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EXECUTIVE SUMMARY

Drawing on institutional theory, this study examines how adherence to a number
of “institutional” and “technical” environmental forces can influence the business
success of managed care organizations (MCOs). The standards studied include:

(1) institutional forces: socially accepted procedures for delivering care (access to
quality care, availability of information, and delivery of care in a personal man-
ner); and (2) technical forces: industry standards for cost control and efficient use of
financial and medical resources.

The most significant finding is that successful MCOs must conform to both in-
stitutional and technical forces to be successful. MCOs that conform to either one
or the other type of standard were no more successful than those that conformed
to neither.

These findings have several important implications for MCO strategy. First,
to be successful, MCO executives must understand the external environment in
which they operate. They must anticipate and respond to shifts in that environ-
ment. Second, this understanding of the external environment must place equal
emphasis on societal demands (e.g., for accessible care and information) and on
technical demands (e.g., for cost-efficient care). These findings may well reflect that
once managed care penetration reaches relatively high levels, marketshare can no
longer be gained through cost-efficiency alone; rather, enrollee satisfaction based
on societal demands becomes a key factor in maintaining and gaining marketshare.

Institutional theory provides some strategies for accomplishing these goals.
Cost-containment strategies include implementing policies for cutting costs in areas
that do not affect the quality of care, such as using generic drugs and reducing
administrative excesses and redundancies. At the same time, MCOs must imple-
ment strategies aimed at improving conformity to prevailing societal perceptions
of appropriate care, including providing patients more freedom to choose their
physicians and encouraging and rewarding care providers for being friendly and
personable. An MCO should work to inform the public of the organization'’s efforts
to provide high-quality, low-cost medical care in a friendly, convenient manner.
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INTRODUCTION

In the United States, one out of seven
working adults is employed in the
healthcare industry, and over 14
percent of the gross domestic product
is spent on healthcare services. In fact,
no country has ever allocated so much
of its economic activity to healthcare
as the United States currently does.
Consumers and politicians must
increasingly make spending allocation
decisions between healthcare and
such other vital areas as savings and
debt reduction. Many policymakers,
employers, and individuals worry that
the United States will soon reach the
limits of what society will tolerate in
allocating resources to healthcare needs
(Williams 1995). In anticipation of
these limits, the healthcare industry
is developing new organizational
strategies to help control costs.
Managed care is currently the most
widely practiced of those strategies.
Managed care organizations
(MCOs) assume that traditional fee-
for-service models do not provide
adequate financial controls and
utilization incentives for physicians
and hospitals to contain the costs of
providing healthcare. Under managed
care, the needs of the patients are
balanced with efforts to provide cost-
effective care. Typically, MCOs enroll
subscribers by promising to provide
all necessary medical care in exchange
for a fixed monthly premium. The
MCO also contracts with hospitals,
physicians, and other healthcare
providers to dispense the necessary
medical care to its enrollees at a
discounted reimbursement rate. In

exchange for accepting reduced fees,
the caregivers gain access to the MCQO's
enrollees.

Not surprisingly, state governments
have seized upon managed care as
a strategy for holding down their
Medicare and Medicaid healthcare
expenditures. As a portion of general
spending, state Medicaid expenditures
are second only to education,
accounting for an average of 11.7
percent of state expenditures in 1996
(Savage et al. 1997). In an attempt
to curb these costs, as of 1995, 25
percent of the nation’s entire Medicaid
population was enrolled in some form
of managed care plan (Savage et al.
1997).

Recently, many researchers,
physicians, and healthcare admin-
istrators have begun to argue that
cost controls are being implemented
at the expense of the provision
of appropriate care (AMA 1995;
Clancy and Brody 1995; Crane 1995).
Managed care organizations have
been accused of actions that violate
accepted healthcare practices, such
as undermining patients’ trust of
physicians’ motives, recruiting only the
healthiest patients and refusing care
to the truly sick, forcing physicians to
withhold costly treatments, purchasing
poorer quality services, and even
contractually forbidding physicians
from disclosing the existence of services
not covered by the managed care plan
(Kassirer 1995; Rodwin 1995).

CONCEPTUAL DEVELOPMENT
AND HYPOTHESES

Clearly, the external environment

has been playing an increasingly
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prominent role in the way healthcare
organizations operate (Duncan, Ginter,
and Swayne 1995). To be effective,
MCOs must understand their external
environment, and successful strategic
management must position the MCO
most effectively within this changing
environment (Duncan, Ginter, and
Swayne 1995). Institutional theory
offers a way to understand how
MCOs interpret and respond to their
environments and predicts which
response patterns will be the most
successful.

Institutional Theory

While several theories have enjoyed
relative popularity, institutional theory
is relatively new to health services
research. Because it focuses on the
importance of societal standards
on organizational behavior, testing
predictions may provide a clearer
understanding of the effect of
conformity to societal standards

on the performance of MCOs.

Unlike theories that seek to explain
why organizations are different,
institutional theory is concerned
with the homogenous nature of
organizations. However, to refer to
institutional theory as if it were a single
theory is inaccurate—institutional
theory is best thought of as a collection
of theories. While a common theme
of these theories is the examination
of the way in which institutions
provide stability and meaning to social
behavior, theories and theorists differ
in explaining how this phenomenon
occurs (Scott 1995). This study focuses
on the part of institutional theory
that emphasizes that institutionalized

belief systems form a unique class of
elements that can explain the existence
or the continuation of organizational
practices. Such belief systems provide
the appropriate means of pursuing
goals (Scott 1987).

Organizations operate in two
distinct classes of elements or types
of environments: technical and
institutional. Technical environments
are “those within which a product or
service is exchanged in a market such
that organizations are rewarded for
effective and efficient control” (Meyer
and Scott 1983, p. 140). In a technical
environment, organizations are
rewarded with enhanced legitimacy for
promoting efficiency of production and
reduction of costs. As such, technical
environmental requirements typically
focus on fiscal outcomes.

Institutional environments, on
the other hand, are characterized
by rules, requirements, values, and
standards to which an organization
must comply to receive legitimacy and
support. In institutional environments,
organizations are rewarded for
following “appropriate” procedures
instead of quantity and efficiency
of output. Therefore, institutional
environmental forces generally focus
on structure and processes. The
distinction between technical and
institutional environmental forces is
depicted in Figure 1.

Through a variety of institutional
systems, society defines which goals
are appropriate and how organizations
should pursue them. Although prior
classification schemes have identified
a variety of these institutional systems
(Scott 1995), this study focuses solely
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on the effect of these systems on the
healthcare organizations that pursue
their goals. Normative systems com-
prise values and standards that define
desirable behavior (Scott 1995). Such
normative systems place constraints on
organizational actions by defining ac-
ceptable goals, such as reducing health-
care costs; they also specify appropriate
ways of pursuing the goals, such as
following accepted clinical practices.
Normative control mechanisms are
derived from the standards of society
as a whole and from notions such as
commonly accepted ideas of what is
“right” and appropriate. They act as an
alternative to costly coercive control
mechanisms (Scott 1995).

Experts argue that all organizations
face both institutional environmental
forces and technical environmental
requirements to some extent, but one
generally has a stronger influence than
the other (Meyer and Scott 1983).
Healthcare organizations, however, are
situated in a relatively unique envi-
ronment in which both institutional

and technical environments have a
strong influence (Alexander and Am-
burgey 1987; Davis and Provan 1996).
The institutional environment reflects
standards that govern the provision of
necessary and appropriate care, safety,
easy access to care, societal welfare, and
prolonged life. These standards have
been a primary part of the medical
care environment since Hippocrates.
However, changes in the healthcare
environment have brought about con-
ditions in which cost containment, cost
reduction, and improved efficiency in
the use of effective services are also
very important (Shortell and Kaluzny
1994). The advent of MCOs is a reflec-
tion of this increase in the strength of
the requirements of the technical envi-
ronment in which healthcare providers
operate.

As evidence of the strength of the
institutional environmental forces and
technical environmental requirements
facing MCOs, public-opinion surveys
rate the following factors as the most
important in healthcare: a choice about
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doctors or hospitals, access to care
when needed, and affordable prices
(Taylor and Morrison 1993). The vast
majority of the general public also
believes that administrative costs are
too high due to inefficiency and waste
(Woolhandler and Himmelstein 1991)
and that expensive, marginally effective
medical care should be coordinated
and controlled (Yankelovich, Skelly,
and White, Inc. 1984).

Through a meta-analysis of public-
opinion surveys, Harris (1994) noted
several dominant attitudes, opinions,
and preferences of Americans towards
their healthcare. People believe that
access to healthcare should be a “social
right” and that access to high-quality
healthcare should be available to every-
body. They believe that they should be
free to choose physicians and facilities
and to obtain information explaining
treatment options. Care providers
should be communicative, helpful, and
possess effective interpersonal skills.
Additionally, they believe that out-of-
pocket expenses should be minimized
and bureaucratic and administrative
overhead should be reduced.

These surveys reflect strong ele-
ments of the normative institutional
forces and technical environmental
requirements operating in the health-
care environment. Although not an
exact science, evidence suggests that
public opinion affects healthcare or-
ganizations (Blendon 1988). Due
to the dual nature of their environ-
ment, MCOs face strong pressures from
both the institutional environmental
forces and technical environmental
requirements.

Hypotheses

Ability to follow appropriate standards
of behavior (institutional conformity)
and perform efficiently (technical
conformity) helps determine an orga-
nization’s success. Based on the logic
developed in the discussion of institu-
tional theory, institutional conformity
can be assessed through the use of
consumer satisfaction surveys. With
the key institutional forces identified
by Harris (1994), we examine enrollee
perceptions of how well specific MCOs
conform to societal standards for access
to quality care, information availability,
and delivery of care in a personal man-
ner. To assess technical conformity, we
examine financial and utilization data.
We also analyze MCO conformity to
societal standards governing adminis-
trative efficiency, control over expensive
care, and efficient delivery of medical
care.

Consistent with a multiple contin-
gency approach to evaluating effective
performance (Zammuto 1984), the
views of many constituencies could be
considered. For our purposes, MCO en-
rollees, care providers, administrators,
and employers are the most important
constituencies.

In addition, healthcare profession-
als increasingly emphasize the use
of patient satisfaction surveys as an
important measure of the performance
of MCOs (Bergman 1994; Bowers,
Swan, and Koehler 1994; McAlexander,
Kaldenburg, and Koenig 1994). Pres-
sures on companies to switch MCOs
are coming from employees enrolled in
some plans. MCOs find that employers
listen to their employees when choos-
ing providers; dissatisfied enrollees
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may express their concerns directly to
their employers, leading to the MCO
being dropped by the employer. Thus,
MCOs are paying increased attention
to subscribers’ satisfaction with the
care they receive—both its cost and its
appropriateness.

Consistent with prior research (Luft
1981) and because of the inherent
difficulties in any single operational-
ization of enrollee satisfaction, two
distinct classes of measures are used:
cognitive and behavioral. Cognitive-
based satisfaction measures enrollee
statements of their satisfaction with
their MCO. Alternatively, behavioral-
based satisfaction looks at physical
actions that enrollees take due to their
level of satisfaction.

From a cognitive perspective, per-
formance can be measured by ask-
ing enrollees about their satisfaction
with their MCO (Provan and Milward
1995). Because normative influences
on technical and institutional environ-
mental forces originate in social beliefs,
it is reasonable to think that the better
an MCO is at conforming to normative
institutional environmental forces and
technical environmental requirements,
the higher will be its level of stated
enrollee satisfaction. Thus, we pose the
following hypotheses:

*  Hypothesis 1: MCOs that are supe-
rior conformers to both the institu-
tional and technical forces of their
environment will have the highest
level of stated enrollee satisfaction.

* Hypothesis 2: MCOs that are su-
perior conformers to either the
institutional or technical forces

of their environment but are not
superior conformers to the other
will have moderate levels of stated
enrollee satisfaction.

*  Hypothesis 3: MCOs that are not

superior conformers to either the
institutional or technical forces of
their environment will have the
lowest levels of stated enrollee
satisfaction.

From a behavioral perspective,
MCO performance can be viewed
through enrollee action based on their
overall level of satisfaction with the
MCO. For example, they might voice
complaints, attempt to bring about
corrective actions, or disenroll from
the MCO. Therefore, the better an
MCO is at conforming to normative
institutional environmental forces and
technical environmental requirements,
the lower will be its level of enrollee
disenrollment.

* Hypothesis 4: MCOs that are su-
perior conformers to both the
institutional and technical forces
of their environment will have the
lowest enrollee disenrollment rates.

* Hypothesis 5: MCOs that are su-
perior conformers to either the
institutional or technical forces
of their environment but are not
superior conformers to the other
will have moderate enrollee disen-
rollment rates.

* Hypothesis 6: MCOs that are not
superior conformers to either the
institutional or technical forces
of their environment will have
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the highest enrollee disenroll-
ment rates.

METHODS AND MEASURES
The data for this study come, in part,
from the National Committee for
Quality Assurance (NCQA) HEDIS
Pilot Project and was provided by 26
MCOs across the United States that
approximate the entire MCO popula-
tion's type, size, age, and geographic
distribution (NCQA 1995). A series

of measures represents organizations’
responses to institutional and technical
environmental forces. Measures of en-
rollee satisfaction for each MCO were
from a survey administered to 10,762
enrollees of the MCOs. All information
is from 1993.

Performance Measures

The following measures represent
cognitively based assessments of MCO
performance. Gathered from enrollee
satisfaction surveys using a four-point
Likert-type scale, they include: (1)
enrollees’” willingness to recommend
the plan to others, and (2) enrollees’
intent to switch plans when they next
have the opportunity to do so.

As a behaviorally based assessment
of performance, the percentage of
members disenrolling was determined
for each MCO. Enrollees who are dis-
satisfied with an MCQ's performance
will tend to disenroll from that MCO
(NCQA 1995). The formula is: [(Total
Enrollees in January 1993 — Total En-
rollees in January 1994)/Total Enrollees
in January 1993].

Responses to Institutional Forces
The following measures represent MCO
conformity.to-normative.institutional

environmental forces for how MCOs
“should” behave. They reflect confor-
mity to several of the key normative
environmental forces identified by
Harris {(1994). Specifically the five
measures are:

1. access to healthcare when needed
by the enrollee;

2. the personal interest in the enrollee
and their medical care by health-
care providers;

3. ease of seeing the doctor of the
enrollee’s choice;

4. enrollee’s perception of “how much
they are helped”; and

5. enrollee’s perception of the thor-
oughness of examinations. The
measures were gathered as part of
the enrollee satisfaction surveys
using a five-point Likert-type scale.

Responses to Technical Requirements
The following measures represent data
on the MCO's conformity to technical
environmental requirements for cost
control and efficient use of financial
and medical resources. Specifically, the
four measures are:

1. medical loss ratio;
2. administrative loss ratio;

3. revenue required per enrollee to
break even; and

4. average length of obstetrical (OB)
hospitalization stay.

Analysis

Two linear regression models using
effect-coded variables test the hypothe-
ses. The first regression uses a single
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cognitive-based measure of enrollee
satisfaction as the dependent variable.
This measure is calculated as the sum
of the two measures: (1) recommend
plan to others, and {2} intent to switch
plans (reverse-coded). The dependent
variable for the second regression is a
behavioral-based measure of enrollee
satisfaction (percentage of members
disenrolling).

To begin, a single measure of in-
stitutional conformity and another of
technical conformity are calculated for
each MCO. These two variables rep-
resent the extent to which each MCO
conforms with the institutional and
technical forces in their environment.
Institutional conformity is calculated
based on an equal weighting of the
following measures:

1. access to medical care when
needed;

2. personal interest shown by care
providers in the enrollee and their
medical care;

3. ease of seeing the doctor of the
enrollee’s choice;

4. enrollee’s perception of "how much
they are helped;” and

5. thoroughness of examinations.

Each variable is weighted equally
because no prior empirical or theo-
retical evidence suggests they have a
differential effect.

Technical conformity is calculated
in the same manner as institutional
conformity:

1. medical loss ratio (reverse-scored);

2. administrative loss. ratio;

3. required revenue; and

4. length of OB hospital stay.

Again, because no prior empirical
or theoretical evidence suggests that the
variables will have differential effects,
they are weighted equally.

Using these single measures of con-
formity to institutional and technical
environmental forces, the MCOs are
divided into three groups: superior
conformers to both institutional and
technical environmental forces (High
Both), superior conformers to either
institutional or technical environmen-
tal forces but not both (High One),
and superior conformers to neither
institutional nor technical environ-
mental forces (High None). Superior
performance is the top one-third of the
MCOs in terms of the single measures
of institutional and technical confor-
mity.

Two statistical tests examine the
cognitive-based and behavioral-based
performance hypotheses. First, a linear
regression model is calculated to de-
termine whether group membership is
related to performance. Second, a series
of three t-tests determine where the
groups’ differences lie.

RESULTS

Descriptives

As shown in Table 1, when all of the
variables used in this study are ex-
amined, a great deal of statistically
significant intercorrelation among the
variables represents institutional con-
formity. Left untreated, this conformity
could cause a problem; however, multi-
ple indicators of different facets of the

Reproduced with permission of the copyright owner. Further reproduction prohibited without permissionyay



O
@]
=
Z.
o
D
8]
o
e~
,O T A S O I T e e e R b a A e h o S SR e Shessseseiivacuvaseresosnnion TN T T T R S T S AR e s Rl o AP R S
= o1 >d'so>d,
=
% cl L %E 8T AL vell ) ST 60’ Gl L0 10— LE LED GEC SOT [8211AsqO "T1
» 6L GEi— 6T S0 — €e’ 48 0T HSE 9T — +89 A TS - 19TRI IONUIAIL UdAI-BAY "T]
W wlidi— 16 ¥0 0 €e GG VT = 5 c5: 86°€ L¥'01 SSOJ 2ANRNSIUTWPY ‘O
= H6E — $C — OF — BeY —~ CE— €0i— | == Chir 20°S 96°68 SSOJ [BOIP2N "6
M *69’° +6L’ *C6’ 2L £C +6F° Gl 91°¢ 10°88 wex? Jo ssauygnoioyg, g
o 79’ *8L « 18 el — s LG = 88'F 9%°88 ,218D [DNuUI MOH, “2 |
nNu. 08’ +€8 €t — 9% 90 87’8 9€'1L 1oy JO asey 9 c
o +58° sl GO 70— i €€'96 umoys 1salaluj g &
©] «C9 v0’ 6S'S 8198 AIBD 0) $SADY '§
U BGLi=r 295 €S 1Al [21MS O] puaiu] “¢
pe «1¥ PS¢ 59°06 SIY)O O} PUIWIWOIRY T
= IT°0 0z0 J1BI JUIW[[OIUASI(] ‘[
88
m L 9 G 14 4 8 A3Q PIS  ueap 3|qeliep
S9|qeMBN [IY JO XU\ UOIR[31109
L 378Vl

Reproduced with permission of the copyright:-owner. Further reproduction prohibited without permissionyypma



JOURNAL OF HEALTHCARE MANAGEMENT 43:1 JAN/FEB 1998

TABLE 2

Correlation Matrix of Blocked Variables

Variable Mean Std Dev 1 2 3
1. Cognitive perf. 177.91 7.65

2. Behavioral perf. 0.20 0.11 H D%

3. Inst. conformity 50.96 2%.12 3471 .06

4. Tech. conformity 48.36 10.53 23 .28 24

"pe 05 Th <10

same phenomenon are necessary for
improved construct validity. Handling
them as a block can help to remedy
the adverse effects of multicollinearity
(Pedhazur and Schmelkin 1991). In
the regression analyses, the separate
measures of organizational responsive-
ness to institutional environmental
forces and technical environmental
requirements are grouped into two
blocks: institutional conformity and
technical conformity. Therefore, Table 2
provides a correlation matrix of only
those measures used in the statistical
analysis; the two independent variables
are not statistically significantly corre-
lated with each other.

Results Using the Cognitive-Based
Measure of Satistaction

Table 3 provides the results of the
linear regression using the single cog-
nitive measure of enrollee satisfaction
as the dependent variable. The over-
all F-ratio is statistically significant
[F(2,23) = 5.55, p = .011], thereby
indicating that group membership

is related to performance. This result
allows for the meaningful comparison
between group means to determine if

90

statistically significant differences exist
(Pedhazur 1982).

The results of the t-tests (also
shown in Table 3) show that the mean
level of enrollee satisfaction for High
Both is statistically significantly greater
than those of both High One [t(16) =
3.21, p = .005] and High None [t(11)
= 3.01, p = .012]. However, Table 2
shows that the results of the ¢-test
between the mean levels of enrollee
satisfaction for High One and High
None are not statistically significant
[t(19) = .76, n.s.].

Based on the statistical results
that the mean performance of High
Both is greater than those of both
High One and High None, Hypothesis
1 is supported. Although the mean
performance of both High One and
High None are significantly below High
Both, they are not significantly different
from each other. Therefore Hypothesis
2 and Hypothesis 3 are not supported.

Results Using the Behavioral-Based
Measure of Satisfaction

Table 4 provides the results of the
regression analysis using the behavioral
measure of enrollee satisfaction. Simi-
lar to these for the first set of tests, the
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TABLE 3

Results of Analyses Using Cognitive-Based Satisfaction

Group N Mean df f p
High Both 5 186.42 16 3.214 .005
High One 13 176.42

High Both 5 186.42 I 3.006 012
High None 8 174.43

High One 13 176.78 19 Z57 459
High None 8 174.43

Adj R? = 267, F(2,23) = 5.545, p = .011

TABLE 4

Results of Analyses Using Behavioral-Based Satisfaction

Group N Mean df t p
High Both 5 .08 16 2.873 011
High One 13 22

High Both 5 .08 11 2.842 .016
High None 8 .26

High One 13 27 19 949 :355
High None 8 .26

results show that the overall F-ratio is
statistically significant [F(2,23) = 5.23,
p = .013]; group membership is related
to performance.

The results of the t-tests (also
shown in Table 4) are also similar to
those of the first series of tests. They
show that the mean level of enrollee
satisfaction for High Both is statistically
significantly greater than those of both
High One [t(16) = 2.87, p = .011]
and High None [t(11) = 2.84, p =
.016]. The results also show the ¢-test

a1

between the mean levels of enrollee
satisfaction for High One and High
None is not statistically significant
[t(19) = .95, n.s.].

Results replicate the findings of
using the cognitive-based measure of
performance. Based on the statistical
results that the mean performance of
High Both is greater than those of both
High One and High None, Hypothesis
4 is supported. Although the mean
performance of both High One and
High None are significantly below High
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Both, they are not significantly different
from each other. Therefore Hypothesis
5 and Hypothesis 6 are not supported.

DISCUSSION AND
IMPLICATIONS
[s conformity to environmental forces
related to the performance of MCOs?
The results of this study suggest that
the answer is yes. MCQOs that are supe-
rior conformers to the normative forces
in their environment are superior
performers whereas those that are not
superior conformers are not superior
performers. Alone, this finding is not
significant. Organizational theorists
have long held that environmental
conformity is important to organi-
zational success (cf., Lawrence and
Lorsch 1967). However, this study
indicates that simple conformity to the
external environment is not enough
to promote successful performance.
Superior conformity to both the in-
stitutional environmental forces and
technical environmental requirements
is necessary for superior performance.
MCOs that merely emphasize one en-
vironment over the other do not enjoy
any better performance than MCOs
that do not emphasize conformity to
either environmental force. MCOs must
conform to both environmental forces.
Although Hypotheses 3 and 6 were
not supported, this finding might not
mean that MCOs that fail to be supe-
rior conformers to either institutional
or technical environmental forces
(High None) may still be superior per-
formers. Although the performance of
MCOs in High None is not statistically
significantly different from the perfor-
mance.of those MCOs.in_High One,

it is statistically significantly below the
performance of MCOs in High Both.

Implications for the Strategic
Management of MCOs
The finding of this study—that superior
conformity to both institutional and
technical environmental forces is neces-
sary to achieve superior performance—
has several implications for MCO
strategy formulation. First, in order to
be effective, MCOs must understand
the external environment in which
they operate and be able to conform
to its forces. They must anticipate and
respond to the significant shifts that
take place within their normative insti-
tutional environment (Duncan, Ginter,
and Swayne 1995). Second, the find-
ings indicate that superior conformity
to either institutional environmental
forces or technical environmental
requirements, but not the other, is
inadequate for superior performance.

A possible explanation being put
forth by some health administration
researchers (Koco 1991; Studin 1995)
might enhance understanding of these
intriguing results. For organizations
operating in environments character-
ized by strong technical requirements,
marketshare positively correlates with
efficiency and lower costs (Studin
1995). As a result, to gain market
share, organizations often need to pur-
sue strategies related to cost contain-
ment. By doing so, these organizations
will be able to increase their volume of
business, negotiate reductions in their
operating costs, fight off competitors,
and maintain market domination.

The assumption behind managed
care is that people will switch from
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traditional fee-for-service models to
managed care plans precisely because
of the financial incentives to do so. As
people experience the difference in pre-
mium and out-of-pocket costs between
fee-for-service systems and managed
care systems, they will eventually be-
come more price sensitive. As people
become more price sensitive, managed
care will become more price competi-
tive (Studin 1995). At the same time,
consumers, health professionals, and
policymakers still hold strong beliefs
toward appropriateness of procedures
and practices (Scott 1987), but they
are generally interested in reducing
perceived inefficiencies in exchange for
reduced costs.

At some point, however, the market
may be saturated to a point where
little additional marketshare can be
gained by continuing such aggressive
cost-containment strategies. When this
saturation occurs, MCOs begin to shift
their strategic focus. They often try to
differentiate themselves by maintaining
their focus of cost efficiencies, but also
pursuing policies aimed at capturing
other segments of the market oriented
more towards the normative institu-
tional factors such as freedom of choice
and easy access to care (Koco 1991).

This strategic transition may offer
some insights into the results of this
study. We might argue that because of
market-penetration levels, the 26 MCOs
included in this study are faced with a
need to conform to greater normative
institutional standards for behavior.

As a result, those MCOs that are best
able to do so (High Both) enjoy the

highest levels of enrollee satistaction.
However, because conformity to tech-

0

nical requirements is necessary but not
sufficient to promote differentiation
and success, no advantage is to be
gained by being a superior conformer
to only one environmental force. As

a result, no statistically significant dif-
ference exists in the levels of enrollee
satisfaction between High One and
High None.

MCO strategies for adjusting to
these environmental forces need to
include policies for cutting costs in
areas that do not effect the quality of
care. These could include measures
such as using generic drugs, reducing
administrative excesses and redun-
dancies, reducing overhead expenses
such as rent, increasingly applying
automation and information technolo-
gies, and implementing continuous
quality improvement programs. At
the same time, MCOs could imple-
ment strategies aimed at improving
conformity to prevailing normative
institutional forces, including providing
patients more freedom to choose their
physicians, encouraging and rewarding
care providers for being friendly and
personable, taking the time to carefully
explain treatment options to patients,
and scheduling visits at times that are
convenient for the patient. An infor-
mation campaign aimed at current and
potential enrollees would also be help-
ful. The goal should be to inform the
public of the MCO'’s efforts to conform
to institutional and technical standards
in a superior manner. An MCO should
promote how it provides enrcllees with
high-quality, low-cost medical care in a
friendly, convenient manner.
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CONCLUSION

This study asked the question: Does
conformity to environmental forces
have an effect on the performance of
MCOs? Conformity to environmental
forces does positively affect perfor-
mance to the extent that the MCO

is a superior conformer to both the
normative institutional forces and the
technical requirements in its environ-
ment. To this, MCOs need to adopt
strategies that lead to such superior en-
vironmental conformity and turn away
from current trends of overemphasizing
conformity to technical environmental
requirements at the expense of confor-
mity to normative institutional forces.
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PRACTITIONER RESPONSE

Keith D. Hornberger, FACHE, Sisters of Charity of Leavenworth Health Services
Corporation, Leavenworth, Kansas

Our family disenrolled from our managed care organization recently because a

lower-cost employer-sponsored plan became available. In less than three weeks,
a research company located in Chapel Hill, North Carolina called to ask me if I

as
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would respond to a series of survey questions about the service and quality experi-
ence with the HMO we had left.

The telephone surveyor asked me to rate our former plan on a Likert scale of
one to ten. The survey questions dealt with a series of patient issues, including: (1)
accessibility (e.g., ease of seeing the plan doctor of choice, access to care) and (2)
patient satisfaction {e.g., overall satisfaction with the care provided and perception
of the attentiveness of caregivers). The survey conformed to the key normative
institutional environmental forces for how MCOs “should” behave.

It is not surprising that the MCO we left would spend the effort, time, and
expense of interviewing us—it is demonstrably more economical and efficient to
retain enrollees than to seek new members. It has been estimated that the cost
to acquire one new enrollee is $1,000.00 to $1,500.00—in some markets, that is
more than the annual revenue for a plan member. To replace the enrollment of
our family of three would cost the plan $3,000.00 to $4,500.00. Because of these
costs, retention is a critical factor for continued success and future viability in an
increasingly competitive environment.

We all are well aware that MCOs must conform to our present technical envi-
ronment. Broad public opinion and the competitive realities of the market dictate
cost containment, cost reduction and improved efficiency in the way we deliver
healthcare. Although we have seen some moderation in price increases for employ-
ers, government payors, and patients over the past few years, the cost of healthcare
remains a prime concern for the patient/consumer and out-of-pocket expense
remains important. It has been shown that a patient will switch plans when the
cost difference in premium is as little as $15.00 per month.

While cost remains an issue, there is increasing concern from society and con-
sumers about quality, accessibility and the determination of what is “medically
necessary”; is what we do to, and for, patients correct? Do MCOs deny needed
diagnostic tests or referrals and reward physicians for withholding care? Freedom
of choice, accessibility, and perceived quality are normative institutional factors
increasingly valued by today’s more sophisticated consumer/patient.

In their article, Drs. Kirby and Sebastian apply institutional theory to MCO per-
formance and strategic planning. They measure the effect of technical environmen-
tal forces that affect fiscal outcome and the normative institutional environmental
forces that conform to patient and societal needs. Their study demonstrates that
superior performing MCOs operate in a manner that is both cost-efficient and con-
forms with socially accepted norms. Strategies that lead to superior performance
with the normative institutional forces and still meet the technical requirements of
the environment are critical for success. Just dealing with, or overemphasizing, the
cost issue is not a strategy for long-term superior performance and success. MCOs
must also demonstrate what patients and society increasingly expect in healthcare:
freedom of choice, accessibility, and perceived quality. In other words, we must
provide value to the patients we serve.
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