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Traditionally, the community hospital in the United
States has been a freestanding institution, autonomously governed by
its own board, administrators, and medical staff. The trend in the last
ten years, however, has been for freestanding acute care hospitals to join
systems, alliances, and networks. When a community hospital merges!
into a multihospital system,? the changes can be a source of considerable
concern to local stakeholders. Management and governance decisions
become centralized to some degree.? Even in the case where local man-
agement and boards retain decision-making power in specified areas,
they must take into consideration the constraints that the system places
on its members.
In addition to the changed decision-making role for local hospital
leaders, becoming a member of a system with even some decisions
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made “somewhere else” threatens the local community-hospital rela-
tionship. Because nonprofit hospitals have historically incorporated and
represented their communities’ values about health care, their impor-
tance to these communities has gone beyond that of merely being a
provider of medical care services (Seay and Sigmund 1989;
Starkweather 1981; Starr 1982).

The merger process itself has been described as conflict ridden and
alienating (Starkweather 1981). A recent study of merged hospitals
found that most experienced financial downturns, a decrease in market
share, clashes of corporate cultures, decreased employee morale and
productivity, and strained physician and community relations during
the year that they merged (Greene 1990).

When merging with a hospital system means such potentially neg-
ative changes for local stakeholders, why would a freestanding commu-
nity hospital pursue it? Most proposed explanations about why
hospitals join systems are based on economic efficiency—to improve
organizational efficiency, to maximize ability to achieve a stated mis-
sion,* to respond to market conditions (Alexander and Morrisey 1988;
Schramm 1981). However, findings from empirical assessments of out-
comes of mergers and system membership that start from a perspective
of economic efficiency have been disappointing. Microeconomic effi-
ciency and increased market power have not been evident either in or
out of the health care field (Mueller 1980; Schramm 1981; Briggs, From-
melt, and Roth 1981; Bennett and Baxter 1981; Shortell 1988; Ermann
and Gabel 1984).5

With system membership bringing potentially threatening changes
to local stakeholders, an almost certainly painful merger process, and
little likelihood of desired economic efficiencies, how can we explain
why a community hospital chooses this action?

The institutional perspective provides a framework for exploring
organizational action when rational action assumptions, such as eco-
nomic efficiency, appear to be inadequate explanations (Scott 1987;
Meyer and Rowan 1977; Zucker 1977, 1987, 1988; DiMaggio and Powell
1983; Scott and Meyer 1983; Tolbert and Zucker 1983; Tolbert 1985;
Burns and Flam 1986; Parsons 1956; Oliver 1991). The organization’s
concern is with what its environment expects it to believe and do; for
instance, economic efficiency is the correct goal and joining a system is
the way to achieve it. The organization attempts to mirror these environ-
mental expectations, whether or not the belief or practice of concern
actually increases its efficiency or effectiveness (DiMaggio and Powell
1983). It does this to increase its own legitimacy and, thereby, its chances
for survival (Dowling and Pfeffer 1975). Concern with legitimacy in the
eyes of important members of its institutional environment can lead the
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organization to pursue actions that appear to be of little usefulness to
it—or even detrimental —if the stated reasons for the actions are taken at
face value.

In other words, the desire by the organization for legitimacy from
its institutional environment allows the expectations of external actors to
condition organizational goals and actions. I argue that this can provide
an explanation for the merging of a community hospital with a multihos-
pital system in the face of available evidence that indicates that this
action is likely to be painful and unlikely to result in the desired eco-
nomic efficiency outcomes.

The model presented here proposes that individual organizational
change (in this case, change from local control to membership in a sys-
tem) can occur within an institutional paradigm through the effects of
delegitimation and legitimation. The organization is conceived of as a
product of the interaction between it and its environment. Specific orga-
nizational goals, and the acceptable means of achieving them, emerge
from this interaction. Interest and agency also play important roles in
the process.

INSTITUTIONAL ENVIRONMENTS,
LEGITIMACY, AND RATIONAL
MYTHS

The institutional environment is broadly defined to include the
rules, belief systems, and relational networks that originate in the
broader social context. Institutionalization denotes the gradual changes
that take place around legitimated social processes, expectations, or
actualities—and that infuse these elements with rulelike or “given” sta-
tus in social thought and action (Meyer and Rowan 1977; Berger and
Luckmann 1967; Zucker 1977; Scott 1987). Meyer and Rowan (1977)
include “rational myths” as an important category in rule and belief
systems. How an organization’s self-interest in survival gets played out
is defined and shaped by such rule and belief systems (Scott 1987). For
example, formal organizations in our society are often expected to incor-
porate practices and procedures that have been defined as “business-
like” by society. Specifically, organizations that incorporate rational
myths (e.g., personnel departments—Baron, Dobbin, and Jennings
1986) increase their legitimacy in the eyes of their sector and society.

When there is dissonance between organization and societal value
systems, growth or survival-threatening sanctions (legal, economic, or
other) may be instituted against the organization by important members
of its environment. Therefore, organizations tend to alter values, meth-
ods, or outputs that are in conflict with societal expectations; that is,
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they increase their isomorphism with their environment (DiMaggio and
Powell 1983).

Figure 1 summarizes the interaction of an organization with its
institutional environment. The role of legitimacy is indicated in both the
environment and the organization.

Some organizations are more sensitive to the legitimacy constraints
of society or their sectors. Organizations, such as hospitals, that operate
in strong institutional environments are more dependent on conformity
to the rules and requirements of this environment for their success than
are organizations that operate primarily in a technical environment.

I argue that, in the health care field, both the strategy of local
control and the strategy of hospital membership in a multihospital sys-
tem function as rational myths. The goals defined and redefined by
society and the health care sector as appropriate for specific types of
hospitals, and the methods identified as appropriate to reach these goals
are summarized in these myths. In each approach, structure that lodges
power in a specific locus is identified as the means by which hospital
services are best delivered. The locus of power is different in each case.
In the case of local control of a hospital, the idealized individual patient-
physician relationship is translated into the structure of the organiza-
tion.” The resulting structure of institutional autonomy protects the
physician autonomy central to the idealized patient-physician relation-
ship. This form is presented by its proponents as the best way to achieve
quality health care for individual patients and, therefore, the best gov-
ernance form for hospitals. Under the organizational structure of institu-
tional autonomy, medical care costs have escalated and inequities have
persisted.

On the other hand, system membership tends to shift the empha-
sis from reliance on professional autonomy and individual discretion to
subordination of clinical practitioners (including physicians) to the
administrative framework and restriction of practitioner autonomy in
the interest of achieving greater system efficiency and effectiveness.
This movement in health care is part of a larger societal movement to
rationalize the delivery of social services (Scott 1982).8 As noted earlier, a
number of unproved assumptions (e.g., improved efficiency and finan-
cial performance) underlie choice of the strategy of membership in a
multihospital system.

Neither system membership nor local control has been shown to be
the best strategy for achieving maximum efficiency and effectiveness in
hospital management. However, both of these rational myths are built
on societal and health care sector expectations of appropriate outcomes
for hospitals (albeit expectations that developed during different time



sawoono S3WO0dINO sawoRNo

wiay-Juoy ULI3}-HOYS djerpawrtajuy
1 ! L ]
uoyezuedio [y 103295 / £3a1d0s 0} JUSWIUOIIAUS Y}IM
uogezruedio 10§ suondueg uonezuedio jo uoreziuedio jo
I0] [BAIAING | 4~ - sDIN0SDY , @ - Adeumida]| - - wsnydiowos)| « - uonezivedin
' C
« I (A3o1008 UngIM saonpoerd sanjea
JUSWIUONIAUD g = =  SYIAUI [PUOLIE g - . PIIPWSI| - — - PUE SULIOU
[euoymyysuy ~@3) saopoed jo [e1R1008 [e391008

uoyezijeuoynyysu| ﬁ 10 103335 10/pue I0399G

it |
!

JUSWUOIIAUY [eUONNIISU] SI] YIm uoneziuedi0 ue jo UOndeIdu] a4yl [ JYNDII



238 Medical Care Review 49:2 (Summer 1992)

periods). Both define appropriate ends for hospitals to pursue, and both
specify the means by which these ends are to be pursued.

CHANGE AND THE
INSTITUTIONAL
PERSPECTIVE

To date, when change has been addressed within an institutional
perspective, the focus has tended to be on the diffusion of an institution-
ally generated form within an organization or sector (Zucker 1977;
Tolbert and Zucker 1983). The problem with this is that once an organi-
zation’s structure has reflected an institutionalized element, no clear
way has existed within the framework to accommodate further change —
away from the originally institutionalized form to something new.
Change promoted from without by a changed institutional environment
is not easily accommodated when the organization is characterized as
slow to change and overall quite stable (i.e., is institutionalized). And
change in institutionalized beliefs and practices promoted from within
the organization appears unthinkable, because these beliefs and prac-
tices possess the qualities of social facts (Zucker 1987, 1988).

Recently, however, DiMaggio (1988) has brought to our attention a
mechanism through which organizations can change their institutional-
ized beliefs or practices, or both. He proposes that interest and agency
be given explicit consideration within the institutional framework. In
this view, the interest among an organization’s leaders in that organiza-
tion’s survival generates the energy required to overcome the inertia of
institutionalized patterns, thus allowing change to start and directing
the change once initiated. A few empirical studies have explored aspects
of the issues of agency and interest within the institutional perspective,
for example, Covaleski and Dirsmith (1988), and D’Aunno, Sutton, and
Price (1991).

In addition, Berger and Luckmann’s (1967) work suggests that
understanding the interactive quality of the construction of an organiza-
tion’s reality is key to understanding how change comes to occur in an
organization. Because of interest in the organization’s survival, its lead-
ers pay attention to what influential members of its sector and society
expect of the organization (Meyer and Rowan 1977; Scott 1987; Zucker
1987; Dimaggio 1988; Oliver 1991). These environmental expectations
are framed as norms, values, legitimated practices, and institutionalized
practices. This socially constructed information enters into the interac-
tive process of reality construction between an organization and its envi-
ronment. The organization, in turn, draws upon its constructed reality
when setting goals and choosing methods to achieve these goals.



Rational Myths and Organizational Change 239

Following the guidance of socially constructed information, an
organization is expected to increase its isomorphism with its environ-
ment and, in turn, its potential for legitimacy and survival. As a form of
socially constructed information, rational myths inform an organiza-
tion’s decisions regarding goals, and the strategies it should implement
to achieve these goals. The process of legitimation/delegitimation plays
a large role in the social construction of reality by conveying knowledge
of what society judges to be “right” and the reasons why it is right.
When influential members of an organization’s environment express
disapproval of its current outcomes, methods of operating, goals, and/or
values, the legitimacy of these elements decreases; they are delegitima-
ted. When support for new outcomes, methods, goals, and/or values is
expressed, these elements increase in legitimacy (Dowling and Pfeffer
1975). Change in societal or sector norms and values constitutes one
source of pressure on the process of organizational legitimation and one
motivation for organizational change. This concept of dynamic legiti-
macy is an assumption basic to organization change within the institu-
tional perspective.

Recently, Alexander and D’Aunno (1990) proposed that change in
institutional environments will fall into two general categories: change
in the relative strength of the technical and institutional environments of
an organization or a sector, and change in the content of beliefs held by
important actors in the organization’s institutional environment. In
addition, they propose that, because of inherent conflict, instability, and
incomplete institutionalization in sectors where the technical and insti-
tutional environments are essentially equal in strength (hybrid environ-
ment sectors), change is especially likely to take place there. Health care
is an example (strong technical and strong institutional) of a hybrid
environment sector.

Alexander and D’Aunno also provide a useful framework for ana-
lyzing changes in normative and cognitive belief systems that underlie
institutional environments. They suggest two dimensions important for
understanding belief changes and their potential effect on the institu-
tional environment of an organization. These are the point of origin of
the new belief (internal or external to the sector of which the organiza-
tion is a part) and the relationship between the new and old beliefs
(complementary or competing). Complementary beliefs, especially
those originating in the same sector as the organization, should be
accepted in a relatively short time. Competing beliefs that originate out-
side of the organization’s sector should be accepted infrequently. It is
likely that societal support for the competing belief, as well as political
skill on the part of its proponents and the exploitation of weaknesses in
the original belief system, will be necessary for successful exchange of
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the new belief for the old. Oliver’s (1991) hypothesis that institutional
norms or requirements inconsistent with organizational goals will lead
the organization to resist the institutional pressures is consonant with
Alexander and D’Aunno’s dimensions of complementarity and
competitiveness.

Appliying the dimensions of point of origin and degree of comple-
mentarity is useful for understanding the history of the system member-
ship belief within the health care sector. Belief in the efficacy of the
multidivisional form originated outside of the health care sector. Multi-
divisional forms began in the 1920s and rapidly proliferated in the
period after World War II. By 1979, it was the preferred organizational
form for large non-health care corporations (Fligstein 1985). By the late
1970s, the potential efficacy of membership in multihospital systems
(the most common type of multidivisional form in the health care sector)
was being discussed in the health care literature (DeVries 1978; Mason
1979; Zuckerman 1979).

Belief in the efficacy of system membership originated, then, out-
side of the health care sector but entered this sector some time ago.
Based on Alexander and D’Aunno’s framework, the process leading to
increased acceptance of the multidivisional form by hospitals (a compet-
ing form that originated outside of the health care sector) includes (1)
exploitation of the weaknesses in the original local control form, (2)
skillful political maneuvering by proponents of the competing form, and
(3) perceived societal support for the new form. All of this takes time;
the multidivisional form would not be expected to diffuse rapidly in the
health care sector—if, indeed, it managed to survive.

This explanation of the evolution of legitimacy for a competing
belief complements Zucker’s (1988) explanation of the resistance of a
sector to delegitimating an old belief and the eventual transition to a
new belief. Zucker argues that connections among elements or actors in
the social system will slow the pace of change. Once a change occurs,
however, the extent of change will be much greater than if the system
were less coherent. Therefore, a sector with significant connections
among its elements or actors should respond more slowly to a new idea,
value, or practice than will one with fewer connections. Such a sector
will be slow to change the beliefs (e.g., rational myths) that it supports.
On the other hand, once the change takes hold, it will have a more
widespread effect throughout the sector than it would if there were few
connections between sector participants.

Health care is a sector with many connections between actors and
elements (e.g., numerous professional groups with codes of ethics and
standards of practice, regulatory bodies, networks, schools for prepara-
tion of clinical and administrative practitioners, etc.). Delegitimation of a
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rational myth will be expected to take longer within the health care field
than in a sector with fewer connections between actors and elements.
The multiple connections will tend to stabilize and support the existing
belief.® On the other hand, once the belief has been delegitimated by
influential members of the sector, pathways are already in place to dis-
seminate information supporting new beliefs (e.g., in programs for
preparation and continuing education of practitioners, practitioner-
focused publications, federal legislation, etc.). The transition to the new
beliefs sectorwide may, in the end, seem like an “overnight”
phenomenon.

RATIONAL MYTHS AND
CHANGE IN HOSPITAL
MANAGEMENT STRATEGY

This section applies an institutional perspective of change to the
question of how a freestanding hospital moves from one rational myth
strategy of management (local control) to another (system membership).
Emphasis is on the process by which change in societally legitimated
elements can lead to change in the strategy of an individual organiza-
tion. Modifiers of this process and alternative outcomes are briefly
discussed.

SETTING THE STAGE

Organizations are expected to be more open to making changes
when their environment is highly uncertain (Hannan and Freeman 1984;
Oliver 1991). The 1980s was a period of great resource uncertainty in the
U.S. health care sector, especially for acute care hospitals. The introduc-
tion of Medicare’s prospective payment system (PPS) and other occur-
rences associated with the decade (e.g., federally mandated peer review
organizations, growing numbers of uninsured persons, the aging popu-
lation, the acute shortage of nurses in many locales) has been described
as “frame-breaking change encompassing a sharp departure from the
past” (Shortell, Morrison, and Friedman 1990, 25; from Tushman, New-
man, and Romanelli 1987).

THE MAIN EVENT

As noted earlier, an organization is expected to increase its isomor-
phism with its environment and, in turn, to increase its own legitimacy
and survival potential by following the guidance of socially constructed
information. By the early 1980s, the ability of the long-standing hospital
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management strategy of local control to achieve efficient and effective
delivery of medical services had been called into question by the health
care sector. Zuckerman (1979) raised the issue of waste of scarce
resources through competition among freestanding hospitals. DeVries
(1978) and Mason (1979) viewed the independent community hospital as
an organization both unable to meet the needs of its community due to
lack of resources, and unable to cope with the complexities of the
modern-day health care field. Scott (1982) noted the increasing external
pressures for cost containment. New, socially constructed information
regarding the best way for a hospital to achieve its objective of service
delivery (based on sector and societal delegitimated and legitimated
elements) was introduced into the process through which a hospital
constructed its reality (Berger and Luckmann 1967). Reality, then, was
played out within the individual organization through setting goals,
choosing methods for achieving those goals, and reassessing earlier
goals and methods.

Proposition 1. When the community hospital incorporates sector and
societal disapproval of its operating method (local control)
and related outcomes into its social reality, it will perceive
local control as a failed or inadequate strategy.

When legitimations upon which an organization’s constructed
social reality rests are threatened or collapse, the organization is
expected to search for a new understanding of how the world works
(Scott 1984). Societally legitimated elements also act as constraints on
the choices available to organizations to fill the void left by the delegiti-
mated elements (Dowling and Pfeffer 1975; Laumann, Galaskiewicz,
and Marsden 1978).

Proposition 2. When the community hospital perceives local control as
an inadequate or failed management strategy, it will
search for a new management strategy more in line with
the expectations of its sector and society.

The original autonomous form was justified by widespread beliefs
concerning the special needs and requirements of the individual patient-
practitioner relationship. Delegitimation of these beliefs by conflicting
claims and alternative rationales (e.g., competition wastes scarce
resources, the health care field has become too complex for the old ways
of management, economic efficiency should be a concern of community
hospitals) opened the door for competing organizational forms. This
was especially true (as noted by Scott 1984, 25) for competing “main-
stream forms that dominate the American economic landscape and are
viewed as the very symbols of rationality in a capitalistic system” (e.g.,
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multidivisional form represented in the health care sector by multihospi-
tal systems).

Membership in a multihospital system is relatively new as a man-
agement strategy in the health care field. As noted earlier, it is a compet-
ing belief that originated outside of the health care sector some time ago.
As a competing belief, it would not have been expected to diffuse rap-
idly throughout the health care field (Alexander and D’Aunno 1990).
However, as Zucker (1988) pointed out, in sectors with many ties
between elements (like health care), once a change in belief takes hold it
is expected to diffuse widely. This appears to be the case with system
membership. Associated with cost containment and efficiency, it was
gaining in approval by the late 1970s (DeVries 1978, Toomey 1978;
Mason 1979; Zuckerman 1979; Johnson 1982; Barret 1982; Brown 1982).
Therefore, hospitals that pursued merger with hospital systems in the
1980s could be expected to increase their degree of isomorphism with
their sector’s expectations (i.e., institutional environment).

Threat-rigidity thesis adds a useful complementary dimension to
institutional theory for organizations in crisis (e.g., facing resource scar-
city, competition, reduction in market). It proposes that such organiza-
tions will exhibit decreased behavior concerned with actively searching
for a solution, and will be more open to solutions that are easily available
to it, for instance, those dominant in the culture (Staw, Sandelands, and
Dutton 1981).

Proposition 3. The rational myth of system membership will become a
strategy candidate when it is legitimated by the health
care sector and “easily available” to the community
hospital in crisis.

Berger and Luckmann’s (1967) discussion of ways in which soci-
eties handle competing beliefs provides a starting point for considering
the potential outcomes from the competition among belief systems in an
organization. While one might expect the originally institutionalized
belief (e.g., local control) to prevail when faced with a competing belief,
two factors will tend to undermine this. First, the pluralism of belief
systems in our society promotes skepticism and innovation, which are
inherently subversive of the reality taken for granted in the status quo.
This subversive effect is active at both the societal and organizational
levels. Thus, when changes in norms or values at the societal or sector
level lead to the delegitimation of one belief system and increased legiti-
mation of another, the newly legitimated belief would be expected to
prevail.

However, Berger and Luckmann suggest that there are alternatives
to the pure dominance of one belief system over another. For example,



244 Medical Care Review 49:2 (Summer 1992)

organizations may integrate the old with the new belief system. Figure 2
summarizes the sequence of events hypothesized when the ongoing
reality construction of the hospital with its sector leads it to perceive that
the local-control belief has failed it.

Figure 2 presents two alternative explanations that need to be
explored (al and a2). The competing merger belief may be integrated
into the existing community hospital belief system. In this scenario, one
would still expect the occurrence of deinstitutionalization of the original
rational myth and legitimization of the new belief. However, the out-
come would be an amalgamation of the two rather than a replacement of
one by the other. This model is consistent with that proposed by
D’Aunno, Sutton, and Price (1991), Oliver (1991), and Meyer and
Rowan (1977). It is likely to occur when competing influential members
of an organization’s institutional environment strongly support conflict-
ing beliefs. Two examples of amalgamation of the local-control and sys-
tem membership beliefs are (1) hospital membership in an alliance
(D’Aunno and Zuckerman 1987; Zuckerman and Kaluzny 1991) or (2) a
merger in which the originally freestanding hospital negotiates the
retention of a greater than usual degree of local decision-making power.

When influential members of the institutional environment are
consistent in their disapproval of current practices and their approval of
new goals, methods, or outcomes, the competing belief is expected to
replace the original belief (Meyer and Rowan 1977; DiMaggio 1988; Oli-
ver 1991). In this case, the community hospital would be expected to
pursue merger with a multihospital system but without putting an
emphasis on retaining as much local control in decision-making as
possible.

Proposition 4. When influential members of the community hospital’s
institutional environment are consistent in their
disapproval of current practices associated with the local
control myth and in their approval of goals, methods, and
outcomes associated with the myth of system
membership, the community hospital will replace the
local control myth with the system membership myth.

Proposition 5. When influential members of the community hospital’s
institutional environment send conflicting messages
regarding their disapproval of elements associated with
the local control myth and their approval of goals,
methods, and outcomes associated with the myth of
system membership, the community hospital will replace
the local control myth with the belief that joining a
multihospital system is desirable, but that the hospital
should retain a high degree of local autonomy (i.e., an
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amalgamation of the local control and system membership
myths).

Segregation of the new belief is an alternative outcome of competi-
tion between belief systems in an organization (Berger and Luckmann
1967). This is most likely when the original belief system is not perceived
by the organization to have failed it, but the environment is perceived to
support a new belief. Examples of organization actions in this category
are: building connections to symbolic elements that show support for
the norms and values underlying the new belief (system membership)
without changing the organization’s commitment to the old belief (local
control) —for example, joining a loosely coupled consortium of hospitals,
and admitting the importance of the new belief for some actors in the
sector but justifying to the environment why the original belief system is
best for “this” organization.

Organizations may elect to ignore the environment’s expectations
or to try changing them to support its practices, and so on. However, if
the organization wishes to increase its own legitimacy in the eyes of the
environment, then ignoring the information is not an option. Changing
society’s—or even a sector’s—definition of what is legitimate is quite
difficult. Most organizations will either adapt to legitimacy constraints
or attempt to link their output, methods, goals, and values to those that
appear to be already strongly legitimated (Dowling and Pfeffer 1975).
Figure 3 presents these alternative outcomes of competition between an
original belief system (e.g., local control) and a new belief (e.g., system
membership).1!

MODIFIERS OF THE BASIC PROCESS

The leadership of the organization (e.g., CEO and board of trust-
ees) represents it in the process of reality construction with its external
environment. These leaders bring intraorganizational elements into the
reality construction process. These elements include the organization’s
ideological and strategic orientations, its information processing struc-
ture, the outcomes of previous actions, and the “retained sets” of past
actions: for example, memories, archival records, and organizational
structure (Thomas and McDaniel, Jr. 1990; Meyer 1982). Other inputs
are the values of the elite inner circle—all of those who always partici-
pate in basic organizational decisions (Hage and Dewar 1973); the per-
sonal agendas (self-interest) of the organization’s leadership (Schramm
1981; Shortell, Morrison, and Friedman 1990); and the power relation-
ships between the organization and the members of its environment
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(Pfeffer and Salancik 1978; Hasenfeld 1983; French and Raven 1959;
Oliver 1991).

These potentially important modifiers of the basic reality construc-
tion process between an organization and its institutional environment
need to be assessed in the individual cases to determine the extent of
their influence within the reality that is constructed. They may (1) keep
an organization from understanding what its institutional environment
expects from it; (2) keep it from understanding the consequences of
choosing not to comply with expectations; (3) lead it to determine that
the disapproving/approving members of its institutional environment
are not of consequence to it; or (4) lead it to determine that the new
belief is dangerous to its survival. If the modifiers have these effects,
then the expected outcome may well reflect the additional alternatives
presented in Figure 3 (b-e) rather than one of the two hypothesized in
Figure 2.

CONCLUSION

In the introduction, the question was posed: Why would a free-
standing community hospital choose to merge with a hospital system,
given the lack of evidence of desirable outcomes for the community
hospital? An institutional perspective was used as the theoretical frame-
work for exploring the question, since a rational-action perspective does
not appear to be adequate for understanding the situation.

The model proposes that organizational change can occur within
an institutional paradigm through the action of delegitimation and legiti-
mation. Support is provided for the role of interest. Because leaders of
the organization are interested in its survival, they engage in an ongoing
interaction and a process of reality construction with influential mem-
bers of the organization’s institutional environment. Interest is also
important from the environment’s perspective. Because influential
members of the institutional environment want things to be different,
they support (or do not support) selected beliefs and practices. This
leads to change in the environment’s input to an organization’s reality
construction process.

Agency of the organization is also important. The strategic out-
come chosen is not a foregone conclusion but is expected to be one of a
predicted set influenced by the action of modifier variables on the basic
organization-environment reality construction process. These modifier
variables include elements specific to this organization and to its history
of how it does things, leader self-interest, and organization-
environment power relationships, for instance, degree and direction of
resource dependency (Oliver 1991).
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Organizational agency is also involved in the implementation of
the chosen strategy. Each of the outcome strategy options (except for
ignoring the environment’s input), requires that the organization do
something, for example, integrate myths in some manner, replace one
myth with another, or interpret the organization’s position to the envi-
ronment. Overall, the individual organization enjoys a good deal of
latitude in both the choice and execution of strategy.

In the case of the freestanding community hospital posed earlier,
the rational myth of local control is proposed to be delegitimated and
either replaced by or amalgamated with the rational myth of system
membership. Because of this, the hospital could choose merger with a
system as a management strategy option. It could decide to change its
form of structure and control.

System membership is, of course, just one example of a belief or
rational myth. If the state, as an influential member of the health care
sector, disapproves (delegitimates) merger of a community hospital with
a system (e.g., via antitrust rulings), then a belief that does meet the
criteria of influential members would be expected to move into the void
created by the demise of merger with a system. This does not need to be
a totally new belief, but it does need to meet the legitimation criteria and
to be available to be chosen—to be part of the extant “primeval soup”
(Kingdon 1990).

This model of change has generic application in the consideration
of organization decision making. For example, the same process of orga-
nization reality construction proposed in the choice of system
membership — consideration of expectations set forth by important soci-
etal or sector members of the organization’s environment, the search for
a new solution, and the discovery of a new legitimated management
strategy — potentially occurs in decision making related to membership
in alliances and interorganizational networks (Zuckerman and Kaluzny
1991) and other cases of diffusion of innovation (McKinney, Kaluzny,
and Zuckerman 1991).

Institutional theory captures a significant dimension of social and
organizational experience that other theories neglect: that of an interac-
tive reality construction that allows the expectations of external actors to
condition an organization’s goals and actions. If interest and agency can
be given roles without forfeiting the emergent quality of the institutional
perspective, then the scope of the perspective’s use can be expanded.
Analysis of interconnections among the elements of a sector can help
refine the definition of influential members of an institutional environ-
ment from an individual organization’s perspective. The roles of interest
and agency can then be better tested in individual cases. This may help
us understand better why and how delegitimation and legitimation
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occur and, from there, how organizational change emerges out of an
organization’s interaction with its institutional environment.
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NOTES

1. Merger is used here to mean the joining of two or more firms into one
through acquisition or mutual initiative (Schramm 1981).

2. A system is defined as two or more hospitals with a common form of owner-
ship (Shortell, Morrison, and Friedman 1990).

3. The extent of centralization of control practices varies across systems, but
does not appear to be predictable by type of ownership (Alexander and Fennell
1986). Recent research supports the thesis that multidivisional organizations
vary centralization of selected control practices to accommodate environmental
change (Alexander 1991).

4. The mission of profit-making firms is to maximize profit. Nonprofit firms, on
the other hand, are expected to maximize a utility function specific to the stated
mission of the firm. For example, Catholic hospitals will maximize the provision
of health care services to the Catholic community and nonprofit community
hospitals will maximize provision of services to the poor (Alexander and Morri-
sey 1988).

5. Population ecology is another, less common, perspective on organizational
change. This perspective argues that the distribution of organizational forms is
largely determined by the environment with little or no agency on the organiza-
tion’s part (Hannan and Freeman 1977, 1984; Aldrich 1979; Alexander and
Amburgey 1987; D’Aunno and Zuckerman 1987). Under this perspective, mer-
gers and other types of restructuring are proposed to take place as part of an
organization’s attempt to maintain stability in light of perceived performance
gaps (Jaeger, Kaluzny, and Magruder-Habib 1987a, 1987b). Mergers have been
specifically proposed to give organizations the excess capacity and slack
resources necessary to operate in environments of instability and turbulence
(Alexander, Kaluzny, and Middleton 1986). However, outcomes related to orga-
nizational restructuring have not been assessed empirically using this perspec-
tive; therefore, this article focuses its attention on assumptions of the rational
action perspective.

6. Rational myths are an example of institutionalized practices that develop
from socially legitimated elements. They are rational in that they identify spe-
cific social objectives as technical ones, and specify in a rulelike manner the
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appropriate means to achieve these technical objectives. They are myths in that
their assumed efficacy is not proved, but is based on the fact that the beliefs are
widely shared or are supported by individuals or groups that the sector (or
society) has granted the right to determine such matters. Scott (1987) contends
that elaboration of such beliefs and rules provides a normative climate within
which formal organizations should flourish.

7. The initial purpose for many locally controlled hospitals was to meet the
needs of specific culturally diverse groups of patients and physicians, for
example, Catholics, Jews, blacks (Starr 1982). Institutional autonomy grew to
protect the professional autonomy of the physicians and served to preserve the
concept of an idealized patient-physician relationship. In this idealized relation-
ship, emphasis is placed on the needs of the individual client, and primary
responsibility is placed on the physician as the person granted the greatest
discretion in decision making (Scott 1982).

8. The hybrid nature of the hospital environment—strong technical and strong
institutional aspects, Alexander and Scott (1984); Alexander and D’Aunno
(1990)—supports the growth of rationalized organization structures. Tradition-
ally, the professional staff has dealt with the requirements of the technical
aspects of the environment (e.g., infection control committees) and administra-
tors have focused on the requirements of institutional aspects of the environ-
ment (e.g., dealing with external regulatory agencies). One of the outcomes of
the increasingly turbulent times that hospitals are experiencing is a growth in
the importance of the administrator’s mediating function between the hospital
and its institutional environment. This, in turn, has led to growth in the power
of administrators and an increased emphasis on the managerial ideology of
“expected business-like” practices (Scott 1984; Alexander and D’Aunno 1990).
9. Connectedness in the health care sector generally involves uncoordinated
and not always obvious linkages. Scott’s (1983) concepts of fragmentation
(degree to which there exist multiple uncoordinated linkages between units at
two differing levels, e.g., needs of hospitals and practitioner preparatory pro-
gram curriculums) and federalization (degree to which there exist multiple unco-
ordinated linkages from two or more “higher” levels impinging on a third, e.g.,
federal and state funding requirements on hospitals) are important to the con-
sideration of the concept of connectedness in this sector.

10. The health care sector and U.S. society are presumed to be subject to the
same general ongoing process of reality construction as has been proposed for
hospitals. Over the last decades this process has led society, as well as organiza-
tional sectors, to expect businesses to be concerned about efficiency and eco-
nomic outcomes and to institute accepted rational management practices.

11. This proposed scenario of outcomes was enriched by Tschirhart’s discussion
(1990) of substantive and symbolic strategies for management of legitimacy.
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