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The 1980s and 1990s witnessed a substantial wave of organizational restructuring
among hospitals and physicians, as health providers rethought their organizational roles
given perceived market imperatives. Mergers, acquisitions, internal restructuring, and
new interorganizational relationships occurred at a record pace. Matching this was a
large wave of study and discourse among health services researchers, industry experts,
and consultants to understand the causes and consequences of organizational change. In
many cases, this literature provides mixed signals about what was accomplished through
these organizational efforts. The purpose of this review is to synthesize this diverse litera-
ture. This review examines studies of horizontal consolidation and integration of hospi-
tals, horizontal consolidation and integration of physician organizations, and integra-
tion and relationship development between physicians and hospitals. In all, around 100
studies were examined to assess what was learned through two decades of research on
organizational change in health care.

Keywords: organizational change; organizational restructuring; consolidation
and integration

Medical Care Research and Review, Vol. 61 No. 3, (September 2004) 247-331
DOI: 10.1177/1077558704266818
© 2004 Sage Publications

247

 at Tulane University Health Sciences Center Library on September 3, 2014mcr.sagepub.comDownloaded from 

http://mcr.sagepub.com/


www.manaraa.com

Throughout the 1980s and 1990s, hospital and physician organizations
invested substantial time and financial resources in reorganizing themselves
with the stated purposes of improving organizational efficiency, financial per-
formance, long-term survival, community accountability, and patient out-
comes. Hospitals merged with each other, developed an array of physician-
organizational arrangements, dabbled in the development of provider-
sponsored health maintenance organizations (HMOs), and formed a variety
of multihospital health systems and networks. Physicians formed increas-
ingly larger groups and independent practice associations (IPAs), sold their
practices to health systems and networks and to practice management compa-
nies, and became involved in an array of physician-hospital joint ventures.
While 1980 efforts focused on horizontal alignment, 1990 efforts included
both horizontal and vertical relationships to develop the “organized delivery
systems” envisioned by Shortell et al. (1993) to functionally align service de-
livery and increase provider fiscal and clinical accountability.

Much had been written about the merits of these strategies given the
growth in managed care, the belief that capitated methods of payment would
become the norm, and perceptions that horizontally and vertically integrated
organizations would be better able to weather the storms of an uncertain envi-
ronment (Advisory Board 1993; Burns and Thorpe 1993; Dowling 1995;
Shortell, Gillies, and Anderson 1994). Some writers were so bold as to suggest
that freestanding health organizations were nearing extinction (Cerne 1994).
Others were skeptical, viewing these efforts as attempts to increase market
power or to align physicians to fill empty hospital beds (Goldsmith 1994;
Gaynor and Haas-Wilson 1999; Greenberg 1998). Matching the wave of orga-
nizational change was a wave of activity among researchers, industry experts,
and consultants to analyze these changes.

If one were to select at random a set of health organizations and assess their
success at restructuring, one would observe mixed results. Similarly, selecting
a random set of research studies also could yield a mixed bag of findings.
What are we to make of this literature? What does it tell us about two decades
of organizational change in health care? Some writers have used the mixed
nature of research findings to select those findings that support their a priori
positions about the effectiveness of organizational change (cf. Herzlinger
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1997). The purpose of this article is to use a more organic approach in which
we look across the diverse body of research on organizational change to iden-
tify patterns of consistency and inconsistency in study findings.

To accomplish this task, we developed a conceptual framework of organi-
zational change that draws on the health management literature. This model
focuses on the content, process, context, and outcomes of organizational
change. We relate this organizing framework to a set of very diverse quantita-
tive and qualitative studies to identify patterns of findings in prior research
and reveal new insights on organizational change in health care. We begin by
describing and documenting trends in organizational change in health care.
We then discuss our conceptual framework and our process for identifying
studies for this synthesis. Then we assess what we know and do not know
based on two decades of study of organizational change in health care.

NEW CONTRIBUTION

Huber et al. (1993) defined organizational change as “change that involves
differences in how an organization functions, who its members and leaders
are, what form it takes, and how it allocates resources” (p. 216). Similarly, Van
de Ven and Poole (1995) defined change as a difference in organizational form,
quality, or state. Given the discussion of the last section, we are most interested
in organizational changes that affected form, state, and function as health
organizations changed from largely fragmented, autonomous entities to
larger corporate forms that coordinated administrative functions and service
delivery and accepted greater clinical and fiscal accountability. We view this
as consistent with what Watzlawick, Weakland, and Fisch (1974) and Bateson
(1972) deemed “second order change” involving radical, discontinuous
change to the primary purpose of the organization. Shortell et al. (1993) dis-
cussed the nature of these second-order changes as hospital and physician
organizations developed organized delivery systems, including a shift from
piecemeal delivery of acute-care services to growing emphasis on primary
and wellness care within a continuum of services, a shift from viewing ser-
vices as revenue generating to cost creating, and a shift from the care of indi-
viduals to the care of defined populations.

There have been a number of review articles that have focused on this type
of organizational change in health care. Lee and Alexander (1999) examined
strategic decisions by hospitals in implementing major organizational
changes. Snail and Robinson (1998) examined a broader array of organiza-
tional change efforts but largely focused on the merits and shortcomings of
each study’s empirical approach. Early reviews by Ermann and Gabel (1984)
and Shortell (1988) focused on studies of multihospital systems, and Getzen
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(1984) and Pauly (1996) reviewed research on physician group formation. The
major new contributions of our literature synthesis include an assessment of
organizational change efforts involving both hospitals and physicians and the
use of an organizing conceptual framework as a means to draw links across
diverse studies. Furthermore, our review is the first, to our knowledge, to
bring together both quantitative and qualitative research to assess organiza-
tional change. The latter research has grown in prevalence in recent years and
can be quite revealing about the process of organizational change. Thus, this
qualitative research yields complementary insights to traditional quantitative
studies, which typically focus on factors motivating organizational change
and the outcomes of change.

ORGANIZATIONAL CHANGE IN HEALTH CARE
DURING THE 1980S AND 1990S

Our literature synthesis covers three types of organizational change: (1)
horizontal consolidation and integration of hospitals, (2) horizontal consoli-
dation and integration of physicians, and (3) vertical integration between phy-
sicians and hospitals. Together, these encompass most of the relevant organi-
zational restructuring efforts undertaken by physicians and hospitals during
the 1980s and 1990s.1 The discussion below describes key trends in these areas.

The 1980s and 1990s witnessed rapid growth in horizontal hospital rela-
tionships. Between 1989 and 1996, 190 full asset mergers occurred in which
two or more separately licensed hospitals consolidated under one owner and
one license (Bazzoli et al. 2002). Hospitals also formed numerous health net-
works and systems. Health networks are multihospital delivery entities in
which affiliated hospitals retain their individual ownership and licenses but
are tied together through alliances or contractual affiliations to achieve mutu-
ally agreed upon objectives. Health systems are multihospital arrangements
in which affiliated hospitals are owned and operated by a single parent orga-
nization. Health systems differ from full asset mergers in that system hospitals
retain separate licenses. In addition, systems often allow decentralized deci-
sion-making so that their hospitals can respond to local community needs
(Lee, Alexander, and Bazzoli 2003; Alexander, Lee, and Bazzoli 2003). In 1994,
56.2% of U.S. hospitals belonged to a health network or system; by 2000, this
grew to 72.1% (American Hospital Association 2002).

Horizontal consolidation and integration of physicians occurred primarily
through three types of organizations: group practices, IPAs, and physician
practice management companies (PPMCs). Through the 1980s and early
1990s, the number of group practices grew substantially, but this growth then
slowed. In 1980, there were about 11,000 group practices, and this number
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grew to approximately 19,500 in 1995 but only to 19,800 by 1997 (Havlicek
1999). In 1997, nearly 32% of physicians practiced in group practices and gen-
erally, these groups were small in size, with about 50% having three to nine
physicians (Havlicek 1999). IPAs represent an alternative to group practices in
which some of the benefits of group affiliation—namely, centralized adminis-
trative functions, contract negotiations, and contract oversight—are present
but physicians have greater autonomy over their individual practices. Identi-
fying an exact count of IPAs and their affiliated physicians is difficult due to
the flexibility of forming and dissolving these organizations. PPMCs expe-
rienced dramatic growth in the mid-1990s (Burns 1997; Conrad et al. 1999;
Robinson 1998), followed by even more dramatic decline and dissolution of
these organizations in the late 1990s (Reinhardt 2000).

Hospitals and physicians also linked together in a variety of new organiza-
tional arrangements throughout this period to better integrate service deliv-
ery and financing. The American Hospital Association (AHA) tracked seven
different forms of these organizations since 1994. These arrangements ranged
from loose contractual arrangements between independent physician organi-
zations and hospital organizations to tight ownership-based models in which
hospital organizations owned physician practices and paid physicians on a
salary basis. The most frequently reported physician-hospital arrangement
was a Physician Hospital Organization (PHO), which was defined by AHA as
a joint venture between a hospital and physicians to operate clinics or hold
insurer contracts. AHA (2002) reported that 27.6% of hospitals had PHOs in
1994, and this percentage grew to 33.2% in 1996 but then declined to 26.4% by
2000. Other types of physician arrangements had similar patterns of growth
through 1996 or 1997 and then declined through 2000. Bazzoli et al. (2001) also
found similar patterns of initial increase and then subsequent decline in these
arrangements for hospital-led health networks and systems.

Although these various physician-hospital arrangements vary in structure
and legal form, they shared two common objectives: (1) to provide a platform
for physician-hospital integration and collaboration and (2) to acquire capi-
tated contracts for affiliated physicians and hospitals (Advisory Board 1993;
Ernst and Young 1995). For the second objective, hospital-led organizations
competed with physician-led organizations to serve as intermediary organi-
zations for capitated physicians. Gold, Hurley, and Lake (2001) found an even
split between provider-based intermediaries that were physician led, such as
IPAs, and those that were hospital led, such as PHOs, in 1999. Given reduced
use of capitated contracting by HMOs, both physician-led and hospital-led
organizations of this type have declined in prevalence across the United States
(Lesser and Ginsburg 2000).
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CONCEPTUAL MODEL
OF ORGANIZATIONAL CHANGE

Our model of organizational change builds on management research that
has developed frameworks that integrate and associate various theories of
organizational change. Barnett and Carroll (1995), for example, developed a
framework that connected strategic adaptation theories, which suggest that
organizations adapt their structures and internal processes in response to
technological and market pressures, with selection theories, which suggest
that organizations cannot easily change and face substantial risks when they
do.2 Barnett and Carroll’s model focused on two alternative states of the
world. State A is the current organizational form that a firm occupies, and
State B represents an alternative organizational form that the firm aspires to
be. Both States Aand B can be described based on their organizational content,
namely, their structures, relationships, operational processes and routines,
approaches for organizing work, information and production technologies,
organizational capabilities, and product offerings.

Barnett and Carroll (1995) identified two major dimensions relevant to
organizational change: (1) the content of change, which relates to differences in
the content of a State A organization along the dimensions noted above rela-
tive to the content associated with a State B firm and (2) the process of change,
which focuses on how change occurs, including the speed of change, the nec-
essary sequence of activities, supporting internal changes, and obstacles con-
fronted. This conceptualization of the process of change is consistent with Van
de Ven and Poole (1995), who focused on the dynamic nature of the change
process. Armenakis and Bedeian (1999) further elaborated on the content and
process of change dimensions and developed two additional dimensions that
Barnett and Carroll considered only implicitly. Specifically, Armenakis and
Bedeian defined the content of change as the substance of organizational
change, focusing on changes in strategic orientation, organizational structure,
and organization-environmental fit. They defined the process of change as the
set of actions undertaken by an organization during the enactment of an
intended change. In addition, they defined the context of change as the forces or
conditions existing in an organization’s internal and external environments
that influence change and the outcomes of change as the criteria used to assess
the success of change. Taken together, these studies suggest that much can
be learned about organizational change by considering the context, content,
process, and outcomes of change.

To develop an organizing framework for studying organizational change,
one needs to relate these four dimensions to each other. Barnett and Carroll
(1995) provided a starting point in their model that links content and process
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change to study organizational failure. In their case, they viewed the content
of State Aas involving some inherent risk of failure for a firm given the context
in which it operated. Similarly, alternative State B had its own associated con-
tent and risk of failure. As an organization transitioned from State A to B, this
added new risks given the uncertainties of the change process. This latter risk
in conjunction with the risk of failure associated with States A and B ulti-
mately would determine the organization’s chances of survival.

To relate their model to health care, an alternative outcome of organi-
zational change needs to be considered because existing research suggests
that failure for health organizations is uncommon (Bazzoli and Andes 1995;
Bazzoli and Cleverley 1994; Duffy and Friedman 1993). As such, we focus on
the converse of failure and look instead at the value that an organization cre-
ates given the content associated with States A and B. In keeping with current
developments in the strategic management literature, we define value more
broadly than Porter (1985), who viewed it as the amount consumers were will-
ing to pay for a good. Clarkson (1995) discussed value in relation to an organi-
zation’s multiple stakeholders, including capital suppliers, employees, cus-
tomers, suppliers, and public stakeholders. For our purposes, we define value
to include efficiency and financial performance because these are important to
shareholders of for-profit health organizations and also to managers and
trustees of nonprofit health firms. Value also encompasses the benefits
derived by consumers in the marketplace, including access to care, cost-
effectiveness, quality, and satisfaction. Other players in the market could
derive value from organizational change, including physicians who may
receive better administrative service or financial support as their affiliated
hospitals undertake certain changes or health plans that are better able to
transfer risk to a restructured health organization. We believe that a broad def-
inition of value is important for our organizing framework because the expec-
tations of researchers, consultants, and the industry about the value that
would result from organizational change of the 1980s and 1990s were very
expansive.

Following Alexander and Morrisey (1988a) and Bazzoli, Manheim, and
Waters (2003), we conceptualize value as a dynamic rather than static concept.
Namely, value can be derived over many periods, not just the period immedi-
ately following a major change. For simplicity, we refer to this stream of value
as the net present value (NPV) associated with State A or B, in which the con-
tent of these organizational forms generates a particular stream of value over
time for different stakeholders.

The process of change necessarily involves costs—both financial and
psychological—to organizations and their stakeholders that detract from the
value associated with States A and B. As with the concept of value, we take a
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broad perspective on costs given existing literature, which focuses not only on
the potential monetary costs of implementing change but also the toll on orga-
nizations as they respond to challenges and potential resistance. The process
of major organizational change requires an array of actions to implement the
intended change as well as the sequencing and ordering of these actions over
time. For simplicity, one can conceptualize this as an NPV of costs that accrue
over time through the change from State A to B.

Figure 1 relates the key concepts of organizational change developed
above. As noted above, the NPV of States Aand B represents the value streams
that result based on the content of these respective types of organizations. The
process of change is represented by the loop from State Aand B and is summa-
rized based on the NPV of the costs of change. The area that surrounds the two
possible states and the process of change represents the environment or con-
text in which organizations operate and in which change occurs. This context
undoubtedly will affect the content of change and the process of change.
Finally, the outcomes of change relate to the net value derived through organi-
zational change, namely, the difference in the NPV between State B and State A
less the NPV of costs associated with the process of change.3 We expect that a
health organization will voluntarily undertake organizational change if the
expected outcome of change, namely, the net value derived, is greater than
zero.4
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From our perspective, Figure 1 provides a comprehensive organizing
framework that encompasses the elements of the context, content, process,
and outcomes of change. No one study of organizational change in health care
has attempted to systematically and completely assess all these elements
simultaneously. Rather, existing qualitative and quantitative studies seek to
illuminate certain aspects embedded in this framework. For example, studies
may examine differences in the relative benefits of a State Afirm (e.g., an inde-
pendent hospital) compared with a State B firm (e.g., a merged hospital or
multihospital system) and how these benefits vary based on the changing con-
text of health care (e.g., the growth of managed care). Other studies focus on
the process of organizational change, either in terms of the set of actions and
internal restructuring that took place as organizations embarked on becoming
State B firms or in relation to the timing and sequencing of actions over time.
Finally, other studies focus on the outcomes of organizational change—did
the transition from a State A to State B actually result in improved efficiency,
higher market share, more satisfied consumers, and so on? Overall, the re-
search of the past 20 years can be viewed as pieces of a complex, multi-
dimensional puzzle for which Figure 1 provides a general, two-dimensional
overview.

The objective of our synthesis is to assess the fit of these diverse puzzle
pieces to reveal what insights they provide on the causes and consequences of
organizational change. In addition, we identify areas where pieces may be
lacking or conflicting, thus necessitating the need for additional study. We cat-
egorized studies based on whether they examined the relative benefit of
change, the process of change, or the outcomes of change because these cate-
gories reflected major themes, especially in relation to Figure 1.

METHODS FOR IDENTIFYING
AND CATEGORIZING RELEVANT STUDIES

To identify studies relevant to our literature synthesis, we began by con-
ducting Internet searches through the National Library of Medicine’s Medline
service. Keywords used in our search included organizational restructuring,
hospital mergers and systems, physician groups and independent practice asso-
ciations, physician-hospital relationships, and physician-hospital organizations.
Focusing on publication dates of 1980 or later, we identified 150 articles
through Medline. We added 30 articles and books to this group based on our
knowledge of the field and review of the reference sections of the initially
identified articles. Recognizing the long lag between conducting research and
publication, we also reviewed abstract lists from AcademyHealth (formerly
the Academy for Health Services Research and Health Policy) from 1995
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onward and obtained lists of forthcoming articles and working papers from
funding agencies and foundations that support research on organizational
change in health care.5 This yielded 10 additional articles, working papers,
and monographs.

From this group, we eliminated a large number of articles that were pub-
lished in trade and business magazines (i.e., Modern Healthcare and Hospitals
and Health Networks). These articles generally represented news reporting
(e.g., announcing the merger of Hospitals A and B). Alternatively, they
reported the opinions of individuals about the merits or shortcoming of cer-
tain organizational changes, which lacked the objectivity we felt necessary for
our review. Two research assistants extracted relevant information on each
remaining article, including objectives, research methods, organizations stud-
ied, and study findings. This process revealed a group of articles and books
that were largely prescriptive in nature (e.g., discussing how to implement a
hospital merger, how physicians or hospitals should form a particular joint
venture). It also revealed another group that did not examine health organiza-
tions per se or, if they did, selectively discussed events for these organizations
that illustrated or supported points they made. Both groups were excluded
because they did not provide a critical review of evidence and often were com-
mentaries on the merits of implementing certain changes. Finally, a group of
studies we identified were literature reviews that summarized research find-
ings (i.e., findings on the efficiency effects of physician group formation).
Given that many of the studies underlying these reviews were already
included in our synthesis, these literature reviews were considered redun-
dant.6 In all, we were left with 101 articles, working papers, monographs, and
books for our literature synthesis.

We grouped studies by the major type of organizational change examined,
namely, horizontal consolidation and integration of hospitals, horizontal con-
solidation and integration of physicians, and vertical integration of physi-
cians and hospitals. A summary table was developed for each type of organi-
zational change. Each table entry identified authors and year of publication,
areas of study, method/design, organizations studied, and key findings. The
major areas of study were defined as the relative benefits of organizational
change, the process of change, and the outcomes of change. Some studies
examined more than one of these areas, and this was noted in the tables. A
small subset of studies examined the link between the process and outcome of
organizational change. These studies provide important insights about why
organizations succeeded or failed in achieving their objectives, and we spe-
cifically noted these findings in the summary tables.
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HORIZONTAL HOSPITAL CONSOLIDATION
AND INTEGRATION

Table 1 reports 38 studies on the horizontal consolidation and integration of
hospitals. Specifically, they studied the transition of independent hospitals
(State A) into mergers or multihospital networks, systems, or other alliances
(State B).

RELATIVE BENEFITS OF HORIZONTAL HOSPITAL
CONSOLIDATION AND INTEGRATION

Five studies described the potential benefits of horizontal hospital consoli-
dation and integration. Cross-tabulation of survey data by Bogue et al. (1995)
and Bazzoli et al. (2002) found that the three primary anticipated benefits from
merger were the same even though the former studied the 1980s and the latter
studied the 1990s. These were the following: (1) strengthen financial perfor-
mance, (2) consolidate services, and (3) achieve operating efficiencies. Lynk
(1995a) conducted a multivariate analysis that showed that consolidation of
hospital departments could result in greater financial predictability and lower
peak load staffing due to reductions in the variability of demand. Barro and
Cutler (1997) and Wicks, Meyer, and Carlyn (1998) conducted case studies of
hospital mergers and concluded that operational efficiencies could be gener-
ated through consolidating key administrative functions, eliminating service
duplication, closure or conversion of underused inpatient capacity, and
exploiting economics of scale. Barro and Cutler (1997) further discussed the
benefits of increased market share on competitive position, namely, the poten-
tial for scale economies and greater market power in negotiations. Taken
together, these studies suggest that hospital consolidation and integration can
lead to stronger financial position through efficiency-generating or revenue-
enhancing activities.

Although the studies above do not examine how these benefits vary
depending on different internal and external contexts, five studies in Table 1
provide such insights. Alexander and Morrisey (1988a) and Brooks and Jones
(1997) conducted multivariate empirical analyses of hospitals that merged or
joined multihospital arrangements in the 1980s. They found that weak hospi-
tals looked to consolidate with stronger hospital partners to take advantage of
local market opportunities. More recent case studies, however, suggest that
hospitals consolidate to amass market power rather than to compensate for
internal shortcomings. These external pressures included actual or antici-
pated growth of managed care, reductions in hospital Medicare and Medicaid
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payments, or technological advances that required expensive technology and
highly trained staff (Eberhardt 2001; Kastor 2001; Lesser and Brewster 2001).
In addition, Bazzoli et al. (2003) conducted an empirical analysis comparable
to Alexander and Morrisey (1988a) and found that large and more technically
advanced hospitals rather than small, weak hospitals were more likely to join
systems in the 1990s. The environmental pressures noted in the case studies
above likely influenced consolidation strategies of the 1990s in that large hos-
pitals were aligning with each other rather than with small, weak hospitals to
grow market share and better fend off managed care and other pressures.

Overall, these studies of the relative benefits of merger and multihospital
affiliation agree that hospital consolidation/integration was pursued to
achieve improved or more stable financial condition. However, the studies
also illustrate that the specific potential benefits may vary by hospital context,
both internal and external, and also may change over time. As such, continu-
ing study of hospital benefits and rationale for consolidation and integration
is needed. In addition, research is needed to assess the perspectives of non-
hospital stakeholders regarding how they perceive potential benefits or harm
from these hospital actions.

PROCESS OF CHANGE: HORIZONTAL
HOSPITAL CONSOLIDATION AND INTEGRATION

Table 1 reports on 10 studies that examined the process of organizational
change as hospitals transitioned from an independent hospital (State A) to a
consolidated/integrated form (State B). Seven of these studies assessed the
actions undertaken by hospitals to enact this intended change. Overall, these
seven studies suggest that involved hospitals were able to consolidate and
integrate administrative functions, but clinical consolidation and integration
have been harder to achieve. Empirical studies by Bazzoli et al. (2002) and
Devers et al. (1994) and case studies by Kastor (2001) and Lesser and Brewster
(2001) found consolidation of financial management, human resources, man-
aged care contracting, administrative practices, strategic planning, and qual-
ity assurance and improvement functions among horizontally consolidating
hospitals. Case studies by Cohen, Dowling, and Gallagher (2000) and Kastor
(2001) also found considerable integration of educational activities in merging
hospitals. Although some have suggested that this type of functional inte-
gration would be a precursor to clinical integration (Shortell, Gillies, and
Anderson 1994), the studies noted above found little support for this view.
Lesser and Brewster (2001) suggested that clinical service consolidation took
place more often in response to market opportunities that would allow
increased revenues rather than the desire to achieve operating efficiencies.
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This is consistent with Bogue et al. (1995), who found perhaps the most service
consolidation of all studies in Table 1, with 57% of merging urban hospitals in
1983-1988 consolidating inpatient services in one of the merging hospitals.
This latter study examined hospital consolidation just after the implementa-
tion of the Medicare Prospective Payment System, which provided moti-
vation for hospitals to develop or expand hospital services that continued to
be paid on a more generous, retrospective cost basis.

Although the studies above focus on the array of actions taken to imple-
ment change, two qualitative studies in Table 1 add interesting insights about
the sequence and timing of actions in implementing organizational change.
Indeed, these studies help explain why hospitals had limited success imple-
menting premerger plans to consolidate and integrate clinical services. Con-
sistent with studies noted above, Eberhardt (2001) and Wicks, Meyer, and
Carlyn (1998) found that administrative functions were consolidated by
merging hospitals and that these actions occurred quickly. With this consoli-
dation complete, the hospitals studied by Eberhardt (2001) focused on consol-
idating patient support functions and low-volume clinical services. This, too,
succeeded without much difficulty, but the hospitals stumbled with the next
step, namely, wide-scale clinical service consolidation and the closure of one
of the merging hospitals. Diverse local stakeholders had conflicting agendas
and became vocal at this point. In essence, the lack of conflict and the presence
of hierarchies in administrative and patient support departments made initial
consolidation straightforward, but such facilitating factors were not present
for clinical consolidation. Wicks, Meyer, and Carlyn (1998) suggested that
integrating cultures across medical staffs was an essential prelude to clini-
cal integration. They found, though, that such integration took much time to
accomplish. Even 3 years after hospital mergers were legally consummated,
the involved hospitals were still attempting to integrate medical cultures and
thus had made little progress in actual clinical consolidation.

Given the complexity of integrating clinical services, an important question
is whether any contextual factors facilitate this action. Four qualitative case
studies in Table 1 provide these insights. Together, they suggest that organiza-
tions need to pay attention to their internal structures and relationships when
implementing major change and that, externally, hospitals need to face consis-
tent pressure if they are implementing tough decisions. Creating a centralized
decision-making authority that spans the integrating organizations and clini-
cal departments to be merged was found to be important by Cohen, Dowling,
and Gallagher (2000); Kastor (2001); and Shortell, Gillies, and Anderson
(1994). Shortell and colleagues noted that this centralized authority must
develop shared values and vision with which the integrating organizations
must identify. Shih-Jen, Chan, and Kidwell (1999) identified the importance of
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buy-in at the top of the organization as well as bottom-up acceptance to estab-
lish shared values and vision and to minimize internal conflict. Cohen,
Dowling, and Gallagher (2000) noted the importance of certain organizational
attributes, including constant communication within and across multiple lev-
els of consolidating hospitals. In relation to external contextual factors, Kastor
(2001) noted the importance of the geographic proximity of merging hospitals
and overlap in their medical staffs. He also noted the role that unrelenting
environmental pressures have to play in motivating hospitals to integrate
clinically.

Overall, these studies of the process of change suggest that there are initial
changes that come quickly—namely, administrative consolidation—but oth-
ers take substantial time and are fraught with difficulties given the conflicting
interests of involved stakeholders. The Eberhardt (2001) study is particularly
illuminating about the interplay of organizational objectives, organizational
actions, and external environmental pressures. More research like this is
needed to assess how hospital actions affect the organizational and environ-
mental context in which they operate and how hospitals in turn respond to
these context changes. Indeed, such research might identify critical junctures
in the process of hospital consolidation/integration that could form the basis
for primary data collection on a larger group of organizations and thus the
basis for more rigorous empirical analysis.

OUTCOMES OF CHANGE: HORIZONTAL
HOSPITAL CONSOLIDATION AND INTEGRATION

Several studies have examined the effects of hospital horizontal consolida-
tion/integration on various outcome measures, most notably hospital costs,
prices, and profitability. Indeed, we identified 19 studies that contrasted out-
comes for independent (i.e., State A) versus consolidated hospitals (State B)
and 6 that examined outcomes across different forms of integrated activity
(i.e., different forms of State B). Generally, these studies assessed outcome
effects within 1 to 3 years after hospital consolidation. Given the process of
change studies reviewed above, these studies at best are measuring the short-
term effects of hospital consolidation rather than long-term effects.

Studies of the effects of horizontal consolidation on hospital costs yield a
mix of findings. Most of the studies in this area focus on cross-tabulation or
multivariate analysis of cost data, but observed differences in findings are not
the result of different methods. If one were to look strictly at those studies that
examined cost changes after hospitals legally merged under one license and
owner, one would observe more consistency in results. Namely, studies exam-
ining mergers per se (rather than multihospital affiliations) have found
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positive cost savings (Alexander, Halpern, and Lee 1996; Connor et al. 1997;
Connor, Feldman, and Dowd 1998; Dranove 1998; Eberhardt 2001; Lesser and
Brewster 2001; Health Care Financing and Organization (HCFO) Briefings
1997; Spang, Bazzoli, and Arnould 2001; U.S. Department of Health and
Human Services 1992; Wicks, Meyer, and Carlyn 1998). Studies that have
found no costs savings or cost increases all looked at multihospital arrange-
ments (Clement et al. 1997; Cleverley 1992; Dranove, Durkac, and Shanley
1996; Dranove and Shanley 1995). Recent research by Dranove and Lindrooth
(2003) specifically contrasted cost changes after merger with cost changes
after system affiliation, and their results confirm that mergers lead to cost
savings, while system affiliations do not.

Even though studies of hospital mergers have found cost savings, the
results of these studies indicate that these savings are quite limited. They tend
to be small in magnitude (Connor et al. 1997; Connor, Feldman, and Dowd
1998; Lesser and Brewster 2001; Spang, Bazzoli, and Arnould 2001), may sim-
ply represent movements away from prior inefficiency (Alexander, Halpern,
and Lee 1996), are limited to smaller hospitals and quickly exhausted
(Dranove 1998), largely result from administrative savings (Eberhardt 2001),
and may simply be one-shot savings rather than reductions in rates of cost
growth (HCFO Briefings 1997). However, given that most studies only looked
1 to 3 years after merger, it may be that it was too early in the process of merger
to observe appreciable savings.

Although it may be tempting to conclude from the above discussion that
full asset mergers are essential for achieving at least some cost savings from
horizontal hospital consolidation, two important provisos exist. First, one dif-
ficulty with the studies of multihospital organizations noted above is that they
do not account for variation in the structure of these organizations. It may be
that specific forms of multihospital organizations are more conducive to cost
savings, while others are not. In fact, Bazzoli, Chan, et al. (2000) and Carey
(2003) found that cost savings and efficiencies did vary across health systems
based on the degree of centralization they achieved in services and arrange-
ments. Nauenberg et al. (1999) and McCue, Clement, and Luke (1999) did not
find differences in costs across different types of multihospital organizations
but classified them on the basis of organizational complexity and ownership
mix rather than centralization of activity. Second, it may be that hospital
actions undertaken during the consolidation/integration process are impor-
tant to achieving cost savings. Walston, Burns, and Kimberley (2000) looked at
whether reengineering efforts, which typically accompany hospital consoli-
dation, resulted in lower hospital costs and assessed the effects of implement-
ing coordinating activities to support the reengineering process. They found
that  these  activities,  which  included  steering  committees,  project  teams,
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codification of the change process, and executive involvement, were critical if
reengineering efforts were to generate hospital cost savings. The authors
concluded that the process of change may be as important as the instrument
of change.

In addition to examining costs, several studies have examined the effects of
hospital horizontal consolidation/integration on hospital revenues or profit-
ability. This is important for assessing whether hospitals alone benefit from
the cost savings they generate or if some value is passed on to consumers and
health plans in terms of lower prices. These studies have been remarkably
consistent, finding higher revenue or profit levels, or growth in these mea-
sures, for consolidating hospitals versus independent hospitals (Clement
et al. 1997; Cleverley 1992; Dranove, Durkac, and Shanley 1996; Dranove and
Shanley 1995; Krishnan 2001; Succi 1996). These findings hold true if hospitals
undertake legal merger or if they join multihospital arrangements.7 It should
be noted that Connor et al. (1997); Connor, Feldman, and Dowd (1998); and
Spang, Bazzoli, and Arnould (2001) did find lower price growth among merg-
ing hospitals compared with nonmerging hospitals, but this occurred only in
selected markets, especially those with high levels of hospital competition.
Other studies noted in Table 1 examined how price and profit effects vary
across different forms of State B integrated organizations, but it is impossible
to reach overarching conclusions from them because each uses a different
method for classifying these organizations (Bazzoli, Chan, et al. 2000; Chan,
Feldman, and Manning 1999; Clement et al. 1997; Nauenberg et al. 1999;
Young, Desai, and Hellinger 2000). Future research that focuses on one or a
few schemes for categorizing multihospital arrangements would be valuable.

Afinal set of studies noted in Table 1 focused on other outcome effects asso-
ciated with hospital consolidation and integration. One especially interesting
study is that of Ho and Hamilton (2000), who examined whether quality of
care changed when hospitals merged or participated in multihospital
arrangements. They found no quality improvements resulting from hospital
consolidation and limited evidence of quality deterioration on a few indica-
tors. This study is the only one to our knowledge that looks beyond financial
effects of hospital consolidation and integration. Continued research on qual-
ity effects is vital for assessing whether consumers benefit or are harmed as
hospitals consolidate, especially because research has shown that consumers
are unlikely to benefit through lower prices.

Overall, as evident from Table 1, much research has focused on the effects of
merger or multihospital affiliation on costs, prices, and hospital financial per-
formance. The results of these studies have been fairly consistent, once one
looks more closely at the type of consolidation that occurred. Namely, costs
are saved through full legal mergers, albeit by a limited amount, and hospitals
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use the increased market power from consolidation to raise prices and earn
more profit. In lieu of additional research to confirm these findings, future
research should look at other outcome measures, especially those affecting
consumers and other stakeholders in the market. In addition, research that
links aspects of the process of change to the outcomes of change could yield
important new insights.

HORIZONTAL PHYSICIAN
CONSOLIDATION AND INTEGRATION

Table 2 reports 30 studies on the horizontal consolidation and integration of
physicians. These studies examined the transition from independent, frag-
mented physician practices (State A) to larger consolidated/integrated physi-
cian organizations, including medical groups, IPAs, and PPMCs (State B).

RELATIVE BENEFITS OF HORIZONTAL
PHYSICIAN CONSOLIDATION AND INTEGRATION

Table 2 includes six studies that examined the benefits of physicians in-
tegrating their independent practices into more consolidated forms.
Coddington, Moore, and Clarke (1998); Conrad et al. (1999); and Robinson
(1998) assessed the benefits of PPMCs relative to independent practice.
Hillman, Welch, and Pauly (1992) and Pope and Burge (1996) focused on the
benefits of various forms of group practices relative to independent practice.
Two common benefits associated with either PPMCs or medical groups were
(1) clinical and administrative efficiencies achieved through increased scale
and (2) greater clout with insurers in negotiating contracts. These two benefits
are similar, of course, to those identified within the horizontal hospital consol-
idation literature. However, the studies also identified unique benefits to phy-
sician consolidation, including the ability to pool risk from capitated contracts
across physicians (Hillman, Welch, and Pauly 1992), better data systems and
management expertise for risk contracts (Coddington, Moore, and Clarke
1998; Robinson 1998), and the availability of much needed capital to grow the
practice or cover occasional revenue shortfalls (Coddington, Moore, and
Clarke 1998; Conrad et al. 1999; Robinson 1998). Robinson and Casalino (1996)
further added that physician horizontal integration would yield greater bene-
fits to physicians than vertical integration with hospitals because physicians
could achieve the benefits noted above without dealing with organizations
that were burdened by expensive excess capacity.
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Although the findings above do not consider the influence of contextual
factors, other studies in Table 2 do. These studies indicate that growing man-
aged care market share and payer dominance generally increase the benefits
of physician consolidation/integration over independent practice (Burns
1997; Burns, DeGraaff, and Singh 1999; Christianson 2001). Robinson and
Casalino (1995) further noted that growth in the use of capitation by HMOs
spurred growth in larger medical groups to better manage risk, which in turn
led to increased ability of HMOs to use capitation with physicians. Other fac-
tors commonly identified that could affect the relative benefits of consoli-
dated/integrated physician organizations included increased complexity of
management and clinical technology (Burns 1997), physician oversupply gen-
erally but also shortages in certain specialists (Burns 1997; Burns, DeGraaff,
and Singh 1999; Christianson 2001), and increased hospital consolidation and
market power vis-à-vis physicians (Christianson 2001).

Overall, these studies of the relative benefits bear similarities and some dif-
ferences to the hospital literature discussed earlier. The similarities relate to
the focus on efficiencies and the important influence of managed care. The dif-
ferences relate to unique features of physician organizations, namely, the lack
of capital and management expertise in small, independent practices. Given
the recent retreat from capitated contracting arrangements in certain markets
(Hurley et al. 2002), research that examines changes in the perceived benefits
of different forms of physician consolidation/integration is important. Which
forms of physician organization are currently viewed as providing the most
benefit, and are perceptions about independent practice changing?

PROCESS OF CHANGE: HORIZONTAL
PHYSICIAN CONSOLIDATION AND INTEGRATION

Comparable to the hospital literature, most physician organization studies
on the process of change focused on the set of actions undertaken to support
larger consolidated/integrated physician organizations. These studies typi-
cally focused on the management capabilities and practices implemented by
newly formed physician organizations, especially to improve their manage-
ment of capitated contracts. Grumbach et al. (1998), Kerr et al. (1995, 1996),
and Penner (1999) all studied California physician organizations in the early
to mid-1990s. Grumbach et al. (1998) noted that capitated physician organiza-
tions tended to develop management capabilities that resembled those of
HMOs. Penner (1999) provided an inventory of these capabilities, includ-
ing strategic and business planning, finance, actuarial skills in reviewing con-
tracts and assessing service use, and contract negotiations. Kerr et al. (1995,
1996) focused on utilization management, physician profiling, and quality
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assurance activities. Grumbach et al. (1998) further noted that groups devel-
oped new governance structures, new payment methods for physicians, and
processes for selecting physicians to ensure quality and cost-efficiency.

Kralewski et al. (1996, 1999) examined similar types of management capa-
bilities but for physician organizations in Minnesota rather than California.
Their results stand in contrast to those above in that the development of these
capabilities was fairly limited for Minnesotan physicians. They also found no
relationship between the percentage of physician revenues that was capitated
and the extent of the management capabilities developed. Rather, the length of
time that the physician organization had capitation was more important to
explaining the degree of management capability developed. Consistent with
Kerr et al. (1995), however, Kralewski and colleagues found that use of formal
mechanisms to control physician service use was quite limited. It is not clear
why studies of California and Minnesota physician organizations differed in
the respects noted above. HMOs in both states moved rapidly to develop
capitated contracting arrangements with physicians. More research is needed
about the different environmental and organizational contexts across areas of
the country to see how this has influenced the formation and development of
physician organizations.

Three studies in Table 2 provide qualitative descriptions of the sequencing
and timing of events in the process of physician organization consolidation
and integration. Coddington, Moore, and Clarke (1998) and Robinson (1998)
examined the process of bringing partners together. The former study empha-
sized the key phases of (1) establishing trust, (2) assessing fit between and the
relative strengths of organizations, (3) assessing ability to deliver a high-
quality product, (4) developing a business strategy, and (5) considering effects
on competitive position. Robinson (1998) focused on the “fit” and “relative
strengths” dimensions and discussed the importance of carefully defining the
roles and responsibilities of the parent organization (i.e., the PPMC he stud-
ied) and involved physician organizations. Waterman and Bonham (1994)
examined the process of joining two very different physician organizations
in one umbrella organization. They noted that a variety of physician-
management committees were formed to deal with an array of tough issues.
Physicians worked together for some time before they developed trust and
could deal with cultural differences between the organizations. This was an
important precursor before physicians could make decisions about referrals,
managed care contracts, and the distribution of practice net revenues.

The remaining two process-of-change studies in Table 2 examined internal
contextual factors that affected the process of change. Facilitating factors iden-
tified by Dupell (1997) included controlling expenses, developing joint busi-
ness and financial strategies, attracting private equity, maintaining physician
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leadership, and renegotiating contractual arrangements. Waters et al. (2001)
focused on whether involving practicing physicians in developing and imple-
menting new organizational processes facilitated change. They found that
physician involvement in the implementation process positively affected
their attitudes but that involvement in the development stage detracted from
their ultimate acceptance. This likely reflects the high value physicians place
on their time and the large commitment needed to fully develop and im-
plement new organizational processes.

Generally, these studies of the process of change are comparable with those
for horizontal hospital integration in that they suggest change takes time to
ensure the development of stakeholder buy-in and organizational capabili-
ties. They further suggest the importance of involving key parties—in this
case, physicians—but the need to do so carefully so that the delicate balance of
building trust is not thwarted by frustration with slow progress.

OUTCOMES OF CHANGE: HORIZONTAL
PHYSICIAN CONSOLIDATION AND INTEGRATION

Studies of the outcomes of horizontal physician consolidation/integration
have focused on (1) changes in the costs of operating a medical practice, (2)
changes in the use of health services by patients, and (3) differences in patient
satisfaction across practice types. In essence, the first area focuses on the value
derived by physicians from consolidation to the extent it reduces their practice
costs. The second area could represent value to health plans if physician orga-
nizations are more conservative in ordering health services and also value for
consolidated physician organizations if they hold capitated contracts. The
final area represents value as derived by patients to the extent that they per-
ceive differences in access, quality, and coordination of services across differ-
ent types of physician organizations. Outcome effects were assessed typically
by cross-sectional comparisons of medical organizations. As such, they do not
allow us to assess the trajectory of outcome changes as larger physician orga-
nizations form and solidify.

Several studies listed in Table 2 examined whether economies of scale were
present in medical practices. In studies of medical groups, Havlicek, Eiler, and
Neblett (1992) and Robinson (1999) found that modest efficiencies resulted as
the number of physicians in a group increased, but Pauly, Escarce, and Wedig
(1996) found no such efficiencies. Pope and Burge (1996) contrasted single
specialty and multiple specialty groups and found that economies of scale
existed for both but tended to be quickly depleted as physicians are added.
Some studies noted in Table 2 provide insights as to why little or no physician
practice cost savings may be present. Conrad, Feldman, and Dowd (1998)
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noted that consolidated physician organizations can achieve cost reductions
through greater leverage with medical suppliers but supply costs only repre-
sent about 6% of practice expenses. Gorey and Bannon (1998); Havlicek, Eiler,
and Neblett (1992); and Robinson (1999) noted that overhead costs can actu-
ally rise for medical practices if they increased size beyond some point due to
higher costs of coordination and the need to develop new culture and leader-
ship. Robinson (1999) found that larger groups undermine traditional gov-
ernance approaches and collegial relations among physicians.

Given these types of findings, the Medical Group Management Association
(MGMA 1998) took a different tact to studying outcomes from physician con-
solidation/integration. Namely, they sought to answer the question: What
organizational structures and actions were implemented by highly successful
medical groups that distinguish them from less successful groups? In other
words, they focused on the internal processes implemented by different medi-
cal groups that may explain differences in their ultimate financial perfor-
mance. MGMA(1998) found that high-performing groups were distinguished
by their commitment to cost containment activities, including careful budget-
ing and use of physician incentives, their attention to managed care contract-
ing, and their efforts to improve the quality of their product. Consistent with
these MGMA findings, Gorey and Bannon (1998) found that certain medical
groups had achieved increased leverage in negotiating risk contracts with
HMOs. MGMA concluded that medical groups with internal management
capabilities that allowed them to operate like private businesses had the best
financial performance.

The second type of outcome study examined the effects of physician con-
solidation/integration on health services use. Greenfield et al. (1992) found
that physicians in solo practices had higher hospitalization rates than did
group physicians but the latter, especially those in prepaid groups, had higher
rates of office visits. Findings of Wolinsky and Marder (1985) were consistent
with these in relation to office visits. Expanding on this basic work, a num-
ber of studies looked at internal structures and actions adopted by medical
groups as they developed and how these affected health services use and cost.
Kralewski et al. (2000) found that the compensation methods developed for
individual physicians by capitated medical groups affected patient costs of
care and that greater use of risk-based payments for individual physicians
reduced these costs. In addition, they found that use of physician profiles and
clinical guidelines was associated with lower patient care costs. These find-
ings contrast with Conrad et al. (1998), who found that compensation meth-
ods used by capitated medical groups did not significantly affect the use of
health services after controlling for patient, health plan, and physician
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characteristics. Kralewski et al. (1999) contrasted the impact of internal struc-
tures established by a group, such as physician payment methods and profil-
ing, versus group culture on physician resource use. They concluded that the
latter was more important in explaining resource use.

A final group of studies reported in Table 2 focused on patient satisfaction
with medical care. Rubin et al. (1993) found that patients in solo practice had
higher overall satisfaction than patients of group practices. Group physicians
provide more office visits per week than their solo counterparts and thus may
be spending less time per patient. Saffran, Tarlov, and Rogers (1994) examined
patient perceptions about access and coordination of care within different
forms of physician organizations. They found that patients rated organiza-
tional access, continuity of care, and accountability highest in medical groups
that were compensated on a fee-for-service basis but rated coordination of
care highest for groups linked to HMOs.

In summary, studies that have examined consolidated/integrated physi-
cian organizations have generally found limited effects on practice costs but
important effects on health resource use and patient satisfaction. Some inter-
esting research has emerged in recent years to assess how internal actions and
structures implemented by various physician organizations relate to these di-
mensions. However, they yield conflicting findings. Thus, continued research
in this area is warranted. Another important area of study is potential quality-
of-care differences that may exist across different types of physician organiza-
tions and how quality differences may relate to internal processes and struc-
tures. Finally, it is intriguing how many studies have focused on the important
influence of the culture of physician organizations on their costs and resource
use. More research is needed that delineates key dimensions of physician
organizational culture and tests and validates approaches for quantifying
these dimensions.

VERTICAL INTEGRATION
OF PHYSICIANS AND HOSPITALS

Table 3 reports on 33 studies that examined the integration of hospital and
physician organizations. Specifically, the studies examined physician and
hospital organizations (State A) linking together through a variety of arrange-
ments that were intended to integrate service delivery and financing functions
(State B).
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RELATIVE BENEFITS OF VERTICAL
INTEGRATION OF PHYSICIANS AND HOSPITALS

Seven studies in Table 3 examined the relative benefits that could accrue to
physicians and hospitals as they developed vertical arrangements. Com-
monly identified benefits for both physicians and hospitals included im-
proved financial performance, increased operational/financial stability, and
increased revenues through expanded market share. In addition, some authors
noted potential efficiencies and lowered costs of operations through vertical
physician-hospital linkages (Coddington, Fischer, and Moore 1994; Greenberg
1998; Morrisey et al. 1996). Researchers also noted specific benefits for hospi-
tals as greater physician loyalty, a more secured referral base, and greater
access to managed care contracts (Gorey 1993). For physicians, specific bene-
fits were similar to those identified for horizontal physician consolidation/
integration, including access to management expertise, marketing, informa-
tion systems, and financial capital (Gorey 1993). Another physician benefit
noted by Greenberg (1998) was an expanded role in hospital decision-making.

The main contextual factor noted that would affect the relative benefits of
physician-hospital integration was managed care presence and dominance in
markets. Burns et al. (2000) stressed the importance of physician-hospital inte-
grated arrangements as a contracting mechanism to deal with managed care,
and Burns, Andersen, and Shortell (1993) found that the conflicts created be-
tween physicians and hospitals through managed care could be partially alle-
viated through their integration. Although managed care is frequently cited
as a rationale for physician-hospital integration, Burns et al. (1997) did not
find evidence that an evolutionary process existed in which managed care
growth led to tighter forms of physician-hospital integration, namely, a move-
ment from contractual arrangements to unified ownership-based models.

Perhaps the most interesting feature of the literature above is its striking
similarity to what was found for horizontal hospital and horizontal physician
consolidation/integration. In all instances, both cost reduction through new
efficiencies and revenue enhancement through greater health plan leverage
and access to more contracts were expected. In addition, physicians would
benefit from linking with a hospital capital partner that would provide
management expertise and infrastructure. The only unique benefit
mentioned in the vertical integration literature was physician involvement in
hospital decision-making, but physicians have long played such a role in this
domain (Alexander and Morrisey 1988b) without the presence of formal phy-
sician organizational models, such as PHOs.
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PROCESS OF CHANGE: VERTICAL
INTEGRATION OF PHYSICIANS AND HOSPITALS

Perhaps the most frequently examined area in health care organizational
change in recent years was the process of change for physician-hospital inte-
gration. In total, we identified 19 studies in this area. This likely reflects inter-
est among organizational researchers in these arrangements given their inher-
ent complexity, namely, the linking of traditionally hierarchical hospital
organizations with typically nonhierarchical, autonomous physicians. In
addition, hospital organizations needed to link with primary care physicians
if health services and financing were to be integrated. Hospitals have had
more experience dealing with physician specialists who treated patients in
their facilities rather than primary care physicians who referred to these
specialists.

A major focus in the process-of-change literature was developing the cli-
mate for change within involved organizations. The presence and continuity
of physician leadership was by far most often mentioned in this literature
(Coddington, Chapman, and Pokoski 1996; Coddington, Ackerman, and
Fischer 2000; Gillies et al. 2001; Kralewski et al. 1995; Shortell 1991; Shortell
et al. 1996; Young and McCarthy 1999). Physician leadership was viewed as
important not only to securing physician involvement in governance but also
as a mechanism for communicating to, and mentoring, practicing physicians.
Another commonly identified facilitating factor was investment in compo-
nent structures and systems that supported process and cultural change
(Coddington, Ackerman, and Fischer 2000; Gillies et al. 2001; Kralewski et al.
1995; Lemieux-Charles and Leatt 1992; Shortell et al. 1996; Young and McCar-
thy 1999). This included not only investment in new management and clinical
technologies but also investment in core competencies. Developing a shared
vision across stakeholders was also considered to be especially important
given traditional differences in the ways physicians and hospitals viewed
health delivery and financing (Coddington, Ackerman, and Fischer 2000;
Lemieux-Charles and Leatt 1992; Shortell, Gillies, and Anderson 1994; Young
and McCarthy 1999).

With this groundwork in place, what set of internal changes were imple-
mented to develop and operate a vertically integrated physician-hospital
organization? Of all the studies in Table 3, Devers et al. (1994) is most helpful
because it provides a framework that can be used to synthesize the results of
other studies, identifying three categories of integrative activity: functional
integration, which relates to consolidation and coordination of business sup-
port functions and administrative activities; physician-system integration,
which relates to physician involvement in hospital planning and alignment
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of financial incentives; and clinical integration, which involves coordinated
development of patient services and protocols and sharing of patient
information.

In relation to functional integration, case studies by Bazzoli, Miller, and
Burns (2000c) found that health networks/systems were developing an array
of traditional health insurance functions to provide the infrastructure to sup-
port capitated physician organizations, including actuarial services, enrollee
monitoring systems, claims and payment administration, capital reserve
management, and clinical and administrative information systems. Burns,
Morrisey, et al. (1998) and Dynan, Bazzoli, and Burns (1998) examined the
development of practice management support services that standardized
back-office functions such as billing and collections, scheduling, hiring of
office and nurse staff, and recruitment of physician personnel. In relation to
physician-system integration, Burns, Morrisey, et al. (1998) and Dynan,
Bazzoli, and Burns (1998) examined physician involvement in strategic plan-
ning and also found that hospitals were aligning financial incentives with
physicians through salaried or joint risk-sharing arrangements. Finally, in
relation to clinical integration, Burns, Morrisey, et al. (1998) identified efforts
to share clinical and financial data between hospitals and physicians, and
Dynan, Bazzoli, and Burns (1998) identified efforts to improve the sharing of
clinical and laboratory data.

Devers et al. (1994) also provided comparisons of the relative degree of inte-
grative activity for the health systems they studied. Overall, the nine systems
had substantial functional integration, mixed results for physician-system
integration, and much less clinical integration. These results share many simi-
larities to the horizontal hospital and horizontal physician consolidation/
integration studies described earlier, namely, that functional or admini-
strative integration was extensive but other forms of integration were less
apparent.

Two studies on the process of change in Table 3 are based on longitudinal
case studies that provide insights on the timing and sequencing of change
(Kohn 2000; Young and McCarthy 1999). Young and McCarthy (1999) devel-
oped an elaborate cross-functional process framework that described three
sets of activities in which health organizations engage to form vertically inte-
grated delivery organizations: planning processes, implementation of sup-
portive organizational processes, and implementation of measurement and
reporting processes. They found that organizations took about 1 to 2 years to
complete the planning stage, including formulating specific strategies and
developing plans for adapting programs. However, the authors noted that
study organizations still lacked the integrated budgeting processes consid-
ered essential for implementing integration plans at the end of the planning
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phase. In relation to organizational processes, the study organizations had
formed the essential structures to begin implementing changes, namely, com-
mittees had been developed and their authorities identified. But at the time of
the Young and McCarthy study, which was some 2 to 3 years into the process
of change, these committees were still focused on gaining influence among
key stakeholders, not implementing change in operational processes. This
finding is consistent with Kohn (2000), who found that physicians and hospi-
tals had quickly created the legal structures needed to pursue vertical integra-
tion but 2 or more years afterwards had not developed supportive mecha-
nisms and processes within these new structures. The final set of activities in
the Young and McCarthy framework was integrated measurement and
reporting. These had not taken place for their study organizations because
stakeholders had either not identified the measures to track or lacked the
systems to track the indicators they selected.

These otherwise discouraging findings about the ability of physician and
hospital organizations to transition to a vertically integrated system are modi-
fied somewhat when one looks at the effects of contextual factors. Factors that
hasten the transition included higher regulatory intensity (Alexander,
Morrisey, and Shortell 1986) and greater involvement of affiliated physicians
and hospitals in global capitation (Bazzoli, Dynan, et al. 2000). The mere pres-
ence of managed care in a market, as measured by its market share, was not
found to influence physician-hospital integrative activities (Bazzoli, Dynan,
et al. 2000; Morrisey et al. 1999), suggesting that capitation per se was espe-
cially relevant in motivating integration. Finally, studies found conflicting
effects of physician competition on integration, with Alexander, Morrisey, and
Shortell (1986) finding that it leads to more integration and Gillies et al. (2001)
finding the opposite. While these studies indicate that aspects of the external
environment affect the process of physician-hospital integration, an unre-
solved question is the degree to which the internal context of the organization
affects this transition. This section started with a number of observations
regarding the importance of establishing a climate for change. These case
study observations have not been tested empirically. Thus, at this stage, we do
not know the degree to which the easing of external pressures due to a move-
ment away from capitated contracting (Hurley et al. 2002) versus internal
inertia impeded efforts to develop vertical arrangements.

OUTCOMES OF CHANGE: VERTICAL
INTEGRATION OF PHYSICIANS AND HOSPITALS

Studies of physician and hospital vertical integration have looked at a fairly
limited set of outcome measures relative to the literature on horizontal
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hospital and horizontal physician consolidation/integration. Most of the
studies have focused on physician satisfaction with, or commitment to, their
hospital or health system/network and how specific organizational processes
implemented during the change process affect physician satisfaction/com-
mitment. A second area of study examines hospital financial outcomes,
namely, how physician integration has affected a hospital’s costs and profit-
ability. Finally, one study examined the effect of physician-hospital
integration on capitated contracting of health providers.

Burns, Morrisey, et al. (1998), Burns et al. (2001), and Zuckerman et al.
(1998) found that salaried physicians had more positive attitudes and greater
commitments to their hospitals when compared with nonsalaried, contractu-
ally affiliated physicians, but these effects tended to be small in magnitude.
Looking at nonsalaried physicians, Alexander, Waters, Boykin, et al. (2001)
found that physicians with greater risk-based payment were less satisfied
with their hospital system than those with little or no risk-based payment. In
relation to financial and other types of physician practice support that hospi-
tals can provide, Alexander, Waters, Burns, et al. (2001) and Burns et al. (2001)
found that these positively affected physician satisfaction/commitment with
their hospital system. Furthermore, they found that involving physicians in
hospital decision-making and governance also had a positive association,
which is consistent with earlier research of Zuckerman et al. (1998). Generally,
these findings suggest that shielding physicians from risk—either through
salary or through non-risk-based payment methods—and providing them
with valued financial and practice support makes them more satisfied with
their affiliated hospital organization.

However, looking at the hospital perspective in terms of the value that phy-
sician-hospital arrangements create, no consistent pattern of findings exists.
In relation to hospital costs, Mark et al. (1998) found higher costs generally for
hospitals that had integrative physician organizations when compared with
hospitals that lacked these arrangements. However, these results were moder-
ated when the multivariate analysis accounted for the involvement of medical
staffs on hospital boards and management, provision of physicians with prac-
tice management services, and the presence of strong physician leadership.
Goes and Zhan (1995) found lower hospital costs when physicians and hospi-
tals were financially linked through hospital billing of physician services and
physician-hospital profit sharing. Bazzoli, Dynan, et al. (2000), on the other
hand, found no hospital cost difference based on the physician integrative
activities that were present. In relation to measures of profitability, the Pro-
spective Payment Assessment Commission (1992) examined the presence or
absence of PHOs and found no significant effect of these on Medicare margins.
Mark et al. (1998) examined a larger sample and looked at a broader range of

Bazzoli et al. / Organizational Change 317

 at Tulane University Health Sciences Center Library on September 3, 2014mcr.sagepub.comDownloaded from 

http://mcr.sagepub.com/


www.manaraa.com

integrative physician organizations and found lower total margins for hos-
pitals with these organizations. However, correlational analysis of Shortell,
Gillies, and Anderson (1994) suggested a positive relationship between a hos-
pital’s perceptions of functional, physician-system, and clinical integration
and hospital profitability. Overall, it is not clear from these results if hospitals
financially benefit from their physician-hospital integration activities.

A final study noted in Table 3 examined the acquisition of global capitated
contracts by physician-hospital integrated organizations. One of the reasons
why physicians and hospitals pursued integrated relationships was to obtain
this kind of contract from HMOs. Bazzoli, Dynan, and Burns (1999/2000)
found that ownership-based physician-hospital arrangements were more
successful in obtaining these contracts compared with contractually based
physician arrangements.

An interesting aspect of the studies reported in this section is the dominant
focus on whether physicians were finding value from these vertically inte-
grated arrangements. The studies provide a wealth of information that sug-
gests physicians do indeed value these relationships if they receive valued
services and are shielded from financial risk. However, did this return value to
hospitals? The evidence reported above is inconclusive, but perhaps the most
telling finding is one reported earlier in the article that hospitals were shed-
ding their physician-hospital arrangements since 1996. This suggests these
organizations may not have returned the value for which hospitals had
hoped.

DISCUSSION
AND OBSERVATIONS

An extensive literature on organizational change in health care exists, and
this certainly presents challenges in reaching overarching conclusions given
its diversity. Our objective in this synthesis was to look across this body of
research and answer the question: What have we learned from it? This section
addresses three questions: What do we know from existing research, namely,
where do we see consistent patterns of findings? What do we need to know
due to a lack of consistency or simply too little existing research? and Why is
such research important?

WHAT WE KNOW FROM
EXISTING RESEARCH

There are a number of consistent findings both within and across studies
for the three types of organizational change we examined. In particular, the

318 MCR&R 61:3 (September 2004)

 at Tulane University Health Sciences Center Library on September 3, 2014mcr.sagepub.comDownloaded from 

http://mcr.sagepub.com/


www.manaraa.com

literature we reviewed for horizontal hospital consolidation and integration,
horizontal physician consolidation and integration, and vertical integration of
physicians and hospitals all spoke to potential gains in financial performance
and financial stability that organizations could achieve as they transitioned
from an independent, unintegrated State A to consolidated, integrated forms
of State B. Another point of commonality was the frequent mention of antici-
pated or actual growth in managed care as increasing the relative benefits of
operating as a State B organization. Horizontally and/or vertically aligned
organizations were viewed to have better ability to fend off managed care
pressures, given their potential to create efficiencies and increase provider
clout in payer negotiations. Thinking of managed care in this way may help
explain why health organizations have backed away from some of the major
organizational changes that began in the 1980s and 1990s. Given the managed
care backlash (Reinhardt 1999; Enthoven and Singer 1999), some of the luster
of State B has diminished as has some of the fear of remaining in State A.

Furthermore, in all three types of organizational change we examined,
studies found that physician and hospital organizations were able to achieve
consolidation of administrative units and functions and typically did so
quickly as they moved toward State B. This makes substantial sense given the
hierarchical structure inherent within administrative units of health organi-
zations. Consolidating and integrating hierarchies, where roles, responsi-
bilities, and lines of authority are clear, is fairly straightforward because
duplicative functions are easily identified. While some innovation theorists
have suggested that achieving “small wins” early on may provide the basis
for dealing with tougher issues down the road, it was probably overoptimistic
to have presumed that success at administrative integration would aid sub-
sequent, more complex clinical integration. Indeed, the organizational change
research we examined found that even 2 to 3 years after initiation of a change
effort, organizations typically had not implemented major operational or
clinical changes that were needed to achieve State B. Time was needed to
build trust, to obtain buy-in, and to deal with resistance. In the meantime,
some of the imperative that drove the organizations to transition to State B
diminished as managed care lost its power and backed away from capitated
contracting.

Finally, among studies of the outcomes of change, a few noteworthy areas
of consistency were identified. First, the horizontal hospital consolidation/
integration literature has found that full asset mergers that lead to one owner
and one operating license result in cost savings, especially for small and ini-
tially inefficient hospitals. This literature also has found that horizontal hospi-
tal consolidation of any sort typically leads to higher prices or price growth.
Second, the literature on vertical integration of physicians and hospitals
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indicates that hospitals can indeed increase physician satisfaction based on
the specific integrative structures and arrangements they implement. Third,
although only a few studies examined the link between the process of change
and outcomes of change, these studies have shown that how a firm executes
its consolidation and integration plans likely has an important influence on
the outcomes it achieves. Although there appears to be an important link
between the process and outcomes of change, insufficient research exists to
delineate the specific nature of this link.

WHAT WE NEED TO KNOW

Throughout the discussion of research on horizontal and vertical consoli-
dation/integration, we identified specific areas of research that could add
new insights to our understanding of organizational change. Rather than re-
peat these here, we discuss needed research that crosscuts the three types of
organizational change we examined:

• Ethnographic or anthropologic research on the process of change for health organizations.
There is a great need to better understand how change plays out for different or-
ganizations. Are there common critical junctures that organizations face? What
internal and external contextual factors are most influential, and what is their in-
terplay? Some of this work has taken place in studies that examined the sequenc-
ing and timing of events in the process of change, but their observations need to
be further explored over time and across a broader set of organizations. The re-
sults of this type of research could provide important insights and hypotheses
that could be used to design future organizational surveys. Broad-based data
collection using these surveys could then be used in more rigorous multivariate
analysis and hypothesis testing.

• Better alignment of the insights gained from qualitative studies of the process of change
with quantitative studies of the outcomes of change. An interesting insight from exist-
ing case studies of the process of organizational change is that change takes sub-
stantial time. Even 2 to 3 years after organizations embark on the transition to
State B, they were still attempting to establish the foundation for change in terms
of trust building and integrating cultures. Most empirical studies, though, have
looked 1 year to at most 3 years after major organizational change was initiated
to assess outcome effects. Existing empirical research may simply be looking too
early in the process of change to identify appreciable effects. Furthermore, if re-
searchers are examining financial measures, such as changes in organizational
expenses, these could be contaminated by the costs of the transition, namely, the
time, energy, and resources devoted to the process of change.

• More careful consideration of what has actually changed contentwise in an organization.
Armenakis and Bedian (1999) defined the process of change as the set of actions
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undertaken by an organization during the enactment of an intended change. Dif-
ferent organizations may implement different sets of actions even though their
intended objective is the same. Yet, most empirical research assumes that a
merger between two hospitals, for example, is identical in terms of what hap-
pens organizationally to a merger between two other hospitals. Existing research
that sought to link the process of change and outcomes of change demonstrates
that this is not the case. The “black box” of organizational change needs to be
penetrated and more data collected on what different organizations actually do
as they implement major organizational change.

• Understanding the relative impact of internal inertia versus changing external pressures
on organizational change. Acritical question that cannot be answered from existing
research is, What if market forces had not dissipated—would we have seen more
hospital and physician organizations integrate clinical functions and quicker
movement to State B organizational forms? There is certainly enough variability
across U.S. health markets in the degree of pressures that health providers face
for such analysis to occur.

• Understanding how the changing external context affects the relative benefits of different
organizational forms. Clearly, some of the expectations of the 1980s and 1990s
about the growth of managed care and its role in setting the terms of trade for
health delivery and financing did not pan out. This leaves unanswered the ques-
tion of what are the relative benefits of organizing hospitals and physicians
given the current context. In particular, what is the driving logic behind current
provider consolidation efforts? Furthermore, what are the implications for con-
sumers and payers if preferred forms of organization for health providers lead to
higher prices without appreciable effects on access, quality, or coordination of
care? Researchers in economics, organizational behavior, and strategic manage-
ment have theories and empirical tools that can help shed light on these areas,
but little work has been done to address these questions.

WHY SUCH RESEARCH IS IMPORTANT

The U.S. health care system is constantly changing, sometimes in subtle
ways and other times in major ways, in response to public health policy, pri-
vate market imperatives, and technological advances. It is important that we
learn as much as we can from the past so that future change efforts build on
prior successes and do not repeat costly mistakes. Given existing research
findings that physician and hospital organizations were only able to imple-
ment administrative consolidation and that this led to little change in antici-
pated outcome measures, should we conclude that hospitals and physicians
are simply unable to implement major organizational change? It is tempting to
jump to this conclusion, but it is important to recognize that the complex ques-
tions raised above were not addressed. There are deep, fundamental gaps in
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existing research such that we do not understand what worked in the past,
what failed, and why. If research is to benefit health managers and policy mak-
ers, we need insights to the questions raised above and in the prior sections.
Health management researchers and health service researchers need to look
beyond what is readily doable given existing data, such as studying whether
costs are higher or lower in larger medical groups or merged hospitals, to
study these more complicated issues.

Certainly, the questions posed above are not simple to examine because
they require long-term qualitative research and new primary data collection.
These questions may form the basis for the next two decades of health man-
agement research and health services research. However, there has been so
much experimentation with change among health organizations during the
last two decades that there is ample ground for these kinds of study. In addi-
tion, as future waves of organizational change inevitably occur in the U.S.
health system, we believe that the questions posed throughout this literature
synthesis in conjunction with our organizing framework will provide a basis
for designing studies that can effectively examine future health organiza-
tional change.

NOTES

1. Hospital and physician organizations also undertook efforts to develop their own
insurance products that were then integrated with their traditional health delivery
functions (Shortell, Gillies, and Anderson 1994). However, our review of relevant
articles suggested that most of the research looking at financial integration with
health delivery assessed provider involvement with capitated contracts. Other than
McCue (2001), there is little research literature examining provider decisions to
develop and market their own insurance products.

2. Barnett and Carroll (1995) classified resource dependency theory, contingency the-
ory, institutional theory, and transactions cost economics as “strategic adaptation
theories” and organizational ecology and evolutionary economics as “selection
theories.”

3. Another interesting aspect of organizational change in health care not captured in
Figure 1 is that a variety of organizational forms are perceived to be alternatives in
achieving similar aims. For example, hospitals in the 1990s became involved in con-
tractually based health networks or ownership-based health systems largely to
achieve similar aims of developing regional networks and increasing leverage with
managed care organizations. Thus, we could imagine a series of alternative State B’s
arrayed in Figure 1, each with its own net present value and its own costs of change
depending on how similar their content was to State A.

4. Of course, one of the difficulties facing health executives as they consider imple-
menting major change is to assess exactly what value the market will place on their
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new organization and exactly what investments at which times will be needed to
create a State B organization. As is true with any conceptual model, our intent is to il-
lustrate the key components of the decision-making process, namely, the compari-
son of relevant costs and benefits associated with organizational change, rather
than to suggest that organizations have complete and perfect knowledge to pre-
cisely measure these components given the uncertainties they face.

5. Most notably, we focused on the Agency for Healthcare Research and Quality and
the Changes in Health Care Financing and Organization program of the Robert
Wood Johnson Foundation.

6. Another group of studies we excluded only indirectly examined the types of organi-
zational change we were interested in. For example, many studies examined the ef-
fects of differences in hospital concentration across markets on hospital costs and
prices primarily to examine the effects of competition on these dimensions (i.e.,
Melnick et al. 1992; Robinson and Luft 1985; Zwanziger and Melnick 1988).

7. There has also been debate over whether this result holds true for nonprofit and for-
profit hospitals, with the bulk of the recent evidence supporting the position that
both types of hospitals raise prices or net revenues after they consolidate with oth-
ers. See Lynk (1995b); Dranove and Ludwick (1999); and Keeler, Melnick, and
Zwanziger (1999).
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