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Prefatory chapter: Institutions and
social innovation

W. Richard Scott

[nstitutions again matter! After decades of denial, oversight and
misspecification — under labels varying from behaviorism to individualism
to neoclassical economics extending for many decades well into the twenti-
eth century — social scientists have rediscovered the pivotal role played
by institutions in social life. Institutional arguments are once again being
formulated across the social sciences — by anthropologists, economists,
social historians, management scholars, political scientists and sociologists.
Coase, Commons, Durkheim, Marx, Weber and Veblen are again being read
and their insights reclaimed and renewed. And institutional approaches are
being crafted to examine social processes and structures across a full spec-
trum of levels of analysis ranging from games and groups to organizations,
organizational populations, organizational fields, sectors, societies and
transnational systems.

While the reach of institutions is wide, in the last two decades interest
and research attention have been concentrated at more macro levels. Fueled
by globalization fever, much attention has been devoted to rapidly increas-
ing levels of international trade and economic interdependence. Seemingly,
everyone is talking about globalization. Some accounts imply that we are
all trapped on a ‘run-away world’ — that we are unwilling passengers on ‘a
very fast train without drivers’ fueled by market forces, weakening state
boundaries and technological breakthroughs. Everyone is not wrong.
We inhabit an increasingly interdependent planet, but one I, together with
the editors and contributors to this volume, believe is amenable to analysis
and to intervention.

As Guillén (2001b) reminds us, globalization forces have been at work for
a long time, and our own efforts are only the most recent in a long series of
attempts to develop useful conceptual frameworks for interpreting and
attempting to guide modernization and globalization processes. Influential
previous approaches include modernization theory (Rostow, 1960), depen-
dence theory (Evans, 1979), world systems theory (Wallerstein, 1974),
late-industrialization arguments (Gerschenkron, 1962) and neoclassical
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Prefatory chapter X

approaches (Leff, 1978). Compared to these earlier perspectives, current
institutional approaches! offer a number of important advantages:

e They eschew a ‘totalistic’ or monolithic view of modernization
processes and economic development.

e They encourage detailed attention to the specifics of institutional
variety at the organization, sector or societal levels.?

e They support attention to the complex interactions among institu-
tional processes at multiple levels.

o They recognize that the globalization processes now under way not
only conduce to areas in which structures and activities converge, but
also promote diversity and innovation.

INSTITUTIONAL ELEMENTS

Contemporary or neoinstitutional theory got under way in the 1970s, with
the work of Berger and Luckmann (1967), DiMaggio and Powell (1983),
Hall (1986), March and Olsen (1984), Meyer and Rowan (1977), Meyer and
Scott (1983), Moe (1984) and Williamson (1975) leading the way. A flood
of theoretical advances informed by a wide range of empirical studies have
followed since then and up to the present time, making institutional theory
one of the most lively intellectual arenas within the social sciences (see
Scott, forthcoming). While there is clear maturation and progress, as of this
time there remain many and varied conceptions of institutions — for a sam-
pling, see Bourdieu and Wacquant (1992), Campbell (2004), Hall and
Soskice (2001), Nee (2005), North (1990, 2005), Ostrom (1990), Peters
(1999) and Pierson (2004). It will not come as a surprise that I prefer my
own conception of institution:

Institutions are social structures that have attained a high degree of resilience
[and are] composed of cultural-cognitive, normative, and regulative elements
that, together with associated activities and resources, provide stability and
meaning to social life. (Scott, 2001: 48)

Fortunately for current purposes, this conception has been generally
embraced by the editors of this volume (see Chapters 2 and 3).

My definition differs in a number of respects from competing concep-
tions:

e It accords more emphasis than most others to cultural-cognitive ele-
ments — shared beliefs, assumptions, organizing templates, schema.
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The importance of ideas — in contrast to interests or obligations — is
an important theme flowing through the chapters of the current
volume.

e Itemphasizes that institutions are multifaceted structures, highlight-
ing the role of symbolic elements, but insisting that they are only
significant to the extent that they are connected to and reflected in
social activities, social relations and material resources.

e It stresses the presence and interdependence of three different elem-
ents or components — regulative, normative and cultural-cognitive —
distinguished because they:

— provide differing bases of meaning and order

— are associated with differing social logics

— rely on differing mechanisms

— are identified by different indicators

— conjure up differing aspects of legitimacy (see Table 3.1).

e It recognizes that particular institutional complexes rely more on
some elements than others and/or exhibit variation over time in the
prominence or salience of the elements (see Hoffman, 1997).

® And, borrowing from Giddens’ (1979, 1984) structuration theory, it
recognizes that institutions operate simultaneously to channel and
constrain some structures and behaviors, but also to support and
empower others.

Many of the disputes about institutions among analysts stem from their
varying attention to one as opposed to another institutional element. Those
stressing regulative elements — primarily economists and rational-choice
political scientists — give more attention to deliberation and design.
Regulative elements are more formalized, more explicit, more easily
planned and strategically crafted. Emphasis is placed on clear rules and
directives, the manipulation of incentives, and the importance of surveil-
lance (for example, North, 1990; Williamson, 1975, 1985). However,
although rules and sanctions are more readily manipulated and their effects
more rapid, they can also be superficial and fleeting (Roland, 2004). Actors
are more likely to ‘game’ the system, so that behavior becomes decoupled
from rules and formal structure, in a manner depicted by Meyer and Rowan
(1977). Unless supported by other elements, a reliance on rules is likely to
result in shallow conformity and brittle stability.

Analysts focusing primarily on normative elements — typically sociologists
and historical or normative institutionalists in political science — give more
attention to the social embeddedness of social and economic behav-
ior (Granovetter, 1985; Peters, 1999: chap. 2). Actors are not viewed pri-
marily as rational calculators but as social persons who care deeply about
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their relationships to others and to their own commitments — their identi-
ties. Behavioral norms are reinforced by the response of others but are also
internalized by the actor. Much behavior is responsive not to ‘instrumental’
logics, but to the logic of ‘appropriateness’ (March and Olsen, 1989).
Informal relations among actors and specific situational demands often
trump narrowly defined self-interest or utilitarian concerns.

Those stressing cultural-cognitive elements — primarily cultural anthro-
pologists and sociologists and organization theorists — tap into a deeper
layer that includes widely shared beliefs about the nature of the world (cul-
tural frames) and cause—effect relations (social logics). The beliefs are ‘cul-
tural’ because they are socially constructed symbolic representations; they
are ‘cognitive’ because they provide vital templates for framing individual
perceptions and decisions. They supply ‘the software of the mind’
(Hofstede, 1991) that grounds our ‘rational’ choices. Some of these beliefs
and logics are explicit and subject to conscious manipulation — culture as
‘tool-kit’ (Swidler, 1986) — but others are deeply entrenched — culture as
‘taken-for-granted conceptions’ of the world (Berger and Luckmann,
1967). The latter, necessarily, are not quickly changed.?

INSTITUTIONAL CHANGE

Social scientists have long been interested in institutions as fundamental
sources of social order and stability, but in recent decades increasing atten-
tion has been devoted to the causes of institutional change. Early on, it
was presumed that, for institutions to change, they must be destabilized by
external shocks — by forces of nature, wars, economic jolts or break-through
new technologies. Such forces are, of course, at work. But, further reflection
has persuaded most scholars that it is overly simplistic to focus entirely or
even primarily on external factors: that much institutional change is gener-
ated by endogenous forces. Several theoretical developments have guided
this recognition.

First, Giddens’ (1979, 1984) seminal work on structuration theory has
reminded us that all social structures — including institutional structures —
are constructed by social actors.* Social structure is both the context for and
the product of action. All social action takes place within and is supported
and constrained by existing structures; and all action either reproduces these
structures or introduces change into them. The ability to introduce new ele-
ments into existing structures is termed ‘agency’ (DiMaggio, 1988;
Emirbayer and Mische, 1998). The actors involved may be individual or col-
lective. Oliver (1991) was among the first to point out that organizations
may choose to respond to institutional forces in a variety of ways, not only
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by compliance but by the strategic use of compromise, manipulation and
defiance. Institutional forces sometimes proceed in a ‘top-down’ manner, as
superordinate systems attempt to impose conformity on lower-level units,
but as often involve a ‘bottom-up’ process, in which individuals or organ-
izations resist or challenge such efforts, introducing new schemas and logics
into the mix of available elements (Scott, 2001: chap. 8). Institutional forces
are not one-way and determinate but interactive and reciprocal processes.

Second, institutions are not monolithic, unified systems. Working at a
macro level, Friedland and Alford (1991: 232) point out that the institu-
tions that comprise societies ‘are potentially contradictory and hence make
multiple logics available to individuals and organizations. Individuals and
organizations transform the institutional relations of society by exploiting
these contradictions.” Thus, for example, the varying beliefs and norms
associated with kinship systems often conflict with those governing eco-
nomic activities; and economic logics often privilege different interests or
values than do political logics (for example, efficiency vs equity). But even
within a single institutional complex — at a sector or organizational field
level - tensions and contradictions are likely to exist due to:

e the existence of entropy: the erosion over time of order, structure,
commitments (Zucker, 1988)

o the divide between general principles and local conditions, a ‘gap
or “mismatch” between the micro and macro levels’ (Sjostrand,
1995: 20)

e the misalignment of institutional elements — rules, norms, beliefs —
such that significant individuals or organizations are guided by atten-
tion to one rather than another element (Scott, 2001: chap. 8).

Third, the new institutionalism, more than alternative perspectives, rec-
ognizes the important independent role played by ideas in social life. John
Maynard Keynes, the eminent economist, recognized this truth. In the final
paragraph of his book on The General Theory he wrote:

The ideas of economists and political philosophers, both when they are right
and when they are wrong, are more powerful than is commonly understood.
Indeed, the world is ruled by little else. Practical men, who believe themselves to
be quite exempt from any intellectual influences, are usually the slaves of some
defunct economist. (Keynes, 1973 [1936]: 383)

Those who attempt to explain or guide institutional change — scholars
and policy advocates — typically privilege interests. Ideas are distinct from
interests, although they serve to ground and frame them. Campbell (2004:
chap. 4) elaborates on the different ways in which ideas enter into decision
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making about social change. Among the most important ideas are those
providing taken-for-granted assumptions that rest in the deep background
of decision processes: broadly shared norms and public sentiments such as
national cultures and cognitive paradigms that guide and constrain choice.
Operating more in the foreground are the cultural frames that are employed
to justify and legitimate decisions, as well as the programs that provide
specific guidelines for addressing problems. Types of actors who carry on
this work range from theorists and professionals to framing specialists,
such as politicians, campaign managers and spin doctors; carriers, such as
media representatives and consultants; and brokers — intermediaries who
connect the varying social worlds of discourse.

It is increasingly recognized that, as ideas are transmitted from one
context to another, they are not simply ‘diffused’ but ‘edited” and ‘trans-
lated’ (Czarniawska and Joerges, 1996; Sahlin-Andersson, 1996; Westney,
1987). As Strang and Meyer (1993: 104, 106) observe, if practices and struc-
tures are to diffuse, they must be theorized. ‘By theorization, we mean both
the development and specification of abstract categories, and the formula-
tion of patterned relationships such as chains of cause and effect . . . Under
these conditions, we suppose that what flows is rarely an exact copy of some
practice existing elsewhere.’

Moreover, there is a wide range of mechanisms or ‘carriers’ by which
ideas are transmitted. I have suggested that carriers may, variously, be com-
prised of symbolic systems, such as those transmitted by the mass media,
relational systems, including interactions among individual and collective
actors, by contacts among as well as by the movements of people, routines,
such as protocols and standard operating procedures, and artifacts, includ-
ing tools and technologies (Scott, 2001: chap. 4, 2003). We must recognize
that carriers are not neutral conveyers. As Abernethy (2000) has demon-
strated, it makes a palpable difference in the international arena whether
new ideas favored by foreign countries arrive backed by the bayonets of
invading armies, the inducements of merchant traders or the blessings of
missionaries.

SOCIAL INNOVATION

The editors and authors of this volume direct primary attention to the dif-
ficult and fundamental question of what role institutions play in the pro-
duction of new ideas and new kinds of social structures — social innovation.
Institutional scholars generally are roughly organized into two camps on
this question and, not unexpectedly, these disagreements are reflected in the
following chapters. One view, termed ‘a positive theory of institutions’
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(DiMaggio and Powell, 1991: 5-6) or ‘actor-centered functionalism’
(Pierson, 2004: 104), is based primarily on the work of rational-choice
economists and political scientists (for example, Moe, 1984; Williamson,
1981). These scholars begin with a conception of boundedly rational,
utility-maximizing actors but recognize that choice and behavior take place
within the context of institutions. Emphasis is placed on the regulative
aspects of institutions: institutions are rule systems that constrain action
through the use of incentives — rewards and sanctions. In this approach it
is argued that actors construct a particular institution with the expectation
that it will serve the interests of those enacting it. Thus, intentionality is
closely linked to questions of power.

Rational-choice institutionalists have provided explanations for a wide
variety of institutions, ranging from the fabrication of incentive and
control systems within organizations and parliaments to the crafting of
regulatory policies for sectors to the construction of national and interna-
tional regimes (see, for example, Shepsle, 1989; Williamson, 1985; Young,
1986). This work provides a strong foundation for rigorous theorizing and
has surely served to call the attention of economists and political scientists
to the important role played by institutional frameworks in economic and
political change. However, it is also rendered vulnerable by its questionable
assumptions, many of which are highlighted in Paul Pierson’s thoughtful
critique of the limits of institutional design (2004 chap. 4). In brief
summary, Pierson points out that:

Actors may be instrumental and farsighted but have such multiple and diverse
goals that institutional functioning cannot easily be derived from the preferences
of designers. Alternatively, actors may not be instrumental in the sense implied
by this framework. Or they may be instrumental, but not farsighted. Perhaps,
most important, they may in fact have a single, instrumental goal and be far-
sighted, but major institutional effects may be unintended. Finally, actors may
make rational design choices, but change in broader social environments and/or
in the character of these actors themselves [for example, their preferences] may
markedly worsen the fit between actors and institutional arrangement after they
are chosen. (2004: 108)

The second view of institutional construction — one that accords with my
own — is primarily associated with sociological and organizational scholars.
It emphasizes limitations on the rationality of actors and, hence, of institu-
tional ‘design’. This view is less easily summarized because it is less taut, more
complex and somewhat messy. It shifts emphasis from the regulative to the
normative and cultural-cognitive facets of institutions. Institutions do con-
strain but they also constitute — both actors and actions. That is, institutional
norms and beliefs serve as the basis for constructing models of certain kinds
of individual actors — capitalists, entrepreneurs, politicians — or collective
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actors — guilds, churches, corporations — each associated with specific types
of actions.

Institutionalized rules, located in the legal, social scientific, customary, linguis-
tic, epistemological, and other ‘cultural’ foundations of society, render the rela-
tion between actors and action more socially tautological than causal. Actors
enact as much as they act: What they do is inherent in the social definition of the
actor itself. (Meyer et al., 1987: 22)

What is retrospectively viewed as ‘rational choice’ is often neither rational
nor choice but the enactment of an existing script — or perhaps a selec-
tion from alternative scripts — called out by who the actor is (her role or
identity) and the demands of the situation.

Thus, in attempting to understand the sources of innovation and social
creativity, rather than searching for distinctive individual characteristics,
many contemporary students of entrepreneurship instead stress the impor-
tance of context. The term ‘entrepreneurship’ conveys too much inten-
tionality and individuality to sit well with dyed-in-the-wool sociological
institutionalists, but if understood not as a trait but as a set of activities or
efforts that promotes change it can be accommodated into our discourse.
Necessarily, actors have a greater capacity for choice and for ‘creativity’ the
more complex and contradictory the institutional matrices in which they
are involved. The more contradictions, the more materials — alternative
structural templates, routines, scripts — which will be available for actors to
deploy. This is one of the ways in which institutions act not just to constrain
but to empower actors.

Suchman and colleagues (2001) identify three distinct cultural processes —
diffusion, recombination and sense-making — associated with entrepreneur-
ship.

Diffusion introduces preexisting models into new fields . . . In this process, entre-
preneurship may simply involve imitating the organizational forms of one field
when launching new endeavors in another. Recombination goes one step further,
constructing novel organizations, but from preexisting standardized compo-
nents . . . Finally, sensemaking, the most radical form of instructional entrepre-
neurship, involves the construction of genuinely novel cultural accounts to
address unexpected and anomalous events. (2001: 355)

Note that the first two processes involve the enactment of existing models —
not the generation of new ones — albeit applied to new circumstances or in
new combinations. As Meyer and Rowan (1977: 45) point out: In contem-
porary societies, ‘the building blocks for organizations [are] littered
around the societal landscape; it takes only a little entrepreneurial energy
to assemble them into a structure’.
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More generally, the empirical research of many scholars supports the
conclusion that ‘entrepreneurship is a collective activity’ (Schoonhoven
and Romanelli, 2001: 387). Rather than the efforts of lone individuals, it
is more often teams of individuals who work collectively to create new
organizations; ‘founding teams tend to be formed from among existing
networks of colleagues’ (p. 386). And such teams are ‘even more critical to
the founding of new industries or [new] organizational populations’
(p. 386). Only collective efforts can combine to create the necessary regula-
tory, normative and cultural-cognitive supports to sustain a new industry
or field (Aldrich and Fiol, 1994).

As is well known, once established, institutional frameworks are likely to
persist. As particular patterns — political, economic, industrial — are laid
down, later developments are likely to follow along in the same contours in
what is termed a ‘path dependent’ process (David, 2000). Because different
societies have developed under varying conditions and at varying rates,
each shows a somewhat distinctive complex of institutional arrangements.
This ‘matrix of institutions’ constitutes and defines the ‘innovative capa-
bilities of a nation’ (Murmann and Tushman, 2001: 181; see also Nelson,
1993).

A debate currently rages among globalization scholars regarding the
long-term effects of the processes at work.> Some argue that it produces
increasing convergence among nations and organizational forms, such as
corporations. Neo-liberal economists and political scientists assert that the
competitive forces unleashed by finance capitalism press these structures to
adopt the most productive and efficient (hence, similar) arrangements (see
McKenzie and Lee, 1991; Ohmae, 1990). And some institutional scholars,
such as John Meyer and associates, have described and documented the
homogenizing effects of culturally defined frameworks of ‘rationalization’
that conduce states and companies to embrace at least superficially similar
structures (Drori et al., 2006; Meyer and Hannan, 1979).

However, a substantial number of other scholars, including many insti-
tutionalists, insist that divergence — the persistence and reinforcement
of difference — is both the expected and the observed outcome of global-
ization. They point to continuing fundamental differences in the socio-
economic structure of states and societies (Hall and Soskice, 2001), to
continuing differences in the policy culture of states (Dobbin, 1994), to
differences in assumptions regarding economic organization and differing
‘recipes’ for constructing business systems (Orru, Biggart and Hamilton,
1997; Whitley, 1992) and to differing strategic reactions by various coun-
tries and their industries to the ‘same’ global competitive pressure (Guillén,
2001b). The debate regarding the effects of globalization processes on states
and organizations is far from settled — indeed, the processes themselves are
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still under way, but it seems fair to conclude that most of the contributors
to this volume see more evidence of divergence than convergence among
industries and countries.

A final observation. Although the focus of the current volume is on
institutional change taking place within countries, it is important that we
do not overlook the institution-building activities taking place at the trans-
national level. During the current era, an ever-increasing number and
variety of institutional agents are at work constructing new rules, new
norms and new schemas. The types of agents include multi-national
consulting organizations; professional associations engaged in efforts to
reform and standardize practices within every area of social life — from
child care to environmental protections, to quality assurance within com-
panies, to international advocacy groups, such as Advocacy International
and Earthfirst; and framers and arbiters of international trade agreements
(see Boli and Thomas, 1999; Brunsson and Jacobsson, 2000; Smith, 2005;
Young, 1986). These and related actors and processes may be expected to
strongly affect economic development processes now under way within
individual societies. We embrace the conclusion reached by Dijelic and
Quack:

From the perspective we adopt that any kind of economic activity is embed-
ded in a wider institutional frame, this is also true of transnational markets
in the larger sense of the word. Hence we argue that globalization of eco-
nomic activity reveals . . . processes of institutionalization in the transnational
space. Globalization, we claim, is not only about adaptation and change of
national institutions. It is also about institution building in the transnational
arena —a space traditionally and typically pictured and described as anomic and
adversarial. (2003: 3)

In our time, there is much to look at and much to see by employing an
institutional lens, as readers of this volume will discover as they peruse the
chapters of this book.

NOTES

1. There exist, of course, quite important precursor studies, such as those of Weber (1968
trans. [1924]), Geertz (1963) and Dore (1973).

As Swiss historian and economist Simonde de Sismondi (1837: iv) observed nearly two
centuries ago: ‘I am convinced that one falls into serious error in wishing always to gener-
alize everything connected with the social sciences. It is on the contrary essential to study
human conditions in detail. One must get hold now of a period, now of a country, now of
a profession, in order to see clearly what a man is and how institutions act upon him.’

3. For a more extensive discussion of institutional elements, see Scott (2001), Chapters 3

and 4.
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4. Giddens (1984: 24) defines institutions as ‘the more enduring features of social life . . .
giving “solidity” [to social systems] across time and space’.
5. For thoughtful summary discussions, see Guillén (2001a) and Campbell (2004: chap. 5).
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