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Abstract

MARKET AND ORGANIZATIONAL FACTORS ASSOCIATED WITH TEACHING
HOSPITAL PARTICIPATION IN STRATEGIC HOSPITAL ALLIANCES
James D. Bramble, Ph.D.

Virginia Commonwealth University, 1998

Major Director: Roice D. Luke, Ph.D.

This research investigated market and organizational
factors that influence the strategic decisions of teaching
hospitals to participate in strategic hospital alliances
(SHAs) . It described the characteristics of both teaching
hospitals and the health care environment in which they
operate. This research also examines the association of
these factors with the strategic position of teaching
hospitals in terms of their dominance in the market or
within their organizations.

The theoretical model used two concepts from
institutional theory--coercive and normative pressures. It
was argued that coercive pressures in the market facilitated
the decision to participate in SHAs and gain market and
Organizational dominant positions. Alternatively, normative

organizational pressures were argued to hinder the process



dix
of participating in SHAs and gaining market and
organizational dominance.

An important finding of this research was that high
levels of SHA penetration had a negative influence on all
three dependent variables, SHA participation, market
dominance, and organizational dominance. This finding
suggests that as market consolidation advances, teaching
hospitals may find it difficult to participate in SHAs or
gain positions of dominance. In addition to the SHA
penetration measure there were a number of other
relationships of interest. SHA participation was related to
the percent of large employers in the market and the
teaching hospital's net revenue. Market dominance was
related to the percent of large group practices and the
percent of primary care physicians in the market as well as
the profit status of the teaching hospital. Organizational
dominance was related to the profit status and the

administrative structure of the teaching hospital.



CHAPTER 1

Introduction

Teaching hospitals are an important part of America's
health care system. In addition to their sophisticated
technology and cutting edge research, they deliver a large
percentage of health care services throughout the country
(Iglehart, 1993). They also deliver a disproportionate share
of charity and indigent care. Although only a small
percentage of all short-term, non-federal acute care
hospitals are classified as members of the Council of
Teaching Hospitals and Health Systems, they represent
approximately one fourth of all the beds and admissions
across the country. However, in recent years, teaching
hospitals have faced declining support for indigent care,
decreasing demands for specialist physicians, and increasing
clinical competition in their local markets (Luke & Bramble,
1996; Moy, Valente, Levin, Bhak, & Griner, 1996). Increasing
competition for patients among hospitals has become
especially important in light of hospital consolidation into
fewer organizations and aggressive system to compete for
managed care contracts (Luke & Olden, 1995). Thus one goal

of this study is to examine how increasing competition



within their health care environments effect the nation's
teaching hospitals.

Because of their organizational structures and history
of serving as a necessary public good, rather than one of
several competing private service providers, teaching
hospitals face certain barriers as they attempt to respond
to changes occurring in the health care industry. It has
been noted that within consolidating markets, teaching
hospitals may be inhibited in their attempts to make the
rapid decisions necessary to effectively compete with other
providers in the market (Rogers, Snyderman, & Rogers, 1994).
This is in part due to the complex and inflexible structures
that seem to be prevalent in most teaching hospitals (Thier,
1994) . Additionally, many of them operate within the
political arena and therefore face strict state requirements
with respect to personnel and purchasing policies,
constraints to acquire capital for investing in various
partnering arrangements, and other political interferences
(Iglehart, 1995). All of this handicaps the teaching
hospital's ability to operate in markets where new
interdependencies between hospitals, physicians, and third
party payers are being created.

Many teaching hospitals face uncertain futures in the
wake of developments that threaten their traditional ways of
doing business. As market forces change the shape of

America's health care system, teaching hospitals risk losing



their central role of providing valued complex and
specialized services and becoming solely hospitals of last
resort for the indigent and poor. For example, it has been
noted that in many urban areas, teaching hospitals offer few
services that are not available in other community hospitals
or from physician specialists in private practice (Howard,

1994; Kralewski, Hart, Perlmutter, & Chou, 1995). Teaching

hospitals must adapt the traditions of academic medicine to

the new strategic choices and business challenges that are
emerging. Thus, in a managed care environment, teaching
hospitals may need to establish partnerships and other
contractual arrangements with area health care providers to
maintain reasonable patient flows and referrals of tertiary
cases for teaching and research.

The strategic challenges facing teaching hospitals are
daunting. It is likely that their responses will vary from
one teaching hospital to the next, in part, due to
differences in market and organizational structures.

This study focuses on the impact of changes in the
health care market on the nation's teaching hospitals.
Several questions are asked:

1. What organizational and market characteristics are
associated with teaching hospital participation in
hospital networks?

2. What organizational and market characteristics are

associated with the strategic positions that teaching



hospitals have within their local markets and, if
relevant, their hospital networks?

3. What organizational and market characteristics are
associated with the organizational positions of teaching
hospitals within their hospital networks?

To provide a context for this study, this research develops

the importance of the nation's teaching hospitals and

discuses the changes occurring across the health care
industry. A theoretical framework and typology are developed
for the purpose of clarifying the relationships that exist
between teaching hospitals and their organizational and
market positions in their local environments. Focusing on
these relationships, a set of hypotheses are derived and
analyzed. Finally, the results are presented and
implications and suggestions for further research are

discussed.

Teaching Hospitals

Defining Teaching Hospitals
For the purpose of this research, a designation
consistent with that of the Association of American Medical
Colleges' Council of Teaching Hospitals is used to broadly
define America's teaching hospitals. Many hospitals
demonstrate a commitment to the three missions of teaching

hospitals; namely, medical education, clinical research, and



patient care, especially care of the poor and indigent
(Ebert & Brown, 1983). But they differ in the degree to
which they are involved in each of these missions. To define
teaching hospitals, one must differentiate between hospitals
that have a major commitment to these missions from those
that do not. To do this, this research applies the current
requirements of the Association of American Medical Colleges
(AAMC) for membership in the Council of Teaching Hospitals
and Health Systems (COTH).

Currently a member of COTH must, at a minimum, sponsor
four approved residency programs. Two of these must include
medicine, surgery, pediatrics, family practice,
obstetrics/gynecology, or psychiatry. They must also have a
documented affiliation agreement with a medical school
(Association of American Medical Colleges, 1995).

Using the COTH definition allows us to distinguish
between major teaching and non-teaching hospitals.
Additionally, this definition identifies teaching hospitals
according to their degree of commitment to academic
medicine. Such distinctions have proven useful in
identifying teaching and non-teaching hospitals over several
decades (Lash & Dickler, 1993). Throughout the remainder of
this study, hospitals that meet the above definitions are
referred to as COTHs or teaching hospitals interchangeably.

All other hospitals are referred to as community hospitals.



Organizational Structure of Teaching Hospitals

There are a number of issues to consider when viewing
the organizational structure of teaching hospitals. Some of
these include whether the teaching hospital is public or
private and the degree to which the hospital is tied to the
medical school and university. This section looks at both of
these issues, discussing the latter first.

For those hospitals that meet the broad definition of a
COTH, the AAMC identifies three subgroups: integrated
hospitals; independent hospitals; and children's, specialty,
or Veteran Affairs hospitals (Association of American
Medical Colleges, 1995). Only the first two subgroups,
integrated hospitals and independent hospitals are used in
this study (see Appendix 1 & 2 for a list of hospitals in
these groups). Integrated COTHs are made up of general, non-
federal, acute care hospitals that are under common
ownership with an accredited college of medicine or have the
medical school's chairmen either serving as or appointing
the hospital chiefs of service. Independent COTHs do not
have common ownership, but have signed affiliations with
accredited medical schools that fall short of common
ownership. However, they do sponsor or significantly
participate, as defined by the criteria for COTH membership,
in graduate medical education. Both integrated and
independent COTHs can either have private or public

ownership.



Many teaching hospitals often must deal with multiple
owners or owner-like groups who wish to influence operating
decisions (Munson, Choi, & Allison, 1986). This is
particularly evident in state university and publicly owned
teaching hospitals. For example, much of the complex,
regulated and inflexible organizational structures of
teaching hospitals has evolved and is perpetuated from the
role society expects them to play. Thus, COTHs may feel the
influence of many different interest groups trying to ensure
their needs are met.

Adding to the complexity of integrated COTHs are their
governance structures. Traditionally there is a board of
regents that oversees and governs both the academic and
hospital units of the university (Choi, Allison, & Munson,
1985) . This dual responsibility decreases the likelihood of
timely responses to competition by other providers.
Additionally, having to first receive state and/or
university approval for the many critical as well as routine
decisions that have to made further slows the responsiveness
to competitive market changes (Choi, Allison, & Munson,
1985) . This produces a cumbersome process that results in
the loss of opportunities to strengthen, if not maintain,
the teaching hospital's market position (Munson, Choi, &
Allison, 1986).

The degree of interference to the decision-making

processes may be related to the ownership of the teaching



hospital. Allison and Dalston (1982) point out several
implications related to teaching hospital ownership. They
reported that private teaching hospitals typically are
larger and have larger budgets than do their universities.
This creates a situation where the influence of private
teaching hospitals over their universities is greater than
that which public teaching hospitals have over their
universities. For example, while private COTHs rely on
patient care revenue and philantrophy, public COTHs receive
state appropriations (Allison & Dalston, 1982; Choi,
Allison, & Munson, 1985). Moreover, this appropriation
rarely goes to the hospitals directly, but is allocated to
the universities, which then allocate funds to the hospital
or its various units; thus, greater power and influence is
given to the states and universities.
Characteristics of Teaching Hospitals

Teaching hospitals evolved in the early twentieth
century in response to changes in both medical education and
the perceived needs for specialized care (Flexner, 1910;
Ebert & Brown, 1983; Iglehart, 1993). The activities of
teaching hospitals go far beyond those of other acute care
general hospitals. BothICOTHs and community hospitals are
concerned with applying existing knowledge in the pursuit of
patient care. However, COTHs have additional concerns,
including responsibility for developing and assessing new

technologies and drugs, educating and training society's



physicians, and caring for the poorest and sickest of
patients (Kassirer, 1992).

Teaching hospitals are, in general, large facilities
that have longer lengths of stays, higher expenses per
admission, greater numbers of services, and more full-time
equivalents per patient than non-teaching hospitals (see
Table 1) . They tend to be located within large urban markets
with the larger metropolitan areas having be more than one
COTH. Additionally, many are located in the inner cites and
are thus plagued by the problems associated with these
areas, such as violence and poverty (Iglehart, 1993). As
noted in Table 1, many of these COTHs are located in the
large eastern markets. Table 1 also shows that both
integrated and independent COTHs represent approximately 10%
of the general acute care hospitals and together they
account for about 25% of hospital admissions. Thus, they are
significant providers of patient care. Furthermore, the
table shows that the costs of providing patient care are
generally higher for COTHs than community hospitals
(Epstein, 1995; Iglehart, 1993).

Many reasons for the differences noted above exist. A
summary of some of these differences is shown in Table 2. In
addition, teaching hospitals must cover much of the costs
through patient care revenues, treat a higher patient mix
(ile., a greater number of complex cases), make heavier use

of laboratory and other high priced technologies associated
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with teaching, and see a greater number of non-paying
patients (Ebert & Brown, 1983).

Much of the higher costs associated with COTHs may be
attributed to their stance towards the use of new, and
sometime still experimental, procedures. Teaching hospitals
develop and test many new technologies and while these may
be expensive and only marginally useful, especially in the
short-term, their use may be essential to the academic
advancement of COTH faculty members (Fox & Wasserman, 1993).
Thus, incentives exist not only to have available but also

to use all available technologies.



Table 1

11

Number of Inpatient Services and Geographical Distribution

of COTHs and Community Hospitals

Integrated Independent Community
COTHs COTHs Hospitals
Number of hospitals- 113 175 2,446
Percentage of total 4.1 6.4 89.5
Beds
Total 71,083 95,095 554,015
Average 629 543 226
Percentage of total 10.0 13.0 T4 0
Admissions
Total 2,567,684 3,606,701 18,900,608
Average 22,723 20,609 i, 725,
Percentage of total 10.0 15.0 75.0
No. inpatients surgeries 991, 649 1,124,304 7,461,572
Percentage of total 10.4 11.7 77.9
Average length of stay 7.46 7.03 6.08
Average no. of services 61 57 39
Region
East 38 82 524
South 33 27 813
Midwest 28 46 567
West 14 20 542
Notes. Source 1994 AHA Annual Survey Data



Table 2

12

Summary of the Differences between COTH Members and

Community Hospitals

COTHs

Community Hospitals

e Develop and assess new

technology

e Apply innovative and

experimental treatments

e Heavy use of specialists

e Emphasis on tertiary care

e Heavy use of inpatient

care

e Extra costs due to
resident patient care

(i.e. training)

e Autonomous faculty

practice plans

Prudent use of existing

technology

Apply existing knowledge

(i.e., practice guidelines)

Heavy use of primary care

physicians

Emphasis on primary care

Heavy use outpatient care

Efficient patient care
through the coordinated
use of various health care

professionals

Coordinated physician

practices
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Teaching hospitals, in connection with medical schools
also have a large commitment to research. Their research has
led to dramatic advances in many areas such as gene therapy,
immunology, and organ transplantation (Levey, 1995). Funding
for much of this research comes from the National Institutes
of Health (NIH) and the pharmaceutical and biotechnical
industries (Ebert & Brown, 1983; Levey, 1995).

A number of federal and state policies have impacted
COTHs throughout the years. For example, Medicare and
Medicaid have allowed hospitals to receive at least some
reimbursement for care provided to previously designated
charity patients (Schramm, 1983). This has provided
additional funds to teaching hospitals, making a positive
difference in their financial viability (Ebert & Brown,

1983) .

Industry Changes in the Health Care Environment

Despite the fact that public and political pressure for
national health care reform has at least temporarily
disappeared, the motivation for health care organizations to
position themselves to survive within a continually changing
market has not. Increases in public awareness and the threat
of government reform have set in motion a frenzy of
consolidation activity and other market responses including

outright mergers, vertical integration, and the formation of
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loose alliances between health care organizations.
Consolidation has occurred at all levels of health care,
including payer as well as provider organizations (Luke,
Rossiter, Swisher, & Bramble, 1996; Zelman, 1996).

The changing markets in health care can be seen in
conceptual terms. The key actors can be grouped according to
whether they are customers, suppliers, or competing firms,
all of which interact with one another (Dill, 1958; Emery &
Trist, 1965, Pfeffer & Salancik, 1978; Starkweather & Cook,
1988) . From a hospital's strategic viewpoint, the major
rivals with which hospitals compete for customers and other
critical resources are located mainly within their own
market areas (Thorelli, 1986). The argument is often made
that "health care is local" and thus should be examined at
the local level (Luft et al., 1986; Luke, 1991).

Changes among health care providers produce
countervailing responses among others within their
respective markets, which in turn may stimulate further
changes adding turbulence and uncertainty to the health care
environment. In Denver, for example, a series of
acquisitions and alliances has resulted in all 15 acute care
general hospitals becoming aligned with other hospitals in
four local health care systems or networks. Denver is not
atypical of markets nationally where similar changes are
occurring among hospitals, physician groups, and managed

care organizations.
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Among hospitals, one of the more important
organizational forms to emerge in the local markets are
strategically aligned hospital clusters. In a recent study,
Luke and Olden (1995) found that within urban markets
approximately 55% of community acute care general hospitals
participated in local systems and networks. Luke, Olden and
Bramble (1997) labeled these local systems and networks as
strategic hospital alliances (SHAs), which are defined as:

two or more hospitals in a given market that come
together to generate critical competitive advantages
and pursue their collective survival in the market.

Many SHAs thus represent loose affiliations among
collaborating hospitals. Even many that join hospitals
strategically through ownership leave in place preexisting
management and governance structures resulting in high
levels of interorganizational autonomy among local
collaborators. Thus the formation of SHAs at the local level
represents a significant change from the organizational
hierarchies that typically are discussed in the literature
(Astley & Brahm, 1989).

Many environmental forces may influence hospitals as
they decide to participate in SHAs; however, as suggested by
Luke and Olden (1995), the need to compete in the growing

managed care environment may provide the primary rationale
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for much of the recent interorganizational activity among
hospitals.

Viewed as viable mechanisms for containing the rapidly
rising costs of health care, managed care plans have
proliferated in the last few years as more and more
employers and other payers have sought to control their
health care costs. These plans have integrated the financing
and delivery of care through contracts with hospitals and
other providers to provide services, capitated payment
arrangements with employers that agree to purchase services
only through the plan, and the management of utilization
among plan members and participating providers. In return
for assurances of patient flows, hospitals and other
providers have agreed to perform selected covered services
for predetermined, often discounted prices.

Overall, managed care penetration of local health care
markets has increased rapidly in recent years (InterStudy,
1996) . As managed care companies have entered markets and
gained control over increased numbers of clients, hospitals
have found themselves more dependent on managed care
contracts for a steady flow of patients and revenues. Being
able to secure contracts with managed care plans has become
a primary strategic concern for hospitals. Thus, the threat
of managed care penetration in the market, whether real or
perceived, is assumed to be an important force driving

hospitals to join together to gain power and improve their
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ability to negotiate and obtain managed care contracts. In
markets where there are large numbers of hospitals or,
possibly more importantly, active SHAs, the threat of not
obtaining managed care contracts is amplified.

In addition to rival hospitals and local systems and
networks competing for managed care contracts, there are
other important threats in the markets. For example, to the
extent that primary care and multi-specialty physicians
become viable partners for managed care companies, they
serve as competitive threats to hospitals. Also, large
businesses or business coalitions, to the extent they
represent large numbers of employees and dependents, can
have significant market power and negotiating presence in
managed care contracting.

In sum, teaching hospitals operate in environments
where hospitals are responding to growing managed care
penetration and other factors by rapidly consolidating,
resulting in fewer organizational entities within individual
markets that compete for patients. How COTHs respond to this
environment is significant as it may directly determine
their ability to survive and thrive as an essential producer
of health services, research, and medical education.

COTHs and a Changing Health Care Environment

Although its been said that America's teaching
hospitals are the envy of the world (Kassirer, 1994), they

are not shielded from the environmental pressures just
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discussed. Furthermore, their envious status does not assure
their ultimate survival. If COTHs fail to respond to the
environmental changes, their fate may be analogous to that
of the railroad industry. As Goldman (1995) pointed out,
railroads once dominated industrial America, but lost their
central role as technology and consumer tastes changed. This
occurred because the railroad industry failed to position
itself to take advantage of rapid changes in modes of
transportation. Thus, the trucking and airline industries
increasingly dominated freight and passenger transportation.
The railroad industry did dot dissolve, but stagnated and
lost its importance as technological and other changes
significantly altered the transportation business. A similar
fate may await America's teaching hospitals, as a
consequence of the rapid changes occurring in the health
care industry.

The hospital sector that was once based on solo
hospitals competing with one another (Starr, 1982) is
quickly becoming a sector dominated by highly competitive
hospital systems and networks. These and other market
pressures threaten the central role of teaching hospitals
(Blumenthal & Meyer, 1993; Goldman, 1995; Kassirer, 1994; &
Levey, 1995). While COTHs may have thought themselves
impervious to these market changes, it has become
increasingly clear that they must adapt or risk being

greatly diminished as health care players (Iglehart, 1994).
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It has been suggested that the importance COTHs place on
training specialists over generalists, adopting the latest
and most expensive technologies, and cultivating their
tertiary and quaternary care versus primary care is in
direct opposition to the direction in which health care
reform and market restructuring is headed (Anderson,
Steinberg, & Heyssel, 1994).

Teaching hospitals must find ways to continue their
threefold mission (i.e., patient care, clinical research,
and medical education) in a price sensitive market (Howard,
1994) . While education and research are the primary concerns
of the medical schools, patient care is the primary mission
of the teaching hospitals (Heyssel, 1984; Lash & Dickler,
1993) . However, their mission of patient care is in
jeopardy. A number of other providers are threatening to
take market share away from teaching hospitals by offering
lower prices and easier access through new and different
points of sale (Heyssel, 1984; Hurley & Thompson, 1993).
Teaching hospitals must compete against the other hospitals
in their local market for managed care contracts. However,
according to Kassirer (1994), it is the extra costs
associated with teaching and training physicians that result
in teaching hospitals costing 30% to 40% more than non-
teaching hospitals. Because of the extra expense of these

additional responsibilities, COTHs have a difficult time
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competing on a price basis with other community hospitals
(Howard, 1994; Munson, Choi, & Allison, 1986).

Teaching hospitals often have very large physician
groups associated with them. Some of the difficulty of
competing for managed care contracts may be magnified due to
problems associated with these physician groups, commonly
referred to as faculty practice plans. Many faculty plans
are organized by departments and then by sub-specialty with
each operating independently (Fox & Wasserman, 1993).
According to Fox and Wasserman, this puts COTHs and their
faculty at a disadvantage in competing for comprehensive
contracts from managed care organizations seeking
coordinated services.

As managed care penetration and competition continues
to increase, COTHs may find themselves being used less and
less by managed care organizations (Allison & Dalston,
1982) . This will result in fewer admissions and procedures,
as well as fewer referrals to hospital-based specialists. A
shrinking patient and revenue base that results in a
reduction in physician reimbursement may drive medical
faculty out of teaching hospitals (Goldman, 1995; Weiland,
Malone, Bay, & Garren, 1995). The erosion of the teaching
hospitals' faculty could negatively impact the quality of
medical education.

An additional concern for COTHs, as managed care

organizations control a greater number of patients, is a
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real threat of financial insolvency (Rogers, Snyderman, &
Rogers, 1994). As market forces continue to move in the
direction of controlling costs and price competition, the
ability of COTHs to cross-subsidize their education and
research missions will decrease (Anderson, Steinberg, &
Heyssel, 1994). Anderson and others point out that the
funding of medical education is heavily dependent on the
revenues from patient care; thus, anything that effects
those revenues directly effects the financial ability of
COTHs to perform their other functions. Teaching hospitals
use revenue from patient services to cross-subsidize both
the medical school's education and clinical research
(Anderson, Steinberg, & Heyssel, 1994; Iglehart, 1993). This
was made possible because third party payers were willing to
pay the higher prices associated with patient services
provided by COTHs (Anderson, Steinberg, & Heyssel, 1994;
Iglehart, 1993). To compete, COTHs will have to improve
efficiencies and, in particular, control admissions and
lengths of stay.

Teaching hospitals also face the continual threat of
decreases in the current level of indirect medical education
(IME) payments they receive. For example, in one recent
health care reform proposal, it was proposed to cut Medicare
IME adjustments from 7.7% to 3% by 1997 (Japsen, 1994).
Japsen reported that for one teaching hospital, the

University of Minnesota Health System this change would
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result in a loss of approximately $4 million and other COTHs

may lose more.
Significance of the Study

Despite the failure of health care reform in the early
1990s, there has continued to be a profound shift in the
purchasing, financing, and delivery of health care. Managed
care companies and other third party payers concerned with
escalating costs are increasingly channeling patients to
selected network partners, integrated delivery systems, or
other provider groupings that are capable of managing the
care and costs of the health services they provide to
defined populations. In response, numerous relationships
between hospitals and other health care providers are
forming in order for them to compete for patients. This
market evolution, though at various stages across markets
(Nauert, 1995), is occurring throughout the country and
COTHs are unable to escape the pressure to reorganize and
strategically align with other providers.

Teaching hospitals are an important part of America's
health care system. As éreviously discussed, in addition to
their sophisticated technology and cutting edge research,
they deliver a large percentage of health care service in
the United States. As the training grounds for future

physicians, centers for research, and major providers of
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health care services, understanding how organizational and
market factors impacting COTHs is of great significance.

Facing erosion of their patient base, COTHs have begun
to explore ways to compete against forming and established
integrated systems. Creating multi-organizational integrated
systems can take several shapes. To compete in the future
and maintain their threefold mission, COTHs will need to
restructure their institutions. They need to lower costs,
assume risk, find new locations for training physicians with
an emphasis on primary care, and be properly aligned to
assure access to managed care contracts (Hagland, 1996;
Nauret, 1995; & Snyderman, 1997).

Teaching hospitals are currently either joining some
type of provider network, building their own networks, or
approaching the markets in other ways (Iglehart, 1995).
COTHs not considering any of these options may possibly be
suffering from paralysis and placing their fates in the
hands of others.

This research sets out to advance our understanding of
how COTHs relate to their local environments. In the next
chapter, it is argued that COTHs are influenced by a variety
of environmental and institutional forces. Both of these
forces are expected to influence the structural
characteristics and ability of teaching hospitals to change
or adapt to their environments. Insights gained by studying

the market behaviors of COTHs should be of value to both
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policy makers and hospital executives as they guide teaching

hospitals through the turbulent health care environment.



CHAPTER 2

Theoretical Foundation

Hospitals like other organizations are affected by the
environments in which they operate. In the 1980s and through
the beginning of the 1990s the overall health care
environment experienced an increase in political and public
pressure to contain cost, cover the uninsured, and improve
the quality of the care provided (Blumenthal & Meyer, 1993;
Howard, 1994). These pressures created a great deal of
uncertainty and turbulence as providers attempted to conform
to and meet these requirements.

Since the beginning of the 1990s two phenomena occurred
that increased the market pressure felt by COTHs (Lash &
Dickler, 1993; Pallarito, 1995) as well as by other
community hospitals (Gilles, Shortell, Anderson, & Morgan,
1995) . Both the threat of major governmental health care
reform and increases in managed care penetration across the
nation together have stimulated hospitals to combine into
various forms of interarganizational relationships®. Despite

the collapse of governmental health care reform, increases

'This conclusion is based upon a careful reading of the
popular health care literature (e.g., see Scott, 1995) and
numerous phone interviews.
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in managed care penetration has continued and the surge of
hospital mergers and network formations did not slow (Lutz,
1995) . Growth in managed care continues to be a force to
which hospitals must adapt (Neville, 1995; Pallarito, 1995).

As noted in Chapter 1, hospitals have responded to
environmental threats by joining together at the local level
(Luke, Ozcan, & Begun, 1990), despite a history of working
independently and resisting collaboration (Starr, 1982). The
dynamic growth of hospitals working together in both formal
and less formal arrangements changed a once cottage industry
populated by thousands of individual, freestanding, and
largely not-for-profit hospitals to a "crazy" quilt of
systems, alliances, and networks (Shortell, 1988, p. 177).
Increasingly, hospitals found themselves operating within an
interdependent health care environment consisting of
multiple interorganizational relationships.

Chapter 1 also argued that teaching hospitals are a
major part of our country's health system, with their
ability to provide patient care, research, and training for
future physicians. Thus, we must attempt to better
understand their position and strategic response to the
ever-changing health care environment. This chapter examines
some of the theoretical and conceptual issues surrounding
the response of both COTHs and community hospitals to their

changing environments by creating not only



27

interorganizational, but also, more specifically, integrated

relationships.

Organizations and Institutional Environments

Among several organizational perspectives, one in
particular--institutional theory--is well suited for the
studying uniqueness of teaching hospitals. This perspective
emphasizes that organizations operate in open systems
(Scott, 1992) and, thus, are strongly influenced by their
external environments. Organizational choice and action,
within this perspective, is seen to be limited by a variety
of external pressures (Meyer, Scott, & Deal, 1883) to which
organizations must respond in order to survive (Meyer &
Rowan, 1977). A main concern is that organizations respond
adequately to the environment's expectations of them (Mohr,
1992) . Thus, organizations attempt to mirror environmental
expectations regardless of whether or not they believe the
prescribed practice will actually work within their own
organizations (DiMaggio & Powell, 1983). Such a compulsive
need to conform to rules, regulations, and the norms of
others helps the organizations to attain their goals and
objectives. More importantly, it helps them increase or
assure their legitimacy, thus, increasing their chances not
only for success, but also for survival (Galaskiewicz &

Wasserman, 1989).
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The institutional perspective further suggests that the
environment constrains organizations either technically or
institutionally (Meyer & Scott, 1983). Technical constraints
relate to markets in which products or services are
exchanged. In technical environments organizations are
required to manage, control, and coordinate effectively
their work processes, while buffering those processes from
disturbances in the environment. In this type of
environment, organizations are primarily concerned with
achieving appropriate outcomes.

Alternatively, organizations that are within
institutional environments are preoccupied with ensuring
correct and appropriate structures and processes to pursue
their goals and objectives (Alexander & D'Aunno, 1994;
Alexander & Scott, 1984; Meyer & Rowan, 1977). Institutional
constraints consist of elaborate rules and regulations to
which organizations must conform if they want to receive
support and attain legitimacy (DiMaggio & Powell, 1983;
Fennell, 1980; Zucker, 1983). From an institutional
perspective, legitimacy is a condition that reflects support
for the organization as well as conformity to relevant rules
or laws (Scott, 1995). It reflects the degree of support an
organization receives from significant others, both
political and cultural (Meyer & Scott, 1983). In changing
environments, it may be the case that organizations are

confronted by many and sometimes conflicting authority
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figures or entities (i.e., significant individuals or
organizations in the market). Organizations facing this
situation may find it difficult to act because of such
conflicting demands (Meyer & Scott, 1983). Conformity to one
set of demands is easily done at the peril of not responding
to the important demands of others, and thereby losing their
support.

All organizations face, to some degree, both technical
and institutional environments (Alexander & Scott, 1984).
However, hospital organizations f