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Conceptualising the Praxis of Benchmarking through Institutional

Theory

Abstract

The objective of this research is to develop a conceptual framework based on
classical institutional theory to explain the key drivers or mechanisms behind the
adoption and use of the business practice of benchmarking. The paper
commences with the development of a conceptual view of benchmarking placing
the four dimensions of benchmarking on a continuum from passive to active
actions that improve performance. This is followed by the development of a
construct for investigation using institutional theory through its major
components, organisational isomorphism and organisational legitimacy and their
drivers. Overlaying the conceptual view of benchmarking and the institutional
theory construct a conceptual crossover is developed identifying the specific
drivers of institutional theory and their relevant benchmarking dimension. In so
doing the study provides a base that creates meaning and significance through
linking the subjective and objective realms of theory and practice. This, in part,
answers the critics who argue that managerial accounting research focuses on the
description of business practices and has failed in developing appropriate
theories. It also provides a model to test the institutional theory/benchmarking
relationships



Conceptualising the Praxis of Benchmarking through Institutional
Theory

Introduction

During the 1980s and 1990s a plethora of innovative tools or techniques evolved
within the management and management accounting literature, each purporting to be
the solution to many business ills (Johnson and Kaplan, 1987; Cooper, 1989; Johnson,
1992; Shank and Govindarajan, 1993; Noreen, Smith and Mackay, 1995). One such
technique was benchmarking, currently seen as an atheoretical application in the
literature and in practice. The focus of this paper is to present a conceptual framework
for benchmarking; arguing that by conceptual framing in an applied field like
management accounting provides greater understandings within the areas we study,
managers, organisations and society. Drawing on institutional theory, in particular the
seminal work of Meyer and Rowan (1977), Pfeffer and Salancik (1978) and
DiMaggio and Powel (1983), and specifically the concepts of organisational
isomorphism and organisational legitimacy, the authors analyse the role of
benchmarking as part of organisational change.

At the hart of the argument that institutional theory provides a conceptual framework
for benchmarking is the belief that institutional theory provides processes, by which
structures, including rules, norms and routines become established and authorised as
acceptable business practice. The literature provides two complementary mechanisms
of how this can occur:

1. Institutional isomorphic change, is seen as the desire of organisations to adopt
similar structures, strategies, and processes to other organisations in their
environment through three key drivers (a) coercive isomorphism, stemming
from political influence and the problem of legitimacy; mimetic isomorphism
resulting from standard responses to uncertainty; and (c) normative
isomorphism associated with professionalism (DiMaggio and Powell, 1983).

2. Organisational legitimacy flows from the institutional perspective that an
organisation’s survival requires it to conform with social norms of acceptable
behaviour, arising from the status conferred by external interested parties,
usually the government, the public, or the professions (Meyer and Rowan,
1977; Deephouse, 1996; (Covaleski and Dirsmith, 1988)



Institutional theory, then, provides a useful framework for analysing the adoption of
benchmarking, as well as providing insights into the forces that bring about change in
the structures of acceptable business practice. The paper contends that the increased
managerial requirements of today’s complex business environment, as depicted in the
development of performance models and expressed through the drive for best
practice, parallel the pillars of organisational isomorphism and organisational

legitimacy.

The Purpose of Theory and Praxis

Where does the paradox of theory and praxis fit within the management accounting
arena? The recent debate on the state of management accounting research and theory
provides some answers (Zimmerman, 2001; Ittner and Larcker, 2001; Ittner and
Larcker, 2002). Ittner and Larcker’s (2001) raised the issue of theory and praxis with
their general observations that current empirical managerial accounting research is
motivated purely by the fact that certain topic have received considerable attention in
the business press, with little effort to place the practice or study within some broader
theoretical context which leave us with an underdeveloped body of research that fails
to build on prior studies that may increase our understanding of the topic. Zimmerman
(2001) further provoked this argument when he stated that the literature had failed to
move from describing practice to developing and testing theories because the
management accounting literature has failed to produce a coherent body of knowledge

as the literature’s objective is not to test theories.

On the other hand Luft and Shields (2003) point to theory consistent research in
management accounting, specifically those relating to causes and effect. Baxter and
Chua (2003, 99-100) summarise the purpose of management accounting as
“mobilising research to provide a platform for critigue and improvement within
organisations, in particular, and society in general”. This theme supports the earlier
aims of management accounting research, specifically that management accounting is
“in the end, a practical field where theory without pragmatic implications is empty
(Kasanen, Lukha and Siitonen 1993)

While the above provides insight into the mainstream conceptions of the academic

community it does not explain the lack of theory development in mainstream



managerial accounting journals to provide a theoretical underpinning for recent
accounting innovations in general, and benchmarking in particular. Specifically
related to benchmarking are suggestions that a theoretical underpinning has been
developed to provide legitimacy to this approach to improving quality (Rolstadas,
1995: Stork and Morgan, 2001: Kelessidis, 2002). However, on closer inspection the

claims to a ‘theory’ appear to relate more to “application’ (Merchant, 1997).

This then leaves the question of whether Institutional Theory is appropriate device to
investigate benchmarking. How does it fit into the notion of building a body of
knowledge within a practical arena? Much of what has informed management
accounting research has developed within the natural and social sciences and as such
provides what Llewelyn (2003) refers to as a bewildering array of theoretical forms.
To negotiate a conceptual path Llewelyn (2003) identifies ‘explanation’ as one level
of research. The notion of explanation fits well within one of Llewelyn’s (2003)
insight of theorisation, that of concept theories. As Llewelyn (2003) states, concepts
constitute theories of practice, which provide “fundamental tools used in social
practice both to observe and represent the world”. As such the concept of institutional
theory, which provides a process by which structures are established and authorised,
and benchmarking, which provides a tool through which organisations strive towards

best practice appear mutually compatible.

Therefore, the motivation for this paper springs from a desire to understand the cause
and effect on benchmarking of institutional theory in order to improve systems of
practice. In other words to use the understandings provided by institutional theory to
provide better practices, in terms of content, form and use (Chenhall, 2003) for the

multiple users of the benchmarking practice.

Literature Review
The Dimensions of Benchmarking
Past factors critical to corporate success focused on the development of mass
production, which resulted in cost accounting practices designed largely to permit
managerial drive towards direct labour and raw material efficiencies (Lothian, 1987).
These bear little resemblance to those encountered in today’s fast-changing

manufacturing and service environments. The current environment requires tools that



endorsement, public endorsement, and professional endorsement. Government
endorsement impacts on industry benchmarking and best-in-class benchmarking
through organisations benchmarking particular aspects of conformity to regulatory
requirements. While public endorsement also impacts on these two levels of
benchmarking the benchmarking exercise flows from an organisations desire to
compare itself with similar organisations requiring public acceptance. The final driver
of organisational legitimacy, professional endorsement, provides a measure of
maintaining standards of professional competence and accountability and focuses
specifically on best-in-class benchmarking. In this way it allows organisations to
establish accountability standards acceptable to society and works in consort with

normative isomorphism.

Therefore, organisational legitimacy, depicted through government, public, and
professional endorsement, reflects the organisations perception of its acceptance by
society (Scott, 1995). In this respect it is argued that organisations will benchmark
other organisations in order to align themselves with symbols, values, and practices
which are perceived as legitimate (Dowling and Pfeffer, 1975; Milne and Patten,
2002). In this context it is most influential at the industry and best-in-class dimension
of benchmarking

Conclusion

The purpose of this paper was to provide a conceptual framework, using institutional
theory, in which to locate the practice of benchmarking, thus providing a theoretical
underpinning for a practical application. In this way the paper addresses the concerns
of Zimmerman (2001), and Ittner and Larcker (2001), by providing a theoretical
concept that supports practitioner-oriented techniques. The first step was to translate
the focus of a practitioner technology that is used to implement and measure practical
performance, into the concepts and language of Institutional Theory, which provides
the framework for organising the insights, derived from the practice.

The second step was to construct a conceptual model that would provide the

theoretical rigor required by the critics. To do so the paper considered the notion of
“theory” and the definitional constructs used by Lleweyn (2003) to posit the practice
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of benchmarking within the *“theoretical” landscape. As such Llewelyn’s (2003)
notion of conceptual theory provides a base that creates meaning and significance
through linking the subjective and objective realms of experience by linking

institutional theory with benchmarking.

Both steps, articulated above, provide the translation of the practitioner-oriented
technique into the concepts and language of institutional theory and the construct of a
conceptual model that provides the theoretical framework. How this addresses the
concerns of Ittner and Larcker (2001) and Zimmerman (2001) as to whether the
benchmarking represents solutions to real problems or is simply a fad promulgated by
consultants, and if it places the practice within some broader theoretical context,
depends on the importance placed on theory by the reader. However, the paper has
endeavoured to meet its stated purpose of filling the gap, or at least raising the
interest, in “developing and testing theories explaining observed practice.
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A Conceptual View of Benchmarking
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A Construct for Investigation Using Institutional Theory
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The Conceptual Crossover
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