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ORGANIZATIONAL VARIATION IN
THE MANAGED CARE INDUSTRY
IN THE 1990S: IMPLICATIONS FOR
INSTITUTIONAL CHANGE

Denise L. Anthony and Jane Banaszak-Holl

ABSTRACT

Despite continuing debate about costs and benefits, managed care became
an integral part of the health care sector during the 1990s. In this paper,
we examine the organizational and practice variation in the managed care
industry at two points in the 1990s using a national census of organizations
operating in those years. We use a definition of managed care that captures
the increased diversity within the industry while still distinguishing it
from traditional indemnity, fee-for-service care. We draw on institutional
theory to begin to formulate a framework for understanding why certain
organizational forms and practices emerged when and where they did.

INTRODUCTION

In the last quarter of the 20th century, the social organization of health care
delivery in the U.S. changed dramatically with the introduction and growth of
managed care (MC). In a nutshell, MC is comprised of both organizations and
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organizational practices that manage as well as finance the delivery of health care.
MC organizations are prevalent in all health care markets (Wholey et al., 1992) and
managed care is the dominant form of health coverage for privately-insured indi-
viduals (Gabel, 1999; Gabel et al., 1994). MC has achieved what neo-institutional
theorists label a “taken-for-granted” status (DiMaggio & Powell, 1983; Meyer &
Rowan, 1977; Zucker, 1977). In other words, MC is now a social institution in the
United States.

During its early development in the 1970s and 1980s, MC was synonymous with
the organizational form of group-staff model health maintenance organizations or
HMOs (e.g. Group Health of Puget Sound and Kaiser-Permanente), which con-
sisted of a clear and finite set of practices through which health care was managed:
physicians paid by salary or “capitation” (i.e. annual lump-sum pre-payment) with
primary care gatekeepers and frequently, utilization review (Miller & Luft, 1994;
Strang, 1995). These and other features of MC were a direct challenge to the
dominant paradigm of fee-for-service (FFS) medicine, but had little impact on the
structure of health care initially. It was not until the cost-pressures from dramatic
health care inflation in the 1980s, coupled with an economic recession, that the
“logic” of FFS medicine was threatened by the alternative logic offered by MC. It
was at that time, in the late 1980s, that states began to create regulatory incentives
to promote MC (Strang, 1995; Strang & Bradburn, 2001; see also Light, 2001).

By the early 1990s, the paradigm shift away from FFS health care toward MC
was in full swing, and by the mid-1990s MC had replaced FFS as the dominant
organizing principle in health care insurance (Gabel et al., 1994), with widespread
implementation of MC practices such as capitation, gatekeeping and utilization
review. The widespread diffusion of MC forms and practices might appear to be
the end of a story about the institutionalization of MC in health care. Indeed, the
vast majority of analyses of MC over the past twenty years have been concerned
with how MC differsfrom FFS health care, not how MC itself varies. We, however,
take this period as our point of departure. As we show in this paper, the extent
of organizational variation within MC indicates that the process of institutional
change in health care financing and delivery is still very much underway. Scholars
have described this as a period of profound institutional change in the health
care industry (Scott et al., 2000; see also Mechanic, 2002). Though all forms of
MC differ in important ways from FFS health care, the variation within MC has
implications for understanding current and future effects of health care delivery
for patients, for providers and for society as a whole.

In this paper, we explore the organizational composition of the managed care
industry by describing the demographic distribution of organizational forms and
practices across the U.S. at two points during the 1990s. Our goal here is threefold:
(1) to determine the extent of organizational variation in managed care during



1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Organizational Variation in the Managed Care Industry in the 1990s 23

the period of institutionalization in the 1990s; (2) to compose a new working
definition of managed care that captures the increased diversity within the industry
while still distinguishing it from traditional fee-for-service health care; and (3) to
begin to formulate a framework for understanding why certain forms and practices
emerged when and where they did, by drawing on theories of institutional and
organizational change. We raise more questions than we answer in this paper, in
part because our primary goal is to illustrate the variation within MC and discuss its
implications, rather than to fully analyze why we see the variation when and where
we do. MC, however, offers an opportunity to both illustrate and further develop
theoretical models of institutional change, and this study is the first part of a larger
project that will further analyze the dynamics of change within this industry.

INSTITUTIONAL CHANGE

Despite the increasing prevalence of MC throughout the 1990s, there is a great
deal of variation in management rules and practices, while the prevalence and con-
centration of different forms of MC organizations varies considerably across local
markets. As we will show below, by the end of the 1990s, the initially quintessential
form of MC, the staff-model HMO had declined significantly, while new organi-
zational forms, such as the individual practice association (IPA) and the preferred
provider organization (PPO), emerged and grew rapidly throughout the decade.
Thus, ironically, during the period of apparent institutionalization in which MC
became the predominant form of healthcare delivery, the organizational features
of managed care became more rather than less diverse.

Institutionalization often implies uniformity because it is a process through
which institutions, resilient and stable social structures, are formed. As Scott
(2001) makes clear, however, institutions operate at multiple levels as well as via
multiple mechanisms (see also Campbell, 1997). Institutional change is a broad
set of processes entailing both the adoption and evolution of new organizational
forms and practices (what is often termed “institutionalization,” DiMaggio &
Powell, 1983), as well as the discontinuation or abandonment of other forms
and practices (termed “deinstitutionalization,” Oliver, 1992) (Jepperson, 1991).
So while “changes in practice co-evolve with changes in legitimating logics”
during institutional change (Scott, 2001, p. 190), they do not do so uniformly.
Organizational change may begin with uncertainty about what practices an
organization should adopt as previous norms and practices are deinstitutionalized
but new standards are not yet established (Oliver, 1992; Strang & Soule, 1998).
Organizations may innovate new rules or practices over a relatively short period of
time, only to discard or radically alter those procedures if they do not become the
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institutionalized practices in the field (Dowell & Swaminathan, 2000). Innovation
itself can be a catalyst for further organizational innovation, leading to increasing,
rather than decreasing rates of organizational change (Greve & Taylor, 2000).
Alternatively, organizations may adopt new practices only after they have become
commonplace among peer organizations (DiMaggio & Powell, 1983), or mandated
from the state or some other regulatory body (Edelman, 1992; Fligstein, 1990).

Even under strong institutional pressure, organizational variation may increase
(Edelman, 1992; Lounsbury, 2001; Ruef & Scott, 1998). Organizational variation
in response to normative and/or regulative pressures occurs partly because
ecological and competitive pressures affect organizational responses to the insti-
tutional environment (Dacin, 1997; Haveman & Rao, 1997) and more specifically,
because competitive and institutional environments vary in intensity at the local
level (Hannan et al., 1995; Wade et al., 1998). At the same time, differential
access to resources across firms leads to organizational variation in response
to institutional pressures (Lounsbury, 2001; Suchman, 1995). Organizational
practices inconsistent with dominant institutional logics, however, will not be
readily incorporated across organizations (Biggart & Guillen, 1999).

Recognizing that institutions are multi-layered, and that institutional change is
a multi-dimensional process, makes the increasing organizational diversity in the
MC industry less perplexing because uniformity at one level may hide diversity
at other levels. Further, it suggests that examining institutional change in the
MC industry requires attention to multiple aspects of the organizational entities
comprising it (Ruef, 2000; Scott et al., 2000). Figure 1 very simply illustrates insti-
tutional change across multiple organizational dimensions, including institutional
logics, the broad organizing principles that indicate (and define) what is considered
appropriate, normal and reasonable for organizations (Biggart & Guillen, 1999;
Friedland & Alford, 1991); organizational forms, the set of authority structures
and technological systems used across a population of organizations (Hannon &
Freeman, 1989; Stinchcombe, 1965); and organizational practices, the rules,
guidelines and routines that govern organizational tasks (DiMaggio & Powell,
1991; Nelson & Winter, 1982). Changes in institutional logic will be causally
linked to changes in organizational forms and at a more micro level to changes
in organizational practices, procedures and guidelines. Change however, may
occur first at any level, and lead either to significant changes at the other two
levels, resulting in what can be termed institutional change. For example, in
their historical review of long-term care in the United States, Kitchener and
Harrington (2003) show that institutional change in the long-term care sector
requires multi-dimensional change including changes in care practicesused with
individual residents, development of new organizational formsof care delivery,
and shifting societal norms(and institutional logics) of how to treat the elderly.
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Fig. 1. Levels of Institutional Change.

Alternatively, change at one level may lead to no further change at the other levels,
resulting in organizational change but not significant institutional change. Many
of the more interesting dynamics in organizational and institutional change occur
because change across levels is not fully uni-directional and may occur at different
speeds. A closer study of variation in MC can contribute to our understanding
of the dynamics of institutional change across levels of analysis and can address
many questions regarding the future of the health care industry.

Diversity in Managed Care Organizational Forms and Practices

From an institutional perspective, the “logic” of MC is the idea that both the
clinical practice and the financing of health care should be managed together,
typically by insurance plans. As noted above, this was a direct challenge to the
logic of FFS medicine, in which financing and clinical practice are managed sepa-
rately. Under FFS, insurance plans paid fees charged by physicians who provided
clinical care; physicians did not share the risk of health insurance, and physicians
managed clinical care via professional rules, relationships and norms. Under MC,
physicians are expected to share risk as well as submit to oversight of their clinical
practice by insurance plans. The stark difference in organizing principles alone
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has caused deep-seated resistance to the institutionalization of MC (Mechanic,
1996, 2002).

When institutions are indeterminate, such as when a dominant logic is
challenged, or multiple logics exist, as is currently the case in health care, there is
uncertainty regarding appropriate organizational forms and practices. Currently,
HMOs and PPOs are the two major organizational forms of MC, but they differ
significantly in the practices they use to pay providers and to manage care delivery
(Gold et al., 1995). Previous research has found substantial differences in the
survival and growth of different types of HMOs and of PPOs (Christianson
et al., 1991; Gold et al., 1995; Wholey et al., 1992; Wholey & Burns, 1993). A
substantial literature exists on the practices and historical trends among HMOs,
including research on physician payment (Sleeper et al., 1998), insurance premium
structures (Wholey et al., 1995), organizational forms (Wholey & Burns, 1993)
and state oversight of HMOs (Christianson et al., 1991). In contrast, though a
number of studies analyze the organizational features of PPOs (e.g. Dalton, 1987;
Gold et al., 1995; Gold & Hurley, 1997), and the effects of PPOs on health costs
and utilization (e.g. Hellinger, 1995; Smith, 1997), PPOs have been relatively un-
studied despite their increasing prevalence in the last ten years. Here, we compare
the ecological trends in both HMOs and PPOs simultaneously to determine how
the larger population of MC firms more generally has evolved. Consequently,
we determine and compare the prevalence and practices of both PPO and HMO
forms of managed care in 1993 and 1998, and in so doing, explore the relative
differences and similarities within and between these two organizational forms.

Data

We examine MC organizational forms and practices using data reported in the
Medical Economics Company (MEC) HMO/PPO Directory for the years 1993
and 1998. The directories provide comprehensive information on the organiza-
tional characteristics for all MC health plans operating in each state in the U.S.
Comparison to the more familiar InterStudy HMO (1998) and PPO Directories
(2001), identify similar numbers of organizations for comparable years. The MEC
Directories provide detailed information on specific organizational practices, such
as clinical care oversight mechanisms and provider payment structures. While
cross-sectional, these data provide valuable first insights into population level
changes in MC during the last decade.

Health plans are categorized as HMO or PPO. HMOs are defined as health
plans offering prepaid, comprehensive health coverage for both hospital and
physician services, in which members are required to use participating providers
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and are enrolled for a specified period of time. PPOs are defined as plans in which
beneficiaries receive care from a selected panel of providers who agree to some
form of discounted fee schedule when contracting with the PPO.

Model types within plans are categorized as one of three possible types. The
group or staffmodel is one in which a contracted or salaried physician group
provides health services to a health plan’s members. An Independent Practice
Association (IPA) or networkmodel is a plan that contracts directly with one or
more independent physician practices, of which the practices may be all or some
combination of solo, single-specialty or multi-specialty group practices. Models
classified as otherare plans that did not specify a model type.

We document differences in a number of organizational-level characteristics
of MC plans including whether the organization is for-profit or is nationally
accredited. For the 1998 data, we also have information regarding whether the
organization issues a report card.

A central focus of this paper is to understand not only the variation in orga-
nizational forms and characteristics, but also the variation in practices across and
within forms. The directories provide information on whether the plan implements
a variety of MC practices, including methods of clinical care oversight: utilization
review, required second surgical opinions and case management, whether patients
are required to select a primary care provider, as well as provider-payment
methods (i.e. salary, capitation or discounted-fee-for-service). Data on payment
methods are available for 1998 only. The directories list whether plans respond
“yes” to using any of these practices. The data we report are percentages of plans
that reported “yes,” compared to all other plans, including both those that said
“no,” as well as those that reported “not applicable.”

FINDINGS

Describing the MC Organization Population

Table 1 shows that the number of MC organizations continued to increase during the
1990s, although the distribution of types of MC forms changed during the decade.
Overall, HMOs were still the predominant organizational form of managed care
in 1998, but during this period PPOs increased dramatically in both number and
as a proportion of all MC organizations. Comparing the general categories of PPO
to HMO (shaded rows in Table 1), the number of PPOs increased by 40% while
HMOs increased 21% between 1993 and 1998. In 1998, PPOs comprised 46%
of all MC organizations compared to about 39% in 1993. PPOs also have much
higher numbers of enrollees than HMOs.1
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Table 1. Characteristics of Different Forms of Managed Care Organizations in
the 1990s.

Source:Medical Economics Company HMO/PPO Directory, 1993 and 1998.

Comparing in more detail by type of HMO or PPO shows a more complex
picture (see the unshaded rows in Table 1). The earliest form of managed care,
the HMO-Group/Staff model, declined dramatically during the 1990s, although
newer types of HMOs increased in number. Note that the IPA/Network model of
both HMOs and PPOs is the predominant type within each form, in both number
of organizations and number of enrollees.

Table 2 shows that the general pattern of declines in HMO-Group/Staff models,
and increases in IPA/Network models in both forms, as well as the dramatic in-
crease in PPOs overall, holds true for every region across the country. Consistent
with the idea that MC is becoming institutionalized, we see convergence in the

Table 2. Regional Distribution of Managed Care Organizations.

Source:Medical Economics Company HMO/PPO Directory, 1993 and 1998.
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Table 3. Managed Care Practices by Organization Type.

Source:Medical Economics Company HMO/PPO Directory, 1993 and 1998.

distribution of MC forms across regions of the country. The greatest decline in
HMO prevalence occurred in regions where penetration was previously high, and
the highest growth in PPOs occurred in those regions where HMOs were previously
predominant.

Next we compare specific managed care practices in the different organizational
forms. Table 3 shows that, overall, both HMOs and PPOs experienced growth in
the use of primary care providers (PCP) although HMOs are much more likely
than PPOs to require patients to select a primary care provider (PCP) (comparing
the shaded rows of Table 3). This is only one measure of gatekeeping, in which
the primary care provider is the source for referral to any specialty care. Managed
care organizations may also require approval for referrals even when patients see
a variety of providers – a practice most common in Group/Staff HMOs. Hence,
the difference between HMOs and PPOs may be more attenuated if we had a
better measure of gatekeeping practices.

Overall, HMOs are more likely to pay physicians through capitation, while PPOs
are more likely to use discounted-fee-for-service to pay providers (compare shaded
rows of columns three and four in Table 3). The HMO-IPA/Network model appears
to be a hybrid form of MC by using both payment forms. Similar to PPOs, they have
a relatively high use of discounted-fee-for-service, but like traditional HMOs, they
also have a relatively high frequency of using capitation. These similarities and dif-
ferences make sense if we consider, as others have (Sleeper et al., 1998), that health
care provider organizations fall along a continuum, with traditional fee-for-service
(indemnity-insurance) delivery at one end, and traditional staff HMOs at the other,
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Table 4. Provider Oversight in Managed Care Organizations in the 1990s.

Source:Medical Economics Company HMO/PPO Directory, 1993 and 1998.

with IPA/Network HMOs and PPOs in the middle. These hybrid forms account for
some of the variation in managed care practices across markets, as the institutional
pressures associated with operating as a hybrid form may be conflicting.

In Table 4, we compare the prevalence of provider oversight practices across
years and organizational forms. Overall, provider oversight practices have in-
creased in prevalence between 1993 and 1998. However, HMOs are more likely to
use case management, somewhat more likely to do utilization review, and no more
likely to require second opinions for surgery than PPOs (compare shaded rows
in Table 4). Looking at the variation within models again reveals a slightly more
complex picture. The IPA/Network PPOs look similar to various HMO models,
but the newer, unspecified types (HMO-Other and PPO-Other) are much less likely
to use provider oversight and case-management practices.

In Table 5, we compare general organizational characteristics of the various
managed care forms. Overall, PPOs are more likely than HMOs to be for-profit
firms. This finding stems primarily from the fact that only a little more than one-
third of Group/Staff HMOs are for-profit firms. In contrast, HMO-IPA/Network
models are nearly as likely as PPOs to be for-profit.

Overall, PPOs are much less likely to be nationally accredited or to issue
consumer “report cards” with information about quality measures (compare
shaded rows in columns two and three in Table 6). The variation on these two
measures holds across model types and across years. Nearly 50% or more of
the two dominant HMO models (Group/Staff and IPA/Network) are nationally
accredited in both 1993 and 1998, compared to only about 13% of IPA-Network
PPOs in each of those years. Similarly, approximately two-thirds of all HMO
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Table 5. Organizational Features of Managed Care Organizations.

Source:Medical Economics Company HMO/PPO Directory, 1993 and 1998.

Table 6. Clinical Managed Care Practices in MC Organizations, 1998.

Source:Medical Economics Company HMO/PPO Directory, 1998.
a Significantly less than all other model types (p < 0.05).
b Significantly less than Group/Staff-HMOs and IPA/Network-HMOs (p < 0.05).

model types issue a quality report card, compared to only about one-third
of PPOs.

What Do We Mean by Managed Care Anyway?
Essentially, MC introduced the management of health care delivery primarily
along two dimensions. One dimension introduced alternative methods for the
payment of health services, moving from fee-for-service payment to mechanisms
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in which providers share risk (Luft, 1999). Some of the earliest HMOs paid
providers by salary. More typically, MC organizations used capitation, as well as
various forms of bonuses or penalties tied to utilization rates. Today, some plans
now include discounted fee-for-service as a form of MC payment. The second
dimension of MC introduced oversight of the clinical decisions of providers.
Clinical management has included practices such as gatekeeping, utilization
review, case management, and required second opinions. It is also possible to
think of a third dimension by which MC “manages” delivery of health services, the
dimension of managing patient care-seeking by introducing patient co-payments
for services, but we do not address this dimension here.

In the section above, we presented descriptive statistics of individual MC prac-
tices in different MC organizational forms. Here we present composite variables
from the 1998 data measuring two dimensions of MC, payment mechanisms
and clinical management, to assess the extent to which different organizational
forms of MC actually “manage” health care delivery. Our first composite variable
measures the clinical dimension of MC and includes whether an organization
uses any of the following four practices of clinical oversight: case management,
utilization review, second opinions or gatekeeping.

Table 7 shows that, in general, HMOs use more clinical oversight practices
to manage care than PPOs (compare shaded rows). A post-hoc Sheffe test reveals

Table 7. Payment Management Practices in MC Organizations, 1998.

Source:Medical Economics Company HMO/PPO Directory, 1998.
a Significantly more than all other types (p < 0.05).
b Significantly less than Group/Staff-HMOs, but significantly more than other types (p < 0.05).
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that this comparison holds even when comparing HMO-IPA/Network models with
IPA/Network-PPOs (compare unshaded rows). Unspecified model types (HMO-
Other and PPO-Other) use significantly fewer clinical MC practices than all others.

We analyze different forms of payment management, measured by two different
composites, in Table 8. The first composite variable includes only the standard MC
payment mechanisms of salary and capitation. The second payment composite
includes discounted-fee-for-service (DFFS), as well as salary and capitation. Well
over half of all HMOs use either salary or capitation to pay providers, compared
to less than one-third of all PPOs (compare shaded rows in column 3 of Table 8).
IPA/Network-HMOs are more likely to use salary or capitation than either type
of PPO, but are less likely than Group/Staff HMOs to use them. When we include
DFFS as a form of MC payment, the percent of PPOs with no MC payment
mechanism declines, but PPOs are still less likely than HMOs to use payment
management (see column 2 in Table 8).

Overall, HMOs have significantly more MC practices, including both clin-
ical oversight and payment mechanisms, than PPOs. Both Group/Staff and
IPA/Network HMOs have significantly more managed care practices than
IPA/Network PPOs. On a continuum of “managedness,” IPA/Network PPOs
appear to fall between HMOs, on the one side, and traditional fee-for-service on
the other, as a “less managed” type of care. What is unclear, however, is whether
and in which direction further change will occur. Increasing numbers of PPOs
suggest that managed care is becoming less managed over time.

DISCUSSION

The increasing prevalence of managed care has changed a number of the practices
for the provision of health care, including restructuring payments for health
care services, reorganizing providers and services in health care markets, and
introducing new practices that shape the relationships between and among health
care providers and patients. Our results demonstrate that managed care currently
consists of several distinct organizational forms that differ dramatically in their
use of MC practices. PPOs use fewer MC practices and offer greater autonomy
for providers than HMOs. PPOs also are less likely to be accredited and less likely
to issue report cards. Some of these differences may exist because PPOs are a
newer organizational form than HMOs. These differences, however, indicate that
PPOs have distinctly different relationships to key stakeholders in the health care
system than do HMOs.

The evidence also shows, however, that a substantial number of what are
considered traditional HMOs do not use “traditional” MC practices, including
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utilization review and case management. This raises the question, are PPOs and
HMOs more alike or different? Future research needs to look more closely at
local markets to determine whether competition among the different forms of
MC occurs within local markets or whether local markets are dominated clearly
by one form or another. Institutional theory suggests that competition among
different forms in the local market is the major way in which institutional logics
are questioned (Ingram & Clay, 2000; Knight, 1992). Subsequently, we must
consider how competition among HMOs and PPOs is defining the future of
managed care.

Those markets where HMOs and PPOs go into direct competition for consumers
will be in turmoil institutionally. We may expect that within these markets, both
types of organizational forms will have some change in their use of MC practices,
as the social norms within the market are not clearly defined. In contrast, if
PPOs have spread into markets where HMOs were never strong competitors,
it would suggest that the strong managed care practices of HMOs were never
fully accepted by the population and there will be little incentive (or institutional
pressure) for either HMOs or PPOs to use strong MC practices. MC organizations
may be highly susceptible to local variation for a number of reasons: because
the relatively recent institutional development of its “logic” makes it more
susceptible to regulatory pressure, because health care plans are “tightly coupled”
with aspects of the local environment (e.g. supply of physicians, community
employment level), or because norms within MC conflict with “traditional” values
and practices of (fee-for-service) medicine.

CONCLUSION

A closer examination of the changes in organizational practices used across MC
forms will help us gain a better understanding of how resource demands made
by external stakeholders shape institutional processes. Institutional theorists
have argued recently that bargaining among parties is a critical component of
institutional change (Ingram & Clay, 2000). Many of the facets of patient-provider
and provider-provider relationships are affected by the practices of managed care
firms. For example, physicians’ professional networks are often disrupted by
MC rules such as closed specialist panels for referrals (Anthony, 2003). While
MC practices clearly affect consumers and medical professionals, we have little
understanding of how these groups respond to changes in managed care practices –
for example, by switching insurance as a consumer or switching practice locations
as a physician (cf. Jiang & Begun, 2002). Such analyses require longitudinal data
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on how individual organizations change practices and lose or gain memberships.
This study is part of a larger project to collect the organizational data necessary
for addressing these questions.

The policy implications of the findings presented here depend more generally
on how one views managed care. Some may conclude that the increasing number
of PPOs is positive for consumers since PPOs entail less risk-sharing among
providers and less gatekeeping of patients. In addition, PPOs typically offer a
larger number of providers, thereby offering increased consumer choice and
flexibility. Some will also believe that less clinical oversight more typical in
PPOs is beneficial for both patients and providers. Others, however, may be
worried that PPOs are throwing the managed care baby out with the bathwater.
They may caution that the findings that PPOs are more likely to be for-profit,
less likely to be nationally accredited, and less likely to issue report cards could
signal quality differences between PPOs and HMOs. Moreover, it is not clear that
PPOs yield the same cost savings as HMOs. While we presented no data on cost-
differences, other studies have found that PPOs do not have the same savings as
HMOs (Smith, 1997).

The data presented here illustrates how the institution, forms and practices
of managed care have changed in the last decade. It reveals a complexity in
organizational change at the levels of organizational form and practice that
is sometimes obscured by considering more macro changes in institutional
logic. The multiple organizational levels at which change occurs contribute
substantially to the complexity of institutional change. Our study provides clues
to the institutional processes that may be driving the industry to change and at the
same time, demonstrates growing diversity and complexity in the social definition
and acceptance of managed care practices in health care. Social scientists
attuned to the multidimensional features of institutional and organizational
change can determine when, where and why the MC industry is changing
in order to better understand the profound impact of MC on the delivery of
health care.

NOTE

1. At least part of this difference can be explained by the different techniques for
estimating enrollment between HMOs and PPOs. Unlike HMOs, in which “covered lives”
equals the number of members, PPOs estimate the number of covered lives based on
assumptions about the number of dependents per subscriber, and this “dependent factor”
varies widely across plans (Smith & Scanlon, 2001).



1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

36 DENISE L. ANTHONY AND JANE BANASZAK-HOLL

ACKNOWLEDGMENTS

The authors appreciate comments from John L. Campbell and Ann Barry Flood,
and helpful suggestions from the volume editor, Jennie Jacobs Kronenfeld. The re-
search reported here was partly completed while Dr. Anthony was a Robert Wood
Johnson Fellow in Health Policy at the University of Michigan. This research was
also supported in part by a Rockefeller Social Science grant to the first author from
the Rockefeller Center, Dartmouth College. An earlier version of this paper was
presented at the ASA Annual Meetings, August 2000, Washington, D.C. Direct
correspondence to Denise Anthony, Department of Sociology, HB 6104, Dart-
mouth College, Hanover, NH 03755. E-mail: Denise.Anthony@Dartmouth.edu

REFERENCES

Anthony, D. (2003). Changing the nature of physician referral relationships in the U.S.: The impact of
managed care. Social Science and Medicine, 56(10), 2033–2044.

Biggart, N. W., & Guillen, M. F. (1999). Developing difference: Social organization and the rise of the
auto industries in South Korea, Taiwan, Spain and Argentina. American Sociological Review,
64(5), 722.

Campbell, J. (1997). Mechanisms of evolutionary change in economic governance: Interaction, inter-
pretation, and bricolage. In: L. Magnusson & J. Ottosson (Eds), Evolutionary Economics and
Path Dependence(pp. 10–31). Cheltenham, UK: Edward Elgar.

Christianson, J. B., Sanchez, S. M., Wholey, D. R., & Shadle, M. (1991). The HMO industry: Evolution
in population demographics and market structures. Medical Care Review, 48, 3–46.

Dacin, M. T. (1997). Isomorphism in context: The power and prescription of institutional norms.
Academy of Management Journal, 40(1), 46–81.

Dalton, J. (1987). HMOs and PPOs: Similarities and differences. Topics in Health Care Finance, 13(3),
8–18.

DiMaggio, P. J., & Powell, W. W. (1983). The iron cage revisited: Institutional isomorphism and
collective rationality in organizational fields. American Sociological Review, 48, 147–160.

DiMaggio, P. J., & Powell, W. W. (1991). Introduction. In: W. Powell & P. DiMaggio (Eds), The New
Institutionalism in Organizational Analysis(pp. 1–38). Chicago: University of Chicago Press.

Dowell, G., & Swaminathan, A. (2000). Racing and back-pedalling into the future: New product
introduction and organizational mortality in the U.S. bicycle industry, 1890–1918.Organization
Studies, 21, 405–431.

Edelman, L. B. (1992). Legal ambiguity and symbolic structures: Organizational mediation of civil
rights law. American Journal of Sociology, 97, 1531–1576.

Fligstein, N. (1990). The transformation of corporate control. Cambridge, MA: Harvard University
Press.

Friedland, R., & Alford, R. R. (1991). Bringing back in: Symbols, practices, and institutional contra-
dictions. In: W. W. Powell & P. J. DiMaggio (Eds), The New Institutionalism in Organizational
Analysis(pp. 232–263). Chicago: University of Chicago Press.

mailto:Denise.Anthony@Dartmouth.edu


1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Organizational Variation in the Managed Care Industry in the 1990s 37

Gabel, J. (1999). Job-based health insurance, 1977–1998: The accidental system under scrutiny.Health
Affairs, 18(6), 62–74.

Gabel, J., Liston, J., Jensen, G., & Marsteller, G. (1994). The health insurance picture in 1993: Some
rare good news. Health Affairs, 13(1), 327–336.

Gold, M., & Hurley, R. (1997). The role of managed care “products” in managed care “plans”. Inquiry,
34, 29–37.

Gold, M., Hurley, R., Lake, T., Ensor, T., & Berenson, R. (1995). A national survey of the arrangements
managed-care plans make with physicians. New England Journal of Medicine, 333(25), 1678–
1683.

Greve, H., & Taylor, A. (2000). Innovations as catalysts for organizational change: Shifts in organiza-
tional cognition and search. Administrative Science Quarterly, 45, 54–80.

Hannan, M., Carroll, G., Dundon, E. A., & Torres, J. C. (1995). Organizational evolution in a multina-
tional context: Entries of automobile manufacturers in Belgium, Britain, France, Germany and
Italy. American Sociological Review, 60, 509–528.

Hannon, M., & Freeman, J. (1989). Organizational ecology. Cambridge, MA: Harvard University
Press.

Haveman, H., & Rao, H. (1997). Structuring a theory of moral sentiments: Institutional and organiza-
tional coevolution in the early thrift industry. American Journal of Sociology, 102, 1606–1651.

Hellinger, F. (1995). Selection bias in HMOs and PPOs: A review of the evidence. Inquiry, 32, 135–142.
Ingram, P., & Clay, K. (2000). The choice-within-constraints new institutionalism and implications for

sociology. Annual Review of Sociology, 26, 525–546.
Jepperson, R. (1991). Institutions, institutional effects and institutionalism. In: W. Powell & P.

DiMaggio (Eds), TheNew Institutionalism in Organizational Analysis(pp. 143–163). Chicago:
University of Chicago Press.

Jiang, H., & Begun, J. (2002). Dynamics of change in local physician supply: An ecological perspective.
Social Science and Medicine, 54, 1525–1541.

Kitchener, M. K., & Harrington, C. (2003). Long-term care in the United States: A dialectic analysis
of institutional dynamics. Forthcoming in Journal of Health and Social Behavior.

Knight, J. (1992). Institutions and social conflict. New York: Cambridge University Press.
Kowalczyk, L. (2001). With costs up, HMOs to monitor patients blue cross-blue shield, tufts OK claim

analysis. A1, Sunday, April 8th, 2001. The Boston Globe.
Light, D. (2001). Comparative institutional response to economic policy, managed competition and

governmentality. Social Science and Medicine, 52, 1151–1166.
Lounsbury, M. (2001). Institutional sources of practice variation: Staffing college and university recy-

cling programs. Administrative Science Quarterly, 46, 29–56.
Luft, H. (1999). Why are physicians so upset about managed care? Journal of Health Policy, Politics

and Law, 24(5), 957–966.
Mechanic, D. (1996). Changing medical organization and the erosion of trust. Milbank Quarterly,

74(2), 171–189.
Mechanic, D. (2002). Socio-cultural implications of changing organizational technologies in the pro-

vision of care. Social Science and Medicine, 54, 459–467.
Meyer, J., & Rowan, B. (1977). Institutionalized organizations: Formal structure as myth and ceremony.

American Journal of Sociology, 83, 340–363.
Miller, R. H., & Luft, H. S. (1994). Managed care plan performance since 1980. Journal of American

Medical Association, 271(19), 1512–1519.
Nelson, R. R., & Winter, S. G. (1982). An evolutionary theory of economic change. Cambridge: The

Belknap Press of Harvard University Press.



1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

38 DENISE L. ANTHONY AND JANE BANASZAK-HOLL

Oliver, C. (1992). The antecedents of deinstitutionalization. Organization Studies, 13(4), 563–588.
Ruef, M. (2000). The emergence of organizational forms: A community ecology approach. American

Journal of Sociology, 106(3), 658–714.
Ruef, M., & Scott, R. W. (1998). A multidimensional model of organizational legitimacy: Hospital

survival in changing institutional environments.AdministrativeScienceQuarterly,43, 877–904.
Scott, R. W. (2001). Institutions and organizations(2nd ed.). Thousand Oaks, CA: Sage.
Scott, R. W., Ruef, M., Mendel, P. J., & Caronna, C. A. (2000). Institutional change and healthcare

organizations: From professional dominance tomanaged care. Chicago: University of Chicago
Press.

Sleeper, S., Wholey, D. R., & Hamer, R. (1998). Trust me: Technical and institutional determinants
of health maintenance organizations shifting risk to physicians. Journal of Health and Social
Behavior, 39(3), 189–200.

Smith, D. (1997–1998). The effects of preferred provider organizations on health care use and costs.
Inquiry, 34, 278–287.

Smith, D., & Scanlon, D. (2001). Covered lives in PPOs. Medical Care Research and Review, 58(1),
16–33.

Stinchcombe, A. (1965). Social structure and organizations. In: J. G. March (Ed.), Handbook of Orga-
nizations(pp. 142–193). Chicago: Rand McNally.

Strang, D. (1995). Health maintenance organizations. In: G. R. Carroll & M. T. Hannan (Eds),Organi-
zations in Industry: Strategy, Structure andSelection(pp. 163–182). Oxford: Oxford University
Press.

Strang, D., & Bradburn, E. (2001). Theorizing legitimacy or legitimating theory? Neoliberal discourse
and HMO policy 1970–1989. In: J. L. Campbell & O. K. Pedersen (Eds), The Rise of Neolib-
eralism and Institutional Analysis(pp. 129–158). Princeton: Princeton University Press.

Strang, D., & Soule, S. (1998). Diffusion in organizations and social movements: From hybrid corn to
poison pills. Annual Review of Sociology, 24, 265–290.

Suchman, M. C. (1995). Managing legitimacy: Strategic and institutional approaches. Academy of
Management Review, 20(3), 571–610.

Wade, J. B., Swaminathan, A., & Saxon, M. S. (1998). Normative and resource flow consequences
of local regulations in the American brewing industry, 1845–1918. Administrative Science
Quarterly, 43, 905–935.

Wholey, D. R., & Burns, L. R. (1993). Organizational transitions: Form changes by health maintenance
organizations. In: S. Bacharach (Ed.), Research in the Sociology of Organizations(Vol. 11, pp.
257–293). Greenwich, CT: JAI Press.

Wholey, D. R., Christianson, J. B., & Sanchez, S. M. (1992). Organization size and failure among
health maintenance organizations. American Sociological Review, 57, 829–842.

Wholey, D., Feldman, R., & Christianson, J. B. (1995). The effect of market structure on HMO premi-
ums. Journal of Health Economics, 14(1), 81–105.

Zucker, L. G. (1977). The role of institutionalization in cultural persistence. American Sociological
Review, 42, 726–743.

Uncited reference

Kowalczyk (2001).


	ORGANIZATIONAL VARIATION IN THE MANAGED CARE INDUSTRY IN THE 1990S: IMPLICATIONS FOR INSTITUTIONAL CHANGE
	INTRODUCTION
	INSTITUTIONAL CHANGE
	Diversity in Managed Care Organizational Forms and Practices
	Data

	FINDINGS
	Describing the MC Organization Population
	What Do We Mean by Managed Care Anyway?


	DISCUSSION
	CONCLUSION
	Acknowledgements
	REFERENCES
	Uncited reference


