, educational and 
business) are highly dependent on one another, and that the coherence and strength of the entire national 
institutional structure depends on the interaction of these various institutions (Amable, 2000; Hall and Soskice, 
2001). This implies that when management practices diffuse from one country or institutional context to another, 
the practices would interact differently with the institutional arrangements in the adopting country and therefore 
necessitate the adaptation of such “imported” practices (Campbell, 2004). For example, Vitols (2004) claims that 
in Germany where there has been increasing adoption of Anglo-Saxon, “shareholder-value” oriented practices, 
many firms have made considerable adaptations - a “German version” - to suit the local environment where strong 
stakeholder rights and involvement exist.  

Related to the concept of institutional complementarities is the notion of a hierarchy among institutions. 
Institutional hierarchy means that the various institutional forms do not have equal weight in the overall national 
institutional structure, as one or a few strong institutional forms tend to impose their logic on the others (Amable, 
2000; Boyer, 2000). For example, Boyer (2000) argues that in the 1990s, the financial system seemed to 
dominate other institutional forms.  

A number of institutionalist authors have attempted to group various national institutional structures and 
arrangements into broad categories based on criteria such as the relative importance of market mechanisms in the 
governance of economic relationships and the hierarchy of networks formed by the major economic actors. For 
example, Hall and Soskice (2001) have contrasted “liberal market economies” such as the United Kingdom and 
the United States with “co-ordinated market economies” such as Japan and Germany. In the former group, 
economic actors rely more on market mechanisms and relations while in the latter corporatist-type networks and 
government interventions are predominant.  

This variation in business systems has been used to explain differences in national HRM systems (Chow, 2004; 
Quack et al., 1995; Gooderham et al., 1999). Quack et al. (1995), for example, have argued that differences in 
the recruitment and training practices of British, French and German banks can be attributed to variations in their 
national business systems.  They assert that in “corporatist” France and Germany, training provision was more 
effective and there was a bigger pool of skilled workers as firms co-operated in funding sectoral training 
programmes. In contrast, in “individualistic” Britain with its weak public training systems, training was less 
effective and the availability of a pool of highly skilled workers was limited, with many “free-riding” firms 
depending on the flexible external labour market for trained and qualified employees. In a similar vein, Farndale 
et al. (2008), in their extensive survey of HRM practices of multinational firms in four European countries: UK, 
Germany, the Netherlands and Sweden, conclude that the differences in HRM practices between foreign- and 
locally-owned MNCs, as well as between MNCs and local organizations can be attributed to the firms’ 
embeddedness in their home country environment. Also, Schief’s (2010) study of flexibility patterns in local and 
multination companies across five European countries concludes that the national institutional framework is still 
a dominant factor in the organisation of labour and employment, even within MNCs.  

Some institutionalist authors have taken this a step further by proposing that the impact of national business 
systems on the creation of organizational knowledge and competencies plays a critical role in the determination 
of industry-specific competitiveness. For example, Haake (2002) asserts that co-ordinated market economies 
would have a competitive advantage in industries with a high firm-specificity of knowledge (that is, industries in 
which work organization and technologies are peculiar to firms, and therefore not easily imitated by competitors). 
Conversely, liberal market economies would have a competitive advantage in industries with a low 
firm-specificity of knowledge. Haake argues that this explains why “co-ordinated” Japan is highly competitive in 
consumer electronics, machine tools or luxury cars where “liberal” United States is lagging behind, and 
relatively weak in industries such as consulting, software, advertising, banking and biotechnology where the 
United States is strong. Casper, Lehrer and Soskice’s (1999) comparative analysis of high-technology sectors in 
the United States and Germany corroborates this view. They argue that the availability of large amounts of 
venture capital to high-risk start-up entrepreneurs and the close links and collaborations between university 
scientists and large innovative companies in the United States largely accounts for the success of bio-tech and 
software firms there. In Germany, however, where venture capital and university-industry collaboration are not 
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as well developed owing to their national institutional framework, the high-technology sector is relatively 
unsuccessful, whereas the less-risky, mid-technology sector thrives.   

Comparative institutionalism, however, has its weaknesses and limitations. These include: static descriptions that 
tend to overestimate the durability of institutional values and arrangements; a deterministic view that treats 
organizations as passive reactors to their institutional environment; and an inherent assumption that national 
institutions and systems are homogeneous. In addition, comparative institutionalism can be criticized on the 
grounds that it focuses narrowly on regulative and structural institutions while ignoring the key cognitive and 
normative institutions.  

The first weakness, the static description of national institutional arrangements, arises because of the tendency to 
focus solely on explaining stability and continuity of national systems while ignoring the significant changes that 
are taking place across the globe (Deeg and Jackson, 2007). In particular, the impact of globalization and increased 
international competitive pressures on both national systems and individual firms is underestimated (Mueller, 
1994). Indeed, diverse evidence lends credence to the notion that national institutional systems are amenable to 
change (see, for example, Djelic and Quack, 2003). The widely documented “transformation” of Japanese 
management systems is a very good example. Several studies confirm that lifetime employment, seniority-based 
wages and promotion, and enterprise unionism - the so-called pillars of Japanese management - are facing 
considerable changes as a result of the economic downturn in that country in the mid-to-late 1990s and increased 
global competitive pressures (see Dalton and Benson, 2002; Lincoln and Nakata, 1997; Morishima, 2003; 
Kuruvilla and Erickson, 2002; Morris, Hassard and McCann, 2006, Barry and Nienheieser, 2010). Further, authors 
such as Muller-Camen et al. (2011) have argued that the concept of path dependence tends to underestimate the 
active ways organisations seek to explore and exploit options within the constraints of national institutional 
arrangements. 

In fairness, however, some more recent comparative institutional theorists provide more dynamic explanations that 
emphasize institutional change rather than stability and self-reinforcing path-dependencies (for example, Streeck 
and Thelen, 2005; Thelen, 2004; Streeck, 1997; Campbell, 2004). They acknowledge the erosion of institutional 
arrangements over time as a pragmatic response to dynamic global environmental pressures for convergence. 
Streeck (1997), for instance, maintains that under increasing pressure from “shareholder capitalism” associated 
with liberal market economies, the idiosyncratic labour and corporate governance institutions characteristic of 
co-ordinated market economies such as Germany are bound to evolve. Streeck and Thelen (2005) also report that 
“incremental change” in the co-ordinated market economies of Denmark, Germany and Japan have necessitated a 
“gradual transformation” of labour market and welfare, industrial relations, vocational training, and corporate 
governance systems in these countries. However, these explanations are deeply embedded in the comparative 
institutionalist tradition of path dependence, emphasizing evolutionary (as opposed to revolutionary) change 
resulting from various processes of “recombining”, “translating” or “layering” new practices with existing ones 
(Streeck and Thelen,2005; Campbell, 2004).  

The assumption of a homogeneous or dominant national business and employment system is yet another weakness 
of comparative institutionalism (Deeg and Jackson, 2007; McSweeney et al., 2008). Just like cultural relativism, it 
trades on recognisable, rather stereotypical, characteristics of national institutional systems. The characterization 
of Japan, France and Germany as co-ordinated market or communitarian business systems and Britain and United 
States as liberal or individualistic business systems, for example, is widespread in the literature (for example, 
Whitley, 1999; Haake, 2002). However, some scholars have argued that the existence of “institutional partitions” 
within nations implies that there may be considerable variation within them (Crouch, 2005; Deeg and Jackson, 
2007; Allen, 2004). As a result, they argue, many countries do not neatly fit the national models that are so often 
used to describe them. Deeg and Jackson (2007: 155) coined the expression: “models within models” to describe 
this apparent heterogeneity within national models. Supporting this view of “models within models”, Sorge (2005) 
posits that in Germany, which is widely regarded as a homogeneous, co-ordinated market economy, there are 
considerable differences in the organization of political economic activities between the southern and northern 
regions as a result of distinctive “meta-traditions” or historical legacies. Also, Katz and Darbishire’s (2000) study 
of employment practices in the automobile and telecommunications industries across seven industrialised 
countries (Australia, Britain, Germany, Italy, Japan, Sweden, and the United States) indicates that intra-national 
variation in employment systems is rife. Their findings suggest that there are similarities in the employment 
practices adopted by firms in the same sector in these seven countries. This indicates that in view of the 
globalization of product markets, it may be more appropriate to speak of the “sectoral effect” or sectoral models 
rather than the “societal effect” or national models. What all these studies demonstrate is that the comparative 
institutionalist conception of a single national model of business and employment may be inappropriate.  

Beyond the issue of institutional diversity, the extensive institutional changes taking place across the globe also 
question the continued relevance of the notion of homogeneous business systems. As mentioned above, many of 



www.ccsenet.org/ijbm         International Journal of Business and Management        Vol. 6, No. 12; December 2011 

Published by Canadian Center of Science and Education 259

the so-called co-ordinated economies are under enormous pressure and are indeed embarking on more liberal 
market-oriented institutional reforms. It is not surprising therefore that some authors maintain that the national or 
societal effect is increasingly diminishing, as organizations and states conform to global organizational structures 
and employment systems (Mueller, 1994). As Djelic and Quack (2003: 317) succinctly put it, “globalization is 
disrupting the systemic stability and relative autonomy of national spaces. It is pushing along common logics that 
coexist, compete, hybridize with or even replace incumbent national institutions”.  

However, this is not to suggest that national institutional arrangements do not matter at all, or that comparative 
institutionalism does not offer any useful insights in the analysis of HR practices and systems. In the context of 
global HRM, for example, one very useful insight is the extent to which institutional arrangements in the home 
and host country impact on the HRM practices of multinational corporations (MNCs) and their subsidiaries. Not 
surprisingly, perhaps, the literature in this area is polarized.  

On one hand, there is the view that MNCs take the key features of their home country’s institutional context 
when expanding abroad, such as strategy, structure and HRM practices (Ferner and Quintanilla, 1998) and 
modes of control (Harzing and Sorge, 2003). According to this view, the progressive globalization of markets 
and the rapid diffusion of neo-liberalism have substantially reduced national differences, cross-national transfers 
of management practices are viable (Mueller, 1994). Under this scenario, the focus of firms is on migrating 
“global best practices” from the head office to subsidiary units through global benchmarking mechanisms and 
the deployment of expatriate managers who act as agents of diffusion (Ferner and Quintanilla, 1998; Westney, 
1993). Here, the parent company’s orientation towards its subsidiaries in terms of power and decision-making 
plays a major role in shaping the nature and extent of isomorphism. Two contrasting orientations are discernible: 
ethnocentrism and polycentrism (Perlmutter, 1969). In the ethnocentric orientation, where power and 
decision-making are concentrated at the headquarters, subsidiaries are expected to conform to the parent 
company’s HRM systems. In contrast, in the polycentric approach subsidiaries retain substantial power and 
decision-making and therefore have more latitude to choose whatever HRM practices they deem appropriate to 
the local environment.  

There is also the view that even if MNCs have a polycentric orientation towards their subsidiaries and plan to 
transfer practices to the host country, it may be impossible to do so if conditions there are not conducive or 
“receptive” in the host country. Hence, it is simplistic to assume - even in a globalized era - that there will be no 
local resistance to international HRM practices (Rowley and Bae, 2002: 2).  

Ideas concerning globalization’s impacts on human resource management rest on two 
presumptions. Not only is it a question of globalization’s power, but there is also the 
commensurate weakness and receptiveness of the terrain it flows over.  

Indeed there is empirical evidence to support this view. Parry et al. (2008), in their study of HRM practices in 
American MNCs (known for their preference for exporting their home country practices when expanding 
abroad), report that the ability of these corporations to successfully transfer their HRM practices is highly 
dependent on how liberal or tightly regulated the host countries are. Hence, in spite of ethnocentric pressures for 
cross-border diffusion and the power and influence of some multinational corporations, they may be prevented 
from importing their HRM practices by stringent local customs and employment regulations.  

However, it can also be argued that MNCs, with their huge financial and political capital, may be able to transfer 
their home practices easily, even in the face of unfavourable host environments. Indeed, some scholars have 
argued that MNCs play a crucial role in the evolution of both their home and host country business systems (see, 
for example, Ferner and Quintanilla, 1998).This may be a credible assertion, given their increasing reach and 
power. The top 1,000 MNCs are responsible for 80 per cent of the world’s industrial output and 53 of the 100 
largest economic entities in the world are MNCs (Chanda, 2003). With this enormous economic bargaining 
power, they have been able to successfully lobby governments to change labour laws and regulations in their 
favour (Rubery and Grimshaw, 2003). Indeed, there is widespread evidence from studies in countries such as 
India, China and Taiwan that MNCs have been able to successfully implement “institutionally contested” 
practices in their overseas subsidiaries (see, for example, Som, 2007; Cooke, 2005; Gamble, 2003; Chen et al., 
2005).  

In concluding therefore, it is important to maintain a balance in the analysis of cross-border HRM transfers: 
between the willingness and ability of the parent company to migrate HRM practices to their subsidiaries abroad 
and the receptiveness of local customs and employment systems. Given the power and influence of MNCs, it is 
easy and convenient to exaggerate the former at the expense of the latter, a pitfall researchers must avoid.  

3.2 New Institutionalist Perspective 

The central thesis of new institutionalism is that organizations operating in the same institutional environment will 
behave in similar ways (i.e. isomorphism) since they are subject to similar regulatory, normative, cognitive and 
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resource constraints (DiMaggio and Powell, 1983; Pfeffer and Salancik, 1978). This implies that firms’ decision to 
adopt certain people management practices is largely influenced by their desire to acquire and maintain legitimacy 
with key resource providers, competitors and other social actors, rather than, or even regardless of, any technical or 
economic efficiency considerations (Whittington, 1992). By extending their conceptualization of institutions 
beyond regulatory and structural arrangements to cover normative and cognitive factors, the new institutionalist 
approach offers a broader and more robust framework than comparative institutionalism.   

DiMaggio and Powell (1983) have identified three forces through which isomorphism occurs in institutional 
environments. First, coercive isomorphism which emanates from pressures from regulatory authorities and other 
key resource providers; Second, mimetic isomorphism which arises from responses to ambiguous performance 
criteria and uncertain technologies; Third, normative isomorphism which stems from values, ideas and practices 
advocated by educational institutions, management consultancies and professional associations. McKinley et 
al.(1995) use the terms “constraining”, “cloning”, and “learning” to describe these three forces.  

Coercive isomorphism stems from formal and informal pressures exerted on organizations by regulatory 
authorities and other firms which they depend on for key resources. Thus, isomorphic changes may be triggered 
by the need to comply with government advisory initiatives or regulations (Leseure et al., 2004), shifts in 
business ideology and customs (McKinley et al., 1995), pressures from key clients (Swart et al., 2002) and 
international pressures for coercion from global governance institutions (Henisz et al., 2004).  

McKinley et al., for example, have attributed the pervasiveness of organizational downsizing in large companies 
in the United States to changes in the ideological perception of downsizing as a result of the prevalent 
preoccupation with maximizing shareholder value. Downsizing, which was previously associated with economic 
decline, is now linked with cost efficiency, competitiveness, and financial prudence as a result of increasing 
emphasis on creating quick, short-term value for shareholders and investors (Lazonick, 1993). In this way, 
organizations are obligated to downsize their workforce as they are “rewarded” for doing so with share price 
increases in the financial markets. Coercive pressures may also be exerted by head office of multinational 
corporations on their overseas subsidiaries through global benchmarking of practices and the deployment of 
expatriate managers to “export” firm-specific practices or systems, as earlier mentioned. 

Labour unions are also widely regarded as a facilitating or constraining force to the diffusion of (innovative or 
new) employment practices. Katz and Darbishire (2000), for instance, posit that the declining power of unions 
across the globe - which has given managers a higher degree of autonomy - may have contributed to global 
convergence of employment systems. In a similar vein, Ramaswamy and Schiphorst (2000) and Som (2007) also 
assert that in India where unions are relatively powerful, they hinder the adoption of innovative HRM practices 
in many organizations. This is often as a result of the lengthy negotiation and consultation process managers 
have to undertake to get union approval or support of such practices.   

The cloning forces of mimetic isomorphism are triggered by organizations’ desire to be seen as “progressive” by 
their competitors, shareholders and other social actors (Abrahamson, 1991). This usually arises from a need to 
acquire and legitimacy from important stakeholders in the wake of uncertain or ambiguous performance 
standards or technologies. Organizational identity plays a critical role in the mimetic process, as it is stronger 
among firms that consider themselves as peers. Li et al.’s, (2007) study of the diffusion of wholly owned foreign 
subsidiary mode of market entry in China corroborates this view. Their findings suggest that organizations 
sharing a common identity in terms of country of origin and industry segment exert stronger mimetic pressures 
on each other in their choice of market entry strategies. In a similar vein, Barreto and Baden-Fuller’s (2006) 
study of bank branching decisions in Portugal found that location decisions were largely driven by pressures to 
conform to decisions of other banks in their “legitimacy-based reference groups”. Hence, they decided to open 
branches not only in the attractive locations that their peers had chosen, but also in relatively unattractive and 
unprofitable locations.  

New or innovative HRM practices are particularly susceptible to mimetic pressures since the practices are 
usually considered modern and fashionable; further, there is a lack of (compelling) evidence that these practices 
actually “work”. In the face of uncertainty or ambiguity, organizations often just bow to mimetic pressures to 
conform, relegating or even ignoring performance considerations. Returning to the concept of legitimacy-based 
reference groups, an interesting issue that arises is whether subsidiaries of multinationals, as members of a global 
reference group, will imitate HR practices of their parent company/home country or whether they will conform 
to prevailing local practices. There is a strong argument that given their enormous size, reputation, reach and 
power, MNCs have the potential to lead the way in the adoption of new or “best” HR practices (Bjorkman, 2002; 
Rubery and Grimshaw, 2003; Ietto-Gillies, 2002; Venkata Ratnam, 1998). While this suggests that 
locally-owned firms will tend to mimic the practices of their foreign-owned counterparts, available evidence on 
some developing countries report that many of them, particularly family-owned ones, tend to be slower in 
adopting (new) HRM practices due to their conservative and paternalistic management style (Arias, 1993; 
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Lawler et al., 1989; Som, 2007).  

The third source of institutional isomorphism stems from normative pressures exerted on organizations by 
influential “learning” institutions such as educational and professional establishments, management consultancies, 
and professional associations (Scott, 2001). Managers often look up to scholars or “management gurus” in 
business schools to provide new insights and best practices. In this way, they can be regarded as “transmission 
belts” through which knowledge generated from interactions with managers and academicians is disseminated to 
students on MBA and other educational programmes (Howorth et al., 2002 and Wright and Kitay, 2004). 
Management consultants, who have been described as “experts and fashion setters of the business community” 
(Berglund and Werr, 2000: 633), also play a crucial role in the diffusion of management practices (Mamman, 2002; 
Som, 2007). 

While there is no doubt that the new institutionalism has been useful in highlighting the critical role of institutions 
in constraining or facilitating the adoption of (new) management practices, some fundamental weaknesses are 
inherent in some of its propositions. Just like comparative institutionalists, “new institutionalists have tended to 
neglect the issues of interest, agency, conflict and change in their arguments” (Tempel, 2001: 41). In an attempt to 
counter rationalist claims of strategic behaviour and their preoccupation with efficiency considerations, for 
example, Scott’s (1995) analysis of the “cognitive pillar of institutions” emphasizes the inability of firms to 
transcend institutionally established norms or modes of cognition. The underlying assumption here is that once 
“established”, institutional arrangements or practices become taken-for-granted and are neither contested nor 
contestable by any institutional actor, irrespective of their interests and relative power. However, as Edwards et al. 
(2007: 203) have observed, “there is a need to see institutionalization as a contested process in which groups have 
different interests and varying power resources through which to pursue them”. Several other scholars support 
such a view, emphasizing the dynamic and multi-directional relationship between organizations and institutions 
(Looise et al., 1998; Ferner and Quintanilla, 1998; Allen, 2004). For example, Looise et al.’s, (1998) study of the 
employment system in the Netherlands indicates that the system has evolved largely in response to pressures from 
organizations for more flexibility in employment management. The resultant changes in the country’s labour 
regulations, have in turn (re)shaped the HRM practices adopted by firms. There is also widespread evidence that 
some MNCs have been able to successfully implement “institutionally contested” practices in their overseas 
subsidiaries (see, for example, Som, 2007; Cooke, 2005; Gamble, 2003; Chen et al., 2005). In India, for example, 
Venkata Ratnam (1998) and Som (2007) posit that MNC subsidiaries introduce innovative HRM practices that 
conflict with the traditional pluralist and collectivist approach to employment relations. Hence, the tendency of 
new institutionalists to underestimate the crucial role of rational choice and independent action in the adoption 
process is unacceptable.  

Another discernible weakness of new institutionalism is the “presumption of the dichotomy or necessary 
antagonism of technical and institutional environments” (see Orru et al., 1991:362). This dichotomy is evident in 
the narrow focus of new institutionalist studies to organizations that are particularly vulnerable to institutional 
pressures, such as hospitals, educational establishments and public sector agencies (see DiMaggio and Powell, 
1991). Orru et al. argue that institutionalist explanations should also be applied to “technical” environments (i.e. 
business organizations) since firms in this group are equally subject to institutional pressures. However, there have 
since been some attempts to extend new institutionalist explanations to technical environments and markets (see, 
for example, Rosenzweig and Nohria, 1994; Kostova and Roth, 2002). Furthermore, Orru et al. maintain that the 
dichotomy between institutional isomorphism and competitive isomorphism is not justifiable since national 
institutional arrangements are inherently designed to enhance market relations and organizational efficiency.  

The review of the rationalist and institutionalist conceptual approaches illustrates the richness and explanatory 
power of both perspectives. However, it also shows that the two perspectives have considerable weaknesses 
which limit their usefulness and relevance in theorizing the diffusion of management practices. It is also clear 
from this review that the two contrasting perspectives can “learn” from each other. Hence, following other 
researchers like Edwards et al. (2007), an argument is made for an integration or fusion of both theoretical 
approaches, as this provides a richer and fuller description of the diffusion process. Such an integrated approach 
is particularly useful since organizations often face the dual pressures to “perform and conform” (Barreto and 
Baden-Fuller, 2006: 1559; Hunter, 1995: 23), as indicated above. 

4. Towards an Integrated Conceptual Approach 

Choices of particular HRM practices may reflect organizational power and politics and 
institutional norms of best practice as much as they reflect strategic goals or performance 
imperatives.  

Hunter (1995: 23) 

There is no reason any organization might not be as subject to competitive factors as to 
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institutional factors. 

Orru et al. (1991: 362) 

In the two previous sections, the rationalist and institutionalist conceptual approaches to analyzing the adoption 
of management practices were reviewed, with the conclusion that an integrated perspective that draws from both 
frameworks produces a richer and more nuanced analysis of the diffusion process. We argued that such an 
approach is particularly useful for theorizing the diffusion of HR practices, which are known to be susceptible to 
both rational/strategic and institutional/normative pressures, as the quote above indicates.  

Indeed, there have been some attempts to narrow the gap between the apparently diametrically opposed 
conceptual approaches, with the development of “softer” and more “sophisticated” theories on both sides. On the 
one hand, the notion that organizations’ practices are solely determined by legitimacy considerations has been 
revised by some institutional scholars (see Orru et al., 1991). On the other hand, the role of institutional factors 
in constraining choices available to firms has been accentuated by some rationalist explanations (see Schmitt and 
Sadowski, 2003). Below, a review of some of these attempts to narrow the gap between the two contrasting 
approaches is discussed.  

Orru et al.’s (1991) contestation of the dichotomy between technical and institutional environments can be 
regarded as an attempt to bridge the gap between rationalist and institutionalist explanations. In this empirical 
study of the behaviour of private firms in South Korea, Taiwan and Japan, it was found that businesses in each of 
the countries “operate according to different institutional principles and exhibit dissimilar organizational and 
inter-organizational structures that manifest those principles” (pp 363). Further, they posit that the institutional 
principles that shape organizational behaviour in these countries were designed to, and indeed enhance the 
competitiveness of business organizations. They therefore conclude that the distinction between market and 
institutional forces is unnecessary. This reasoning appears logical given that organizations are often involved - 
formally and informally - in shaping societal institutions (Looise et al., 1998). However, it is simplistic to presume 
that governments and other social institutions would always act in the interest of capital; there is a real possibility 
of a “disconnect” between state regulations and social norms on one hand, and the dynamic business environment 
on the other, as a result of institutional inertia.  

Schmitt and Sadowski’s (2003) study of the cross-national transfer of employment practices in Anglo-Saxon 
MNCs in Germany has also attempted to incorporate institutional factors into their rationalist framework. Using 
“fiscal federalism” as a theoretical analogy, they argue that the multinational firm can be likened to a federation, 
with the parent company as the federal, central authority and the subsidiaries as the federating states or regions. 
In this federal structure, “rationalistic cost-minimization” is the decisive factor in whether the provision of public 
goods is centralized or decentralized. Where the costs associated with centralization (for example, the costs due 
to frustration of preferences and costs of violating external regulations and norms) are high, the provision of 
public goods is decentralized, and vice-versa. On the other hand, when the decentralization costs (for example, 
forgone benefits of economies of scale and costs of differentiation) are high, the provision of public goods is 
centralized, and vice-versa. Applying this concept to the cross-national transfer of HRM practices, they report 
that for HRM practices (such as variable pay, employee ownership and vocational training) where 
decentralization costs are high owing in part to the need for global consistency, the Anglo-Saxon subsidiaries 
adopted their parent company practices. In contrast, in the industrial relations area where costs of centralization 
are high, the prevailing host country practices were adopted. Here, decentralization is driven by the need to 
maintain legitimacy with employees and the local environment. This, they argue, explains why the British and 
American firms in their study decided to set up a works council, join an employers’ association, and recognize 
multi-employer collective agreements even though they are not legally obliged to do so, or (traditionally) 
favourably disposed to such arrangements. In sum, Schmitt and Sadowski’s analysis demonstrates that while 
firms are primarily driven by market and efficiency considerations, the high costs of non-compliance to 
institutional norms often compels them to be sensitive to their environment. 

An extension of rational choice theory, institutional rational choice approach is another attempt to bring the salient 
role of institutions into rationalist explanations:  

Rational choice attempts to explain how and why policy options are ultimately selected. 
Institutional rational choice theory takes this process further by recognizing that decision 
makers operate within their institutional contexts, which in turn affect the choices made. 

Susskind et al. (2001: 97) 

Harris (2008), for example, argues that the differences in admissibility of novel scientific evidence in judicial 
policymaking across various jurisdictions in the United States is largely influenced by prevailing 
institutionalized norms and standards in these regions; the decision of judges is ultimately constrained by the 
prevailing political wisdom and legal expectations in their region. In this regard, institutional rational choice 
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approach can be regarded as a “softer” variant of rationalist theory since it predicts that institutionally accepted 
norms and standards alter the “rational” behaviour of self-interested individuals or organizations (Heck, 2004). 
However, there is also a strong emphasis on strategic behaviour and managerial autonomy in the institutional 
rational approach (Ostrom, 1999), thus, avoiding the problem of determinism associated with institutionalist 
approaches. This notion of strategic behaviour and autonomy is evident in Willman et al.’s (2006) “transaction 
cost approach” to theorizing the adoption of employee voice in Britain. They argue that given the voluntarism that 
characterized the British industrial relations terrain in the 1980s and 1990s, “whether an employer adopts a voice 
regime turns on employers’ perceptions of the net benefits of worker voice to the firm” (pp 283). They however 
posit that changes in institutional rules triggered by the European Union Directive on Information and 
Consultation of Employees may alter the (rationalist) costs and benefits of adopting employee voice schemes, and 
ultimately employers’ decisions. 

This emphasis on strategic behaviour is particularly useful in countries characterized by increasing 
neo-liberalization and a regime that is not constricted by any “powerful” labour market institutions. In such 
environments, there is the lack of political will and the weak institutional capacity of government agencies to 
undertake supervisory and law enforcement responsibilities, even in such basic areas as: minimum wage 
operation, age limits on employment, union organizational rights, restrictions on working hours and employment 
protection (see, for example, Wood and Brewster, 2007; McCann and Schwartz, 2006). Apart from the 
increasing weakness of employment systems in many countries, the decline in the power and influence of labour 
unions has contributed to a high degree of managerial autonomy, “[providing] wide scope for managerial 
innovation in employment and labour strategies” (Rubery and Wilkinson, 1994: 11).  

5. Conclusion 

In sum, the core argument is that given the fact that organizations face both rationalist and institutionalist pressures 
in their choice of HRM practices, there is a need for robust, integrated frameworks that incorporate this duality. 
Hence, we proposed the Institutional Rational Choice conceptual approach. An emphasis on strategic behaviour is 
at the core of this approach, a rejection of the deterministic view of institutional theoreists that organizations are 
“captives” or passive reactors to their institutional environment. Although this essentially is a variant of rational 
choice theory - given the emphasis on managerial autonomy and strategic behaviour - it is indeed distinct from it. 
The IRC approach acknowledges and stresses the point that the range of indeterminacy organizations have is not 
infinite, but bounded by the institutional embeddedness of firms. In other words, the institutional constraints 
imposed by actors and institutions such as parent company policies, trade unions and regulatory systems really 
matter as they affect and alter the internal incentives confronting organizations in the pursuit of their “rational”, 
goal-oriented behaviour (Ostrom, 1999).   

The IRC approach is also distinct from rationalist-oriented institutional theories, such as the choice-within– 
constraints new institutionalism (Ingram and Clay, 2000). While it may appear that the difference between them is 
only one of emphasis, there is a fundamental distinction. Institutional rational choice theory is first and foremost a 
theory of rational choice and individuals’ behaviour is assumed to be directed toward pursuing and maximizing 
their self-interest. This is in contrast to Ingram and Clay’s emphasis on “institutional forms”, and how these 
constrain the behaviour of organizations in the pursuit of their interests. In sum, while this conceptual framework 
emphasizes constraints-within-choices, theirs emphasizes choices-within-contraints. The Institutional Rational 
Choice conceptual approach is particularly useful for theorizing in contexts where there is a reasonably high level 
of managerial autonomy and coercive pressures from regulators and other social actors are not fierce.   

However, although Institutional Rational Choice provides a fresh conceptual approach to examine the various 
theoretical positions in explaining the diffusion of international HRM practices, it cannot claim to be a formal or 
“authentic” theory, in the narrow/strict sense of the word. It merely provides a “high-level” theoretical lens to 
investigate patterns and motives of practice adoption. It also lacks the precision of other attempts to provide an 
integrative framework, such as Edwards et al.’s (2007: 201) political economy approach, which aims to link  
“interrelationships between markets and institutions on the one hand and the material interests of actors on the 
other”. Empirical studies on the diffusion of HRM practices, particularly those with a multi-level design at the 
national and/or sectoral and firm levels, are needed to ascertain the usefulness and explanatory power of the 
proposed IRC framework.     
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