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Long Term Care facilities are a highly regulated industry due to funding sources 

being subject to Medicare and Medicaid reimbursement. The demand for nursing homes is 

increasing significantly with anticipation of the Baby Boomers reaching age 65. Most 

research studies of the long-term care industry are focused on quality improvement and 

reduced deficiencies. This study provides a different view of how strategic capabilities 

(adaptive, absorptive, and innovative) and Baldrige Health Care Criteria affect financial 

returns, operational efficiency, and quality for long-term care providers. The findings 

indicate that facilities’ capabilities are associated with Baldrige criteria and performance. 

Thus, the relationship between organizational adaptive capability and operational efficiency 
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is one notable result between capability and performance. In sum, when a facility is more 

adaptive to its market, the facility will decrease its operational expenses, thereby improving 

its efficiency.  Moreover, the findings between Baldrige Healthcare Criteria and outcome 

performance provide a confirming message to skilled nursing facility management. As long 

as the facilities follow the prescribed government mandates and regulation requirements 

which are aligned with Baldrige criteria, the facility can achieve better quality ratings and 

higher financial returns.  
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CHAPTER 1 

INTRODUCTION 

1.1 Healthcare Environment 

The United States spent 17% of GDP an estimated two trillion dollars per year on 

healthcare industry in 2009 (McDermott and Stock, 2011). Moreover, Long Term Care 

(LTC) facilities produce an estimated $529 billion or 3.7% of the nation’s economic 

activity. According to the 2009 report by the American Health Care Association, 15,691 

nursing facilities with a workforce of 1,784,016 care for 1,401,295 patients every day 

(AHCA, 2009). The demand for nursing homes is expected to rise dramatically due to the 

Baby Boomers reaching age 65. Meanwhile, Medicaid is the major funding source for those 

nursing home facilities—having  contributed more than $60 billion in 2008 (Nursing Home 

Buyouts Face Scrutiny, 2007). Therefore, the revenues from most nursing homes are 

subject to Medicare and Medicaid reimbursement rates. Medicaid programs are 

experiencing funding shortfalls of nursing facility care by $6.3 billion in 2011 across the 

nation. Medicaid is paying an average of $7.17 per hour per patient which is less than the 

nation’s current minimum wage of $7.25 per hour. Medicaid supports and funds 64 percent 

of skilled nursing facilities (SNF) in the nation. Thus, the average reimbursement shortfall 

for Medicaid nursing home was estimated to be $19.55 per Medicaid patient day in 2011 

(AHCA, 2011). In order to cope with the reimbursement shortfall from Medicaid, many 

states have established a provider tax program which is also called a health care sales tax. 

The provider tax provides some economic compensation to states seeking for ways to retain 
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current coverage levels or to fund coverage expansions. The providers such as SNF remit to 

the state about 1.5% of the annual net operating revenue from inpatient services (NCSL, 

2011). 

Allowing private equity or investment groups’ nursing facilities to generate net 

income, the effective strategy for them would be cutting costs, including caretakers. 

However, reports show that understaffed facilities had 19% more regulatory deficiencies 

than the average nursing home (Duhigg, 2007). As for both non-profit and for-profit 

nursing homes, the strategic planning to generate income under managerial decision 

through external and internal environment is a challenge to achieve governmental 

performance requirements.  

1.1.1 Medicare and Medicaid System     

A Prospective Payment System (PPS) is a predetermined, fixed amount in the 

Medicare program to reimburse payment for a particular service in acute inpatient hospitals, 

long-term care hospitals, and skilled nursing facilities. In 1997, the case mix prospective 

payment for SNFs balanced budget act was passed and effective with cost reporting periods 

beginning after July 1, 1998 under Part A of the Medicare program. The PPS payment rates 

are covering all costs in SNF services (i.e. routine, ancillary, and capital-related costs) with 

adjustment for case mix and geographic difference in wages (Centers for Medicare and 

Medicaid Services). 

Medicare is a health insurance plan that funds nursing home care for persons over 

the age of 65 or those that are disabled or people with end-stage disease is qualified for the 

coverage; thus, Medicare supports and pays a portion of the expenses for nursing home 

services. Specifically, Medicare includes three parts of coverage: Part A, Part B, and Part C. 
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Essentially, Part A is hospital insurance coverage involving inpatient hospitalization, skilled 

nursing facilities and home health needs. However, in order to qualify for Medicare 

coverage, each Medicare recipient must have fulfilled and paid taxes for a minimum 40 

quarters of work. Medicare covers 90% of permissible healthcare expenditures for Part A. 

The outstanding 10% must be paid as an out-of-pocket expense or by private additional 

insurance plans (US-DHHS, 2008). The purpose of Medicare is to cover only short-term 

nursing home stays, such as rehabilitation. Therefore, many older persons who develop 

chronic conditions are not covered by Medicare due to their long-term care process. When 

elderly people are not qualified for skilled care under Medicare Part A and self-funding, the 

state-funded Medicaid coverage will be activated to pay for their care in SNFs (Grimaldi, 

1999). 

Medicaid is a joint federal-state program to provide healthcare assistance for low-

income families as well as older person with low-income or who require long-term care. 

Nursing homes rely on Long-Term Care Medicaid (LTC (Medicaid)) coverage for their 

daily operation costs. Medicaid funds 64 percent of skilled nursing facilities’ health care 

costs (AHCA, 2011). However, due to the economic crisis, shortfalls in Medicaid 

reimbursement are increasing. National Conference of State Legislatures (NCSL) point out 

that each state can generate its’ own “provider tax” to collect revenue from specified 

nursing facilities; thus, the state receives additional federal Medicaid dollars. The majority 

of the provider tax is usually promised back to providers through an addition in the 

Medicaid reimbursement rate (NCSL, 2011). In sum, eligibility for Medicare depends on 

age or disability; Medicaid considers an individual’s income level to be eligible. 
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1.2 Dynamic Capability and Institutional Theory  

1.2.1 Dynamic Capability 

Dynamic capability is a source of competitive advantage which refers to the 

adjusting of environmental resources and how the strategic management properly adapts, 

integrates, and organizes internal and external firm’s resources within changing 

environments (Teece and Pisano, 1994). The framework to determine a given 

organization’s dynamic capability involves three categories: processes, positions, and paths. 

The processes refer to the routines or the patterns regarding how the practices and learning 

occur in its managerial and organizational processes. Position is defined as how the firm 

assigns its technology and intellectual property, as well as the relationship with its suppliers 

and customers. Path is described the availability of alternative strategies to the firms and 

whether there are attractive opportunities in the future. Therefore, the internal coordination 

or integration should efficiently and effectively achieve strategic advantage. 

1.2.2 Institutional Theory 

DiMaggio and Powell (1991) defined the new institutional frameworks as having 

links between organizational environment and organizational actions which include 

comprehensive consideration of human involvement. The perspective under institutional 

theory is that successful organizations are embodied within social advantage regarding 

norms of rational behavior (Scott, 2001). Therefore, individuals or firms have the potential 

to advance and respond to wider social, environmental and political pressures in order to 

change institutional behaviors. Institutional theory focuses on social encounters rather than 

economic influences of a firm’s structure and practice. This organizational action might be 

tempted to direct and maintain legitimacy expectations among major organizational 
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stakeholders rather than provide the rational efforts to operate the firms’ efficiency (Meyer 

and Rowan, 1997; Scott, 2001). Government regulatory constraints can be essentially 

coercive for firms to adapt and behave similarly in decision-making processes. Thus, under 

environmental uncertainty, firms are encouraged to imitate the successful firms’ strategic 

processes which might promote higher efficiency. On the other hand, social expectations 

may lead to greater connection with external supports, such as joining professional 

associations of which the benefits might outweigh the costs (Rogers et al., 2007; Scott, 

1987). 

1.3 Process Quality and Outcome Performance  

1.3.1 Process Quality 

Donabedian (1982) stated an early view of quality management systems in health 

care organizations and presented the process of healthcare as consisting of two components: 

technical medical care and the interpersonal relationship between the practitioners and the 

clients. The process is part of an approach of assessing the quality of healthcare. Process 

quality is characterized as “how” a service is delivered. This process includes the patient’s 

experience in the hospital progress more efficiently and effectively; specifically, such 

information would include the level of interaction between patients and providers, or 

perhaps the efficiency of admission and check out. The Malcolm Baldrige National Quality 

Award (MBNQA) Criteria were developed in 1987. The award is to recognize the quality 

achievements and to promote quality awareness and practices. In 1995, MBNQA further 

established Health Care Criteria for health care to recognize the design of service and 

processes of how the employees deliver services within a series of necessary changes or 

improvements. Process Management is one of the seven main categories in the Baldrige 
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award. Poor process quality can surpass higher levels of healthcare quality (Marley et al., 

2004). Meyer and Collier (2001) tested the Baldrige Health Care Model and found 

leadership of process is a driver of system performance which leads to financial 

performance.      

1.3.2 Outcome Performance 

In the healthcare industry, outcomes can be derived from the clinical results and 

patient/resident satisfaction. Donabedian (1982) further indicated that a facility’s quality of 

care assessment outcomes is associated with patient knowledge, attitudes and behaviors. 

These outcomes result from prior care and contribute to current or future health sectors. 

Nursing home facilities are subject to quality standards due to the reimbursement payments 

of Medicare and Medicaid from federal and state programs. Since the late 1960s, studies in 

the US have used outcome-based measurements for measuring quality of care in nursing 

homes and for reimbursement purposes (Porell and Caro, 1998). Moreover, outcomes can 

be perceived as the difference in functional capability and the costs of doing a procedure 

(Morrissey, 1997). Other theoretical standpoints on measures of outcomes (i.e., number of 

beds in a facility) should be related to operation efficiencies. Additionally, studies often 

utilize the five “D’s”: death, disease, disability, discomfort, and dissatisfaction in order to 

measure healthcare outcome (Zinn and Mor, 1998). Additionally, Castle and Ferguson 

(2010) discussed the degrees to which health services for individuals and populations 

advance the chances of desired health outcomes and the reliance on current professional 

knowledge. 
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1.4 Research Goal 

In 1997, the Balanced Budget Act announced the implementation of a per diem 

prospective payment system (PPS) for skilled nursing facilities (SNFs) to cover all costs 

(routine, ancillary and capital). This PPS payment rates are associated with case mix (level 

of care) and geographic differences particular to each state. Traditionally, the federal 

government has allowed SNFs to make up the cost difference due to patient’s bad debt via 

Medicare and Medicaid reimbursements. This procedure can ensure SNFs to continue 

providing care to seniors on both Medicare and Medicaid program. However, the 

government has recently proposal to reduce this bad debt coverage for SNFs to 55 percent 

by 2015 (AHCH, 2011). Budget deficits of the U.S. government have a strong impact on 

Medicare and Medicaid reimbursement payments in the healthcare industry. Since the 

financial stability and quality performance of long-term care facilities is subject to Medicaid 

reimbursement rates, long-term healthcare facilities must effectively utilize limited financial 

support to meet the government quality requirements. Institutional theory and strategic 

planning of a firm’s capabilities fulfill a major role in the decision-making processes of 

long-term care providers. Therefore, the research goal of the present study is to examine the 

relationships among healthcare facilities’ capabilities and external pressures, and the impact 

of these relationships on overall operational performance. Specially, the different types of 

facilities, such as non-profit and for-profit firms, will reveal different performance output of 

quality, operations, and financial performance when various strategies are applied under 

government-restricted reimbursement policies. Due to the uncertainty that SNFs face with 

regard to government policies, firms can efficiently and effectively implement business 

processes and knowledge in order to achieve organizational objectives. This business 
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capability will be a main strength to demonstrate quality performance (Barney, 1991). Thus, 

dynamic capability will be applied in order to analyze adaptive, absorptive, and innovative 

capabilities. 

In the healthcare field, hospitals and skilled nursing facilities represent two distinct 

types of healthcare businesses. For example, hospitals have specialty departments dealing 

with outpatients and inpatients. Also, hospitals are mainly subject to Medicare for financial 

reimbursement. However, the skilled nursing facilities do not have highly complex medical 

care and they emphasize on long term care. Additionally, skilled nursing facilities are 

mainly subject to Medicaid reimbursement for their revenue. Many existing studies research 

patient satisfaction and nurse turnover rate at the individual level. However, this research is 

focused on strategic implementation and quality care for operational and financial 

performance at the firm level. Specifically, this present study seeks to answer four main 

research questions: 

1. Is there a positive relationship between a skilled nursing facility’s (SNF) 

capabilities and operational performance? 

2. Is the relationship between a skilled nursing facility’s (SNF) capabilities and 

operational performance moderated by government regulations? 

3. Is there a positive relationship between a SNF’s process quality and actual 

operational/quality performance? 

4. Is there a positive relationship between non-profit skilled nursing facilities and 

performance? 
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1.5 Research Approach 

A series of literature reviews are included among healthcare quality process and 

operational efficiency, along with strategic involvements in capabilities and institutional 

theory, to develop and establish this present research model. The healthcare information is 

included to develop a healthcare process and performance framework based on healthcare 

literature along with government policy publications, whereas the process quality model is 

reviewed within operations management and healthcare literature. Moreover, institutional 

theory will be used to examine the organizational decisions of health care providers from 

management and healthcare literature to link the relationship among capability, process, and 

outcome performance. 

Additionally, a mail survey instrument will be conducted and sent out to the 

administrators of skilled nursing facilities in five states. Likert-scale survey items included 

the questionnaires have been tested prior to being sent out and validated from other 

empirical studies. These survey items comprise capabilities, process quality, and 

institutional theory measurements. Also, outcome performance items are retrieved and 

requested from the Center of Medicare and Medicaid Services two databases – Nursing 

Home Compare and Healthcare Cost Report Information System (HCRIS).   

1.6 Contributions 

The majority of healthcare literature on long-term care facilities focuses on quality 

measurements, especially the deficiency in patient care. Few research studies have applied 

strategic theory to examining whether corporate policies can improve patient outcome 

quality, increase operational efficiency, and decrease costs. In this present study, 

organizational capabilities are incorporated to an analysis of whether a firm’s strategic 
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planning and capabilities can affect the quality, operational efficiency, and financial 

performance. Thus, this study presents opportunities for improved management and 

reallocation of resources to better sustain decreases in reimbursement funding. 

Meyer and Collier (2001) applied Malcolm Baldrige National Quality Award 

(MBNQA) Health Care Criteria within hospital settings. The authors mentioned that their 

study primarily evaluates the acute care hospitals. In order to make the MBNQA Health 

Care Criteria more generalizable, similar models should be applied to other types of health 

care organizations. Some different functions between hospitals and nursing homes were 

mentioned earlier in section 1.4. Therefore, nursing home facilities will be an appropriate 

type of healthcare fields to investigate for the Baldrige criteria. Also, this present study is 

the first one to apply the partial model of Meyer and Collier’s (2001)’s study.  

The nursing home industry will continue to generate the largest portion of total long 

term care revenue, estimated at $136 billion for 2015. However, long-term care is 

experiencing continued cost pressure from Medicaid patients (AHCA, 2010). CMS 

documents indicated that for-profit nursing homes comprised about 67% of all nursing 

homes, whereas non-profit nursing homes were about 27% and government nursing homes 

accounted for the remaining 6%. HRC Manor Care is a major chain nursing organization 

operating 277 facilities and total of 38,092 beds (AHCA, 2010). The increasing number of 

private equity or investment groups’ nursing facilities has focused on effective strategies in 

cutting costs, including staff hours. This present study will also investigate the difference 

between for-profit and non-profit regarding how they determine strategic plans enacted to 

achieve governmental performance requirements.
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CHAPTER 2 

LITERATURE REVIEW 

2.1 Dynamic Capability 

Under the current health care reform in the US, the healthcare industry has 

encountered the uncertainty of ever-changing governmental policies. Therefore, managers 

should prepare effective strategies for firms to adapt to the uncertainty and still reach the 

performance requirements of the government. The resource based view states the firm’s 

competitive advantage may be continued by processing the firm’s valuable, exceptional, 

imitable, and nonsubstitutable resources. Firms’ capabilities, attributes, assets, 

organizational processes, information, and knowledge are directed by the management 

which enables the organization to efficiently and effectively implement its goals and 

strategies (Barney, 1991). Dynamic capabilities are the organizational and strategic 

processes when management adjusts the firm’s resources base by acquiring, modifying, 

integrating, and recombining them; these resources can then be generated to a new value-

creating strategy (Grant, 1996). Therefore, the extension of resource-based models has 

comprised the integration of dynamic capabilities (Helfatand and Peteraf, 2003). Teece and 

Pisano (1994) first proposed the dynamic capability framework. In this model, dynamic 

capabilities emphasize the transforming of environmental characteristics and how the firms 

manage to adapt, integrate, and reconfigure the internal and external organizational 

resources to compete with the dynamic environmental conditions (Teece and Pisano, 1994; 

Teece, Pisano, and Shuen, 1997). Teece and Pisano (1994) state three categories—
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processes, positions, and paths that identify a firm’s dynamic capabilities. Processes are 

referred to as routines or patterns that firms operate under internal coordination or 

integration. Additionally, the processes are operated under repetition and experimentation 

learning which further reconfigure the internal strategies to accomplish under internal and 

external transformation. Positions can be described by assessing an organization’s present 

of technology assets, innovation of complementary assets, implications of financial and 

locational assets, as well as a part of its customer base and relationships with suppliers. 

Paths are defined as past investments that would constrain future activities when the 

alternative strategies are available, particularly when management foresees opportunities.  

Eisenhardt and Martin (2000) expand on Teece and Pisano’s earlier view that 

dynamic capabilities are not vague but rather exhibit commonalities with “greater 

equifinality, homogeneity, and substitutability across firms” (Eisenhardt and Martin, 2000, 

p.1106). They further emphasize that knowledge creation through learning mechanisms 

from routine activities are path dependencies which can construct new thinking within the 

firms. Additionally, strong alliance and acquisition routines can transform new assets to the 

firm from external sources. Likewise, Eisenhardt and Martin (2000) emphasize that market 

dynamism is linked to dynamic capabilities content with two types of moderately dynamic 

markets and high velocity markets. The nursing home industry illustrates moderately 

dynamic markets which undergo frequent changes but pursue predictable and linear paths 

which depend on existing knowledge and processes.  

Furthermore, Winter (2003) defines capabilities between zero-level and higher-level 

routines. For zero-level or zero-order activity, the firms continue earning rent by producing 

and selling the same merchandise, on the same level and to the same consumer population 



 

 13 

over time. When firms alternate from zero-level activities to dynamic capability roles, the 

organizations will involve a lot of dedicated personnel who are devoted full time to their 

change roles also engage in other types of investments. Therefore, the heart of dynamic 

capabilities is evident when the firms have ability to implement capabilities quickly, 

indicative of Teece and colleagues’ views of the dynamic capabilities as a package of 

resources from position the firms’ capabilities to process and transform resources under 

path dependences to bring superior value to customers (Wang and Ahmed, 2007). 

Consequently, Wang and Ahmed (2007) draw from the existing empirical findings and 

identify three main elements of dynamic capabilities: adaptive capability, absorptive 

capability, and innovative capability. 

2.1.1 Adaptive Capability 

 Many public sectors have increasingly pursued the strategic management literature 

on resource creation, development, and improvement. The public sector decision-makers 

depend on either resources drawn from external policy funding sources or incremental 

improvement of developing resources. Thus, the dynamic capability framework explains the 

strategy in the public sector which allows an organization to continuously adapt to the 

external governmental changes (Pablo et al., 2007). The key element of dynamic 

capabilities is adaptive capability which is viewed as effective adaptation to a changing 

environment. Adaptive capability can be defined as a firm’s capability to identify and 

benefit from emerging market opportunities (Chakravarthy, 1982); however, adaptive 

capability can be further described as firms’ strategic flexibility to adapt, align and shift 

available resources through continuing changes in products and services to respond to 

external opportunities (Gibson and Birkinshaw, 2004; Wang and Ahmed, 2007; Zhou and 
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Li, 2010). A narrow range as product-market opportunities has resulted in an internal focus 

featuring a low capability and had led to consequence of less focus on external change. 

However, when organizations focus on higher external capability, this action will result a 

wider scope of opportunities to exploit product-market expansions and further accompany 

the ability to adapt to market changes (McKee, Varadarajan, and Pride, 1989). An ability to 

reproduce process that replicates successes is the essential action for adaptive theory. The 

uncertainty of future environment causes the survival conscious to generate various 

strategies and experiment with different opportunities under adaptive processes (March, 

2006). When the companies focus on a specific market niche, they may be less flexible to 

adapt to change. However, when the companies have been designed for change, it might be 

difficult for them to be stabilized into a particular niche. Among industrial markets, 

adaptive capability can be adapted to individual customers and supplier at the micro level 

which has been widely studied under International Marketing and Purchasing Project in 

European countries (Oktemgil and Greenley, 1997). Therefore, firms’ flexibilities can 

reflect their overall ability through responding to the requirements of their target markets. 

This flexibility can be spread and responded throughout the supply chain which affects the 

adaption to dynamic market changes and further to achieve overall performance (Cao and 

Zhang, 2011; Gupta and Goyal, 1989; Vickery, Calantone, and Dröge, 1999). Moreover, a 

firm’s strategic path directs adaptive capability from market-based and technology-based in 

leading business logics; therefore, firms with slack or surplus resources can successfully 

achieve adaptation under internal and external pressures (Gatignon and Xuereb, 1997).     
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2.1.2 Absorptive Capability 

Cohen and Levinthal (1990) defined absorptive capacity as a firm’s capability to 

recognize the value of new external knowledge, incorporate it, and apply it to achieve its 

organization objectives. Thus, absorptive capability is present when firms have the ability to 

evaluate and employ the value of external knowledge. If firms can demonstrate higher 

absorptive capability, the firms can receive long term assurance of resources regardless of 

uncertainty. Absorptive capability is a process when organizations have the capability to 

recognize new ideas and a willingness to adopt and adapt the new ideas. Additionally, after 

the organizations access new ideas in terms of absorption, they are more willing to engage 

extra time and resources with external partners to achieve higher financial returns. Hence, 

when firms have higher absorptive capability, they will recognize knowledge through 

greater learning which increases productivity and reduces the costs incurred while acquiring 

knowledge. The exercising of absorptive capability by firms will enhance confidence to 

obtain new knowledge and participate with other internal and external partners in 

knowledge sharing. In the current dynamic environment, firms are involved in a “virtual” 

supply chain network which demands collaboration with other firms through a formal 

alliance or long-term relationship (Zacharia, Nixb, and Luschc, 2011). Furthermore, Zahra 

and George (2002) stated that this capability may be evaluated by four distinctive 

organizational capabilities: (a) acquiring, (b) assimilating, (c) transforming, and/or (d) 

exploiting information in various structures (including tacit knowledge) for the firm’s 

advantages.  Due to the constantly changing environment of the health care industry, Leung 

(2012) identified the enhancement of capabilities and resources which can assist the firm to 
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implement health information technology (HIT) in order to improve its efficiency and 

quality. 

Moreover, the firms can also learn from different partners through acquisition or 

venture to develop first-hand or complementary technology and create internal knowledge 

(Wang and Ahmed, 2007). The firms’ absorptive capability is a learning-based ability 

which utilizes and incorporates new knowledge through acquiring from external sources 

(Lenox and King, 2004; Tsai, 2001). Therefore, absorptive capabilities result from an 

extended process of investment and knowledge accumulation within the organization, and 

the development is path-dependent (Chen, 2004). When firms increase their level of 

absorptive capability through exploiting new knowledge, they are likely to develop their 

innovative capabilities (Zaheer and Bell, 2005; Zhou and Li, 2010).  

2.1.3 Innovative Capability 

Comanor (1965) first studied technical change within product and service 

innovation in the pharmaceutical industry as it affects a firm’s long-term financial 

performance. Innovation capability involves the firm’s ability to develop, generate and 

implement new ideas, processes, products, or services through strategic innovative 

behaviors and processes which relate to a learning orientation (Calantone et al., 2002; Wang 

and Ahmed, 2007). Firms implement useful ideas from production or adoption to create 

innovative capabilities; furthermore, firms can obtain innovation through adaptation of 

products or processes from external organizations. Researchers found that innovation can be 

generated in one stage or multistage processes with which many social aspects might 

interfere (Scott and Bruce, 1994). Government regulation or intervention of markets can act 

as an enhancer (Mansfield, 1986) such as patents for chemicals and pharmaceutical 
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industries, or as an inhibitor of innovation (Holloman, 1979) in protected markets. Many 

empirical studies of new product or service development confirmed that innovative 

capability is one of the important determinants for a firm to gain a competitive edge in order 

to achieve higher performance (Cooper and Kleinschmidt, 1987; Li and Calantone, 1998). 

As a method of sustaining superior long-run performance, Teece (2007) stated that 

invention, innovation, and manufacturing capability can enhance enterprise performance 

and reach a higher profit tendency. Additionally, Wang and Ahmed (2004) state behavioral 

innovativeness under different levels such as individuals, teams, and management. The 

behavioral innovativeness can be reflected through continued behavioral change from the 

organization’s innovation and individuals’ and teams’ willingness to accept the change. 

While managerial innovativeness demonstrates managers’ compliance to change, the 

management is dedicated to encouraging new ways of doing things and delivering new 

ideas. It is critical for leadership to be involved in the innovation process, which ideally 

includes participative or collaborative leadership approaches. Thus, behavioral 

innovativeness is a primary element that features innovative outcomes (Scott and Bruce, 

1994).  

2.2 Institutional Theory 

 DiMaggio and Powell (1983) discuss how Weber’s theory under bureaucratization 

results in competition among capitalist firms and state-run agencies in the marketplace. It is 

further argued that while the organizations are becoming more homogeneous, the 

bureaucratization does not make the firms more efficient. However, the efficiency is 

through the process of individual efforts to deal with uncertainty and constraints of 

interaction among organizations and coalition between interorganizational structures. 
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Organizational structure and practice under institutional theory emphasize social aspect 

rather than economic influences thereby suggesting legitimacy not as an operational 

resource, but in terms of constitutive beliefs. Hence, institutional theory can assist managers 

construct the similar belief systems that determine stakeholder reactions.  

 The institutionalist emphasizes the collective behaviors of entire organizational 

sectors (Meyer and Rowan, 1977; Scott, 2001; Suchman, 1995). Meyer and Rowan (1977) 

stated that social processes, obligations, reality undertake as a standard in social thought 

and action in institutionalization. Thus, the individuals accept the social actuality as the way 

things can be done. Furthermore, DiMaggio and Powell (1983) point out that improving 

performance is the main motivation for earlier adopters of organizational innovations. As an 

innovation spreads, the firms primarily focus on meeting the legitimacy requirements. 

Oliver (1997) examines firms working within a social structure of norms, habits, and 

customs to fit the acceptable economic behavior. Therefore, the successful corporations are 

those that obtain support and legitimacy by bowing to social pressures. Gradually, the firms 

will tend to become more homogeneous from the constraining process which forces the 

different firms to resemble or undergo isomorphism. DiMaggio and Powell (1983) state that 

high degrees of structure and interconnection will advance an institutional isomorphism and 

they distinguish three categories of isomorphism: coercive, mimetic, and normative.  

Rogers et al., (2007) point out that coercive force can be seen in the case of regulatory 

constraints which compel firms to adapt and act in similar ways under homogeneity 

pressures. Mimetic isomorphism occurs when firms imitate the strategies of other 

successful firms against uncertainty to improve the relative efficiency. As for normative 
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isomorphism, the sense of social expectations is encouraged by utilizing a particular 

practice.       

2.2.1 Coercive Isomorphism 

 Coercive isomorphism can be explained by the formal or informal pressures from 

the internal or external organizations that the firms are dependent upon regarding the 

expectations of society. Additionally, these forces can be directly connected to political or 

governmental mandates and regulations (DiMaggio and Powell, 1983). When an 

organization’s power is authorized and this authority is legitimated power or regulated 

power, the decision makers would support and constrain the power to oversee its 

appropriate use. In order to connect with external sponsors, the firms might require 

modifying their structures to acquire and maintain support of the external agents. At a 

minimum, the organizations must provide access or information to a wide variety of 

government sectors. However, the benefits of gaining association with these external 

connections might far outweigh the costs (Scott, 1987). Specifically, regulatory agencies 

assert forces which lead the organization to exercise its influence by controlling resource 

flows and sharing and creating internal cultural expectations (D’Aunno, Succi, and 

Alexander, 2000). Nevertheless, coercive isomorphism declares that established procedures 

and policies engage in a symbolic role in playing an image of organizational authority to 

external stakeholders (Rogers et al., 2007). Coercive pressures can also occur from industry 

and professional associations and networks. Furthermore, such coercive pressures occur in 

the form of competition within an industry or market segment (Liang et al., 2007). The 

authoritative forces appear primarily from government mandates; for example, a firm may 

be pressured to adopt major new regulatory programs that demand changing from cost-
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based payments to prospective payments in order to be reimbursed for expenses of treating 

Medicaid patient (Yang, Fang, and Huang, 2007).  

2.2.2 Mimetic Isomorphism 

Mimetic isomorphism occurs when environmental uncertainty is high or an 

organization’s goals are ambiguous; furthermore, such a condition encourages the firms or 

individuals to imitate each other. The successful firms are usually modeled by similar 

organizations to enhance the efficiency (DiMaggio and Powell, 1983). Cognitive 

institutions state that diffused rules and norms also “infect” other organizational decision 

makers through imitation of what others have done and have found to be effective (Oliver, 

1991). These procedures and policies also support information processing internally which 

encourages the members in an organization to generate information conforming to the 

external images (Duimering and Safayeni, 1998). Grewal and Dharwadkar (2002) discuss 

how the channel members under regulative institutions emphasize managing the demands 

of regulators and governments. Yang et al. (2007) stated that imitations most frequently 

occur among competitors among similarly-sized firms. They applied size-localization to 

study the mimetic process in organizational behaviors within hospital settings. When firms 

are facing uncertainty, the firms would replica or imitate the successful organizations; 

specifically, the adoption of Total Quality Management and Continuous Quality 

Improvement technique are a form of mimetic isomorphism.  

2.2.3 Normative Isomorphism 

Members under normative institutions desire to be accepted in social obligation and 

connect with the qualified professional associations which are defined as 

professionalization. Growing professionalization can be found from two aspects: university 
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specialists and professional networks (DiMaggio and Powell, 1983). Scott (1987) noted that 

the hospitals in the U.S. are not required to receive accreditation from the Joint Commission 

on Accreditation of Hospitals as a condition of their operations; however, most of them 

voluntarily obtain such legitimization. Castle and Fogel (2002) studied the relationship 

between nursing home administrators who belonged to a long-term-care professional 

association and the quality of its facility. Their findings showed that the support and 

resources obtained from the professional associations will often result in higher quality of 

care, such as receiving a higher private-pay proportion. Ruef and Scott (1998) discussed 

managerial and technical legitimacy normative support for health care organizations. 

Managerial normative isomorphism focuses on efficiency and cost containment, as opposed 

to technical legitimacy which emphasizes staff qualifications and training programs 

typically involving patient quality care. Furthermore, healthcare organizations emphasize 

relational ties with each other from professional/social networks. Thus, pressure from 

certain original professional members, such as medical associations, will bring competing 

sets of expectations, norms, and values which might conflict with traditional medical values 

concerning management control and administrative efficiency (Yang et al., 2007). Xiao et 

al. (2009) measured normative isomorphism by using the American Hospital Association’s 

(AHA) data which originates from measurement of the total number of health care systems, 

networks, and strategic alliances in a focal hospital.    

2.3 Process Quality 

 The business process is a chain of relative activities that generate company value 

such as quality, responsiveness, cost, and satisfaction. Business processes can reflect the 

efficiency of resource usage when the firm utilizes the same resource to build value to 
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improve working processes (Hammer and Champy, 1993; Shaio et al., 2009). When firms 

effectively utilize and coordinate knowledge-flow through uniform management processes, 

they are able to quickly and efficiently develop competitive advantages (Walters, 1986). A 

stream of literature has identified the benefits of implementing accurate processes; 

specifically, Barkema and Mermuelen (1998) examined adaptation processes to start-ups in 

multinational business. In other studies, Almeida (1996) and Kogut and Zander (1992) 

observed knowledge transfer and process innovation within local and national firms’ 

process development. Hult et al. (2007) confirmed that when building a global corporate 

culture, a positive relationship exists between the successful implementation of 

organizational processes in both marketing and financial performance.    

  Arrow (1963) offered a model for medical-care field and hypothesized that when 

the quality of output is difficult to observe, a for-profit healthcare provider is challenge to 

provide high quality care versus making profits for investors. Donabedian (1982) presented 

three approaches to evaluating the quality of healthcare as structure, process, and outcome. 

Process quality is defined as how service is delivered. Also, process can be measured as 

characteristics of services provided directly to the resident, as well as services provided on 

the residents’ behalf (Zinn and Mor, 1998). This process includes how to make the patient’s 

experience in the hospital more efficient and effective. Process quality in healthcare areas is 

the result of nontechnical service delivery processes employed outside of the medical 

procedures (Donabedian, 1982). However, some researches stated that operationalizing 

“quality” in nursing homes might be problematic due to extreme subjectivity of the 

definitions, resulting in an inability to completely realize the quality concept (Castle and 



 

 23 

Ferguson, 2010). Process quality is the perception from a patients’ viewpoint as the results 

of how the service was generated and conveyed (Marley, Collier, and Goldstein, 2004).  

 According to Donabedian (1982), the formulation of the criteria and standards to be 

applied when assessing quality of care is a highly practical area which involves a translation 

of conceptual factors into the operational factors. The definition of medical care criteria is 

“predetermined elements against which aspects of the quality of medical service may be 

compared” (Donabedian, 1982:8). Additionally, these criteria are developed by 

professionals utilizing professional expertise and professional literature. The Malcolm 

Baldrige National Quality Award (MBNQA) Criteria were initially developed in 1987 to 

recognize and promote quality achievement, awareness, and practices of each organization. 

MBNQA was mainly focused on manufacturing and service-for-profit businesses. The 

Baldrige framework indicates cause and effect, considering which specific practices will 

lead to different desired outcomes. In addition, the weights or criteria indicate the 

importance of each of the activities. Therefore, the framework expresses a point about how 

restricted quality management resources should be allocated (Flynn and Saladin, 2001). In 

1995, MBNQA gradually developed specific award criteria to apply quality issues to 

healthcare organizations. Many studies have tested the related criteria in hospital settings 

under MBNQA Health Care Criteria and linked them to organization financial performance 

(Goldstein and Schweikhart, 2002; Meyer and Collier, 2001). Malcolm Baldrige National 

Quality Program’s Health Care Criteria for Performance Excellence enhances quality across 

five categories used to evaluate organizational practices and performance. Those criteria 

include leadership, patient focus, staff focus, information and knowledge management, and 

process management (Chesteen et al., 2005). Also, the American Health Care Association 
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AHCA/NCAL National Quality Award Program is based on the core values and criteria of 

the Malcolm Baldrige National Quality Award (MBNQA) Program (American Health Care 

Association-AHCA). The recipients who receive the MBNQA awards are perceived to have 

achieved the extensive US national quality movement and are considered to attain a 

prestigious accomplishment. MBNQA are treated as a prominent quality assessment tool; 

therefore, many studies have validated and examined the level of theoretical constructs in 

MBNQA frameworks under improved updated models (Flynn and Saladin, 2001; Flynn and 

Saladin, 2006; Meyer and Collier, 2001; Prybutok, Xiaoni, and Peak, 2011; Wilson and 

Collier, 2000).  

  Wilson and Collier (2000) implemented 1995 MBNQA framework to test the theory 

and five Baldrige causal relationships and concluded that leadership was the most 

significant driver of performance results. However, leadership did not directly have an 

impact on financial results. The leadership definitely influenced the firms’ overall 

performance through the system. Furthermore, process management was an important 

indicator in both customer satisfaction and financial performance. Flynn and Saladin (2001) 

used path analysis to test the fit of the three MBNQA frameworks (1988, 1992, and 1997) 

based on five countries various plants’ survey data. The results showed that the Baldrige 

frameworks have been improved for those years; the 1997 model, specifically, has the best 

fit. Thus, this study provided evidence that the Baldrige framework can be applied in a 

global context to develop national quality awards in other countries. Additionally, Flynn 

and Saladin (2006) examined how the underlying dimensions of the national culture are 

related to the theoretical constructs of the Baldrige criteria. The findings reveal that the 

national culture indicates an important role in customer and market focus under the 
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Baldrige constructs. Thus, Baldrige criteria have been treated as a total quality management 

guide which embraces both social and technical scopes to achieve excellent results. Bou-

Llusar et al. (2009) tested the MBNQA framework with Spanish companies and posited that 

quality award models can correctly be treated as reinforcement of the TQM framework. 

Most recently, Prybutok et al. (2011) applied MBNQA 2002 criteria to government services 

in a municipal government. These criteria-based instruments offer a practical set of 

measures to enhance decision making and resource allocating which allows the municipal 

government to evaluate the processes and better understand how to achieve integration 

among these processes.  

2.4 Outcome Performance 

 Improvement in the quality of life and reduction in morbidity and mortality can be 

described as the outcome measures from desired results within health care processes. An 

outcome which is defined as the result of the healthcare experience is one of the three 

assessment approaches for determining the quality of healthcare (Donabedian, 1982; Kane, 

1998). In the healthcare system, outcomes can be measured from the clinical results and 

patient/resident satisfaction. Donabedian (1982) further stated that a facility’s quality of 

care assessment outcomes are related patient knowledge, attitudes and behaviors. These 

outcomes result from prior care and contribute to current or future health industry. 

Moreover, outcomes can be seen as the difference in functional capability and the 

expenditures of doing a procedure (Morrissey, 1997). Other theoretical perspectives on 

measures of outcomes (i.e., number of beds in a facility) should be related to operation 

efficiencies. Additionally, studies often utilize one of the five “D’s”: death, disease, 

disability, discomfort, and dissatisfaction for measuring healthcare outcome (Zinn and Mor, 
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1998). Castle and Ferguson (2010) further stated that the level to which health services for 

individuals and populations improve the chances of desired health outcomes and are 

dependent on current professional knowledge. 

2.4.1 Quality Performance 

Since the late 1960s, researchers in the US have applied outcome-based 

measurements for measuring quality of care in nursing homes and for reimbursement 

purposes (Porell and Caro, 1998). Nursing home facilities are subject to quality standards 

due to the reimbursement payment of Medicare and Medicaid from federal and state 

programs. Therefore, the nursing home facilities must adhere to licensure and certification 

requirements based on federal and state laws. A team of surveyors from government 

agencies provides on-site inspection which occurs approximately yearly and monitors and 

assesses the quality of care to insure the nursing facilities meet the standards for 

certification.  

In 1977, Health Care Financing Administration (HCFA) was established to 

coordinate with Medicare and Medicaid. Thus, nursing home certification procedures and 

development of standards for certification are performed under the jurisdiction of the 

HCFA. One of the standards is to apply deficiency citations to determine whether a nursing 

facility meets a Nursing Home Standard for certification. In 1987, the Omnibus Budget 

Reconciliation Act (OBRA) was formed and urged to improve the quality of nursing 

facilities and command the collection of clinical figures for every nursing facility patient 

(AHCA, 2011).  Additionally, the Institute of Medicine (IOM) recommends that nursing 

home regulations be redefined and shifted from measurement of structure and process to an 

assessment of outcomes. The Minimum Data Set (MDS) is a major element to summarize 
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assessment of each resident based on outcome indicators such as falls or urinary tract 

infections for the nursing home residents (Castle and Ferguson, 2010; Kane, 1998). 

Furthermore, Centers for Medicare & Medicaid Services (CMS) collects basis for quality 

measures under MDS’s requirements through an endorsement process performed by the 

National Quality Forum (NQF). The CMS reports 21 outcome performance measurements 

which are derived from data within the MDS (AHCA, 2011). The report from the Centers 

of Medicare and Medicaid Services provides quality outcome indicators in the Nursing 

Home Compare Database. Some of the quality outcome indicators include the following: 

percent of residents whose need for help with activities of daily living has increased; 

percent of high risk residents with pressure ulcers; percent of residents with moderate to 

severe pain; and percent of residents who were physically restrained.  

The environment of nursing home care is defined as “low-tech” and high personal 

contact. Therefore, labor structure or inputs should improve outcomes. Studies have shown 

that registered nurse-to-patient staff ratios are associated with better physical improvement, 

lower mortality, higher probability of discharge home, and lower hospitalization (Eaton, 

2000; Lenard and Shimshak, 2009; Zinn and Mor, 1998). 

2.4.2 Operational Performance 

Farrell (1957) defined efficiency as firms generating the maximum amount of 

output from a provided amount of input. Also, firms minimize the costs from this given 

input to obtain the maximize revenue from the output mix. In measuring efficiency in 

healthcare, the early view would be in terms of numbers of patients treated. However, this is 

not an ideal to measure the healthcare output because it does not indicate whether the 

patients’ health conditions have improved. Hollingsworth (2008) stated that efficiency 
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analysis has been implemented to measure and analyze the productive performance in 

healthcare services. Outcome is measured with regard to changes in health status, mortality 

or quality care for individual patient towards using inpatient days. According to Grover and 

Flagle (1990), efficiency is the best utilization of resource production. Moreover, the level 

of productivity efficiency measures the association with work levels and health care 

production; furthermore, operational efficiency examines the patient flow in terms of 

outpatient, inpatient, and facilities to achieve the ideal match of resources to patient needs. 

The regulation of government reimbursement and increasing health expenditures, along 

with efficiency improvements are the methods to assist providers in alleviating health care 

delivery costs. The most general approach to measuring efficiency involves comparing 

inputs and outputs, such as beds, full-time equivalents in terms of staff size, and operating 

expenses (Harrison and Ogniewski, 2005). Some studies applied data envelopment analysis 

(DEA) to establish a benchmark for nursing home performance at the state-level for quality 

and operating efficiency. Total labor of Full-time equivalences, total number of residents, 

and operating expenses (e.g. laundry and food services) were used as part of efficiency 

scores. The reason for selecting labor resources to represent operating efficiency is that 

efficient facilities will produce the same quantity and quality of services with less labor 

(Chang and Yang, 2010; Lenard and Shimshak, 2009; Sherman and Zhu, 2006; Shimshak 

and Lenard, 2007).          

Inman et al. (2011) tested the relationship between operational performance and 

market performance in production and manufacturing sectors. Operational performance was 

measured under cost management and quality asset management performance metrics. The 

results indicated that a positive relationship exists between operational performance and 
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market performance. Additionally, this market performance mediates the operational 

performance and financial performance of a firm. Furthermore, several studies define 

operational performance into four areas – delivery, production cost, product quality, and 

production flexibility, thereby revealing the firms’ capabilities to respond to competition in 

manufacturing supply chain integration research (Schmenner and Swink, 1998; Wong and 

Boon-itt, 2008; Wong, Boon-itt, and Wong, 2011). Regarding healthcare performance, 

delivery can be treated as the waiting time before and after seeing the doctors. Production 

costs can refer to total costs to deliver the care, whereas product quality can imply the 

quality of healthcare. Eventually, production flexibility can represent different types of 

treatments. The healthcare expenditures have continued to rise; therefore, measuring the 

operational efficiencies of health services production could assist in allocating these 

resources better in order to contain rising costs. Many researchers have identified that 

operational processes or operational measurement can determine an aggregate performance 

outcome. However, achieving higher quality care may result in increased operational costs 

(Davis, 1991). Some studies have implemented nursing home expenditures as a measure of 

operational costs to assess the facility in delivery of high performance services (Harkey and 

Vraciu; 1992) but other findings have shown that facilities which provide a high quality of 

care usually generate less waste and fewer errors in measures positively related to 

efficiency care (Harkey and Vraciu; 1992; Fleming, 1991). When firms practice an effective 

total quality management environment, they achieve a higher output performance which is 

mediated through operating efficiency (Kaynak, 2003).  

According to Tucker (2004), approximately 9% of nurses’ time (on average) was 

wasted on operational inefficiency to resolve failures in daily work routines, such as 
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shortage of medications, equipment problems, deviation from expected process. Such 

operational inefficiencies interrupt nurses’ concentration and further delay patient care and 

waste facility resources. Additionally, Open Access is defined as patients’ desire and ability 

to be seen by their provider of choice. This component is related to service operational 

efficiency and patient satisfaction. Typically, hospitals achieve the quantity of output in 

outpatient volumes by decreasing doctor face time with implementation of Open Access to 

improve the operational efficiency and further reduce the costs (Aday and Andersen, 1974; 

Parente et al., 2005).  

2.4.3 Financial Performance 

Many healthcare providers are implementing strategic planning. Both for-profit and 

nonprofit healthcare providers are applying strategic planning to enhance efficiency and 

also treat the organizational units as “cost” or “profit centers.” A change in the language is 

used to describe healthcare from the “medical care system” to “healthcare industry; from 

“patients” to “consumers”; from “physicians” and “nurses” to “providers.” In recent efforts, 

the government agencies are rewarding hospital providers for controlling the costs of 

medical care, such as prospective payment systems by reducing length of stay. However, 

this situation is not adequate to provide more efficient and cost-effective service in the long 

run (Scott, 1993). Due to the challenges of changing government policies on reimbursement 

rates and procedures, nursing homes have been facing reduced revenues. Additionally, the 

revenue decline is also related to the increased costs of nurse-staffing required for caring for 

greater disabilities and post-acute residents. Therefore, many nursing homes have declared 

bankruptcy or agreed to buyouts by chain companies in recent years.  
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Two major factors determine the financial performance of nursing homes: (1) the 

ability to generate revenues and (2) the ability to control costs. The major funding sources 

for skilled nursing facility revenues are from Medicaid/Medicare reimbursement and 

private-pay residents. In order to respond to declining revenues, many nursing facilities 

have moved to refocus on better quality of care and extra services to attract more private-

pay residents. The reasons for attracting more private-pay residents are that private-pay 

resident reimbursement is much higher than the Medicaid, Medicare, and long-term care 

insurance reimbursement from the same services, leading to an increase of the financial 

performance of the facility (Weech-Moaldonado, Neff, and Mor, 2003). Some studies have 

treated nursing home expenditures as a measure of quality care. The results indicate that a 

positive relationship exists between quality of care and efficiency of care because when the 

facilities provide high-quality care, less waste is produced and fewer mistakes will occur. 

This will lead to improved staff productivity, decreased costs, and eventually financial 

performance will improve (Weech-Moaldonado, Neff, and Mor, 2003; Harkey and Vraciu; 

1992; Fleming, 1991). Furthermore, when healthcare providers achieve flexibility in their 

organizational structure and resource allocations, the facilities can adjust to unpredictable 

requirements and similar uncertainties while still achieving enhanced financial performance 

(Ginn and Lee, 2006).  
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CHAPTER 3 

MODEL AND CONSTRUCT DEVELOPMENT 

3.1 Model Development 

Meyer and Collier (2001) were the first researchers to empirically test the causal 

relationships in the Malcolm Baldrige National Quality Award (MBNQA) Health Care 

Criteria for all seven categories in hospital settings. A comprehensive “measurement 

model” with 28 dimensions was developed and tested. The results proved to be valid and 

reliable for Baldrige’s seven categories: (1) Leadership, (2) Strategic Planning, (3) Patient 

Focus, (4) Knowledge Dissemination, (5) Staff Focus, (6) Process Management, and (7) 

Results. Chesteen et al. (2005) studied the process quality and outcome quality of non-profit 

and for-profit nursing homes by applying Arrow (1963)’s economic approach for medical 

care and the Baldrige Health Care Criteria framework for process quality. The for-profit 

healthcare facilities must balance the conflict between providing profits to their 

stakeholders and health welfare to patients. Meanwhile, Chesteen et al. further stated that 

non-profit or for-profit status and outcome quality are related to process quality and input 

quality. The research found that process quality produces higher scores at non-profit 

nursing homes than for-profit. Additionally, the process quality is associated with outcome 

quality. Figure 3.1 Chesteen et al. 2005 Nursing Home Model provided the ideas of partial 

process quality and outcome performance constructs for this present research. Meyer and 

Collier (2001) and Chesteen et al. (2005) both applied Malcolm Baldrige National Quality 

Award (MBNQA) Health Care Criteria for their studies. Nevertheless, Meyer and Collier’s 
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(2001) research is conducted at the firm-level or facility-level in the hospital setting by 

surveying hospital’s administrators. Chesteen et al’s study focuses on the individual-level 

by surveying nursing facilities’ certified nurse assistants (CNAs) in nursing home settings. 

Meyer and Collier’s (2001) model is essentially verifying the Baldrige seven categories 

Health Care Criteria. However, the model of Chesteen et al. (2005) tests the process quality 

and outcome quality in non-profit and for-profit setting.  

 

 

 

 

 

 

 

 

Figure 3.1 Chesteen et al. 2005 Nursing Home Model 
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reviewed the dynamic capability literature in conceptual and empirical studies and 

identified three mechanisms factors: Adaptive, Absorptive, and Innovative capabilities 

which represent the common elements of dynamic capabilities across firms. Moreover, the 

majority of skilled nursing facilities are subject to Medicare and Medicaid funding. 

Fulfilling government regulations is essential for the facilities to receive the 

reimbursements from both states and federal sources. Thus, DiMaggio and Powell (1983) 

point out that the organizations primarily focused on meeting the legitimacy requirements 

from restrictive processes which become more homogeneous and force the firms’ strategies 

to assimilate. This isomorphism will be advanced under high degrees of structure and 

interconnection, and they have identified three categories of isomorphism: Coercive, 

Mimetic, and Normative.  

This research involves integrating Wang and Ahmed’s (2007) three elements of 

dynamic capabilities: Adaptive, Absorptive, Innovative Capabilities as the firms’ strategic 

processes to determine whether the strategic decisions affect the process quality which is 

partially applied from Meyer and Collier’s (2001) Malcolm Baldrige Health Care Criteria 

framework. Additionally, dynamic capabilities can also influence outcome performance. 

Chesteen et al. (2005) employed outcome performance in quality deficiency scores. The 

research for this present study examines the broader areas under quality, operational 

efficiency, and financial returns for which the data are provided by the Center of Medicare 

and Medicaid Services (CMS). DiMaggio and Powell’s (1983) institutional isomorphism is 

also utilized in this research model to examine the influence of the government involvement 

on organizational strategic processes and the performance on both process quality and 

outcome performance. Please see Figure 3.2 Overall Model for Performance and Figure 3.3 



 

 35 

Partial Hypotheses Model for Performance, which provides a detailed linkage for the 

following sections’ hypotheses.   

 

 

 

 

 

 

 

 

 

Figure 3.2 Overall Model for Performance 

 

 

 

 

 

 

 

 

 

 

Figure 3.3 Partial Hypotheses Model for Performance 
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 Patient Health  

 Operational Efficiency 

 Financial Returns 

Institutional Theory 

 Coercive 

 Mimetic 

 Normative 

Institutional Theory 

 Coercive 

 Mimetic 

 Normative 



 

 36 

Table 3.1 Constructs provides the constructs applied for this study and brief 

references for Dynamic Capability, Institutional Theory, Process Quality, and Outcome 

Performance. Each construct includes the subsection categories for the main theory. 

Especially, each sub-category of the construct: dynamic capabilities, institutional theory, 

and process quality draws on the previous study’s questionnaire which is provided and 

stated in the next section along with the hypotheses. As for the Outcome Performance, the 

data was obtained from two databases of the Center for Medicare and Medicaid Services: 

Nursing Home Compare and Healthcare Cost Report Information System (HCRIS). This 

present study further hypothesizes and tests the non-profit and for-profit status of the 

nursing facilities to observe whether a specific facility’s characteristics relate to decision 

making and its performance.  

Table 3.1 Constructs 

 

Construct Study Measures References 

Dynamic Capability 

 Adaptive Capability  

 Absorptive Capability 

 Innovative Capability 

Teece & Pisano, 1994; 

Eisenhardt & Martin, 2000; 

Wang and Ahmed, 2007 

Institutional Theory 

 Coercive Isomorphism  

 Mimetic Isomorphism  

 Normative Isomorphism 

DiMaggio & Powell, 1983; 

Oliver, 1997 

Process Quality 

 Leadership  

 Workforce Focus 

 Customer Focus 

 Measurement, Analysis and 

knowledge Management 

Malcolm Baldrige National 

Quality Program’s Health 

Care Criteria for Performance 

Excellence; Meyer & Collier, 

2001; Chesteen et al., 2005  

Outcome Performance 

 Quality Ratings 

 Patient Health 

 Operational Efficiency 

 Financial Returns 

Centers of Medicare & 

Medicaid Services; Nursing 

Home Compare Database 
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3.2 Research Hypotheses  

3.2.1 Adaptive Capability and Performance 

The key element of dynamic capabilities is adaptive capability, which is viewed as 

an effective adaptation to a changing environment. Adaptive capability can be defined as a 

firm’s capability to identify and benefit from emerging market opportunities (Chakravarthy, 

1982); furthermore, adaptive capability can be described as firms’ strategic flexibility to 

adapt, align and shift available resources through continuing changes in products and 

services to respond to external opportunities (Gibson and Birkinshaw, 2004; Wang and 

Ahmed, 2007; Zhou and Li, 2010). In the adaptive model, members in the organization are 

directed by the top management’s plans to react to environmental uncertainty in small and 

incremental steps. Similarly, Bourgeois (1980, p. 30) defined adaptive capability as “the 

cushion of actual or potential resources which allows an organization to adapt successfully 

to internal pressures to adjustment or to external pressures for change in policy.” Many 

public sectors have increasingly pursued the strategic management literature on resource 

creation, development, and improvement. The public sector decision-makers depend on 

either resources drawn from external policy funding sources or incremental improvement of 

developing internal processes.  

An ability to predict, perceive, and reproduce processes that replicate previous 

successes is the essential action for adaptive theory. However, when the competition grows 

and intensifies, the resources will become insufficient (Castrogiovanni, 1991; Dess and 

Bear, 1984), thereby affecting the firm’s profitability and decreasing the organizational 

slack (Child, 1972). Bourgeois (1980, 1985) and Child (1972) identified that decision-

makers are often able to influence the environment and apply slack resources to obtain 
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better performance. With regard to skilled nursing facility industry, SNFs typically receive 

more than sixty percent of funding from State/Federal reimbursement with Medicaid 

residents (Cheek et al., 2012). In order to qualify for this funding, these firms are required 

to meet numerous quality indicators issued by the government. Furthermore, the rest of 

financial support is from Medicare and private payers. Due to the occupancy rates for 

nursing care being only around 88%, many nursing homes have sufficient supply, as in a 

reserve of empty beds to be filled. Many states are encouraging the Medicaid patients to 

receive care from different service delivery systems, such as home- and community-based 

services, adult day care facilities, or residential care facilities rather than a skilled nursing 

facility (Cheek et al., 2012). This increases the competition among SNFs, while also 

affecting profitability thereby leading to a decrease in the firm’s slack.  

Due to such dependence on external funding, the uncertainty of the future 

environment causes industry leaders to apply various strategies to pursue any available 

opportunities under adaptive processes (March, 2006). Market adaptive capability (McKee 

et al., 1989; Oktemgil and Greenley, 1997) is a useful organizational complement to 

environmental dynamism. The ability to build the market-adaptive capability is achieved by 

continuing scanning and monitoring the market and implementing appropriate action to 

adapt to environmental changes. Moreover, a firm’s strategic path directs adaptive 

capability from market-based and technology-based in leading business logics; therefore, 

firms with slack or surplus resources can successfully achieve adaptation under internal and 

external pressures (Gatignon and Xuereb, 1997).   

If firms are in more turbulent environments and can operate with high adaptive 

capability, they will obtain greater market growth than firms with lower adaptability. Thus, 
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Bourgeois (1980) stated that organizational performance and adaptive capability have a 

positive relationship. Many studies have identified that high adapters can cope with 

dynamism and complexity from the external environment pressures (Chakravarthy, 1982). 

When firms can respond actively to changing competitive conditions and maintain a 

sustainable advantage of flexible resource allocations, healthcare providers will eventually 

enhance their long-term internal process (Ginn and Lee, 2006). Powell (1995) stated that in 

order for the firms to implement total quality management to produce consistent 

performance, a steady adaptation to firms’ resources and their capabilities are essential. 

Human capital as an internal resource is an element of process quality characteristics under 

MBNQA criteria. When firms increase the level of adaptive capability, such actions will 

assist in better alignment with their internal human resources (Wang and Wang, 2008). 

Furthermore, the adaptive capability is also affected by different internal response 

functions. When a firm understands its market objective and requirements, a higher 

adaptive capability can achieve a greater effectiveness than lower adapters which thereby 

leads the firm to internally coordinate its attention to customers and competitors (Kohli and 

Jaworski, 1990; Oktemgil and Greenley, 1997). This study reflects these findings in 

hypothesizing a positive relationship between adaptive capability and firm processes. 

 

H1a: There is a positive relationship between a firm’s adaptive capability and its process 

quality. 

 

Pablo et al., (2007) studied a public sector healthcare firm’s adaptive capability 

approach to improve performance due to its reducing external financial funding. When 

government policies, regulations, and social demands are uncertain, adapting and 

implementing new strategies become increasingly difficult and costly (He, Tian, and Chen, 
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2007). Many empirical studies implement a combination of adaptive capabilities and 

operationalize adaptive capability variables to determine that the firms with high adaptive 

capability will have higher performance (Oktemgil and Greenley, 1997; He, Tian, and 

Chen, 2007, Wang and Wang, 2008). Zhou and Li (2010) applied Chakravarthy’s (1982) 

conceptual model and developed measurements for adaptive capability. The authors stated 

that a key characteristic of adaptive capability is evident when a firm takes appropriate 

actions to respond to market shifts. Thus, when an industry is changing, firms can sustain 

their competitive advantages by adapting their existing capabilities; moreover, their study 

verified the measurement from the adaptive capability and tested performance implications. 

If firms are in more turbulent environments and can operate with high adaptive capability, 

they will obtain greater market growth than firms with lower adaptability. The results 

indicated that an adaptive capability has a direct positive relationship on firm performance 

such as ROI, profit level, and market share compared to their major competitors, leading to 

following hypothesis:   

 

H1b: There is a positive relationship between a firm’s adaptive capability and its 

performance. 

 

March (2006) indicated that a series of successful outcomes based on a certain 

process or procedure will become favorable and are reproduced in other scenarios. 

Therefore, this adaptation is the model to be applied at the individual or firm level. 

Adaptive capability is related to the firms’ ability to capture the uncertainty of the 

environment that might be changing. Milliken (1987) studied the types of uncertainty which 

includes the top-level managers experience uncertainty about the state of the environment to 

be unpredictable. This uncertainty can be portraying by the government or shareholders in 
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that the managers might be uncertain about the likelihood or nature of general changes in 

the relevant environment. The healthcare industry has somewhat increased similarities 

among sectors which are influenced by the federal government in financing and governance 

in the industry (Scott, 1993). Especially, nursing homes are subject to state regulations in 

the form of quality surveys that monitor the staffing quality, as well as controlling the 

number of beds. Results of these state-run surveys determine how Medicaid funds are 

disbursed. Furthermore, many nursing homes are also subject to Medicare reimbursement; 

therefore, authorities at the federal level have an interest in the recognition of the best 

performing states and thereby encourage other states to emulate the best practices (Lenard 

and Shimshak, 2009). Moreover, Scott (1987) states that organizations which receive 

funding or reimbursement from agencies are often compliant under certain procedural and 

performance requirements. Thus, market characteristics, including reimbursement and 

regulatory environment, influence nursing home performance with regard to resident care 

outcomes. Both market and organizational characteristics should account for the 

interrelationships between structure and outcomes. Therefore, the changing environment of 

the nursing home industry in recent years must be considered when comparing the 

structure-outcome relationship (Porell and Caro, 1998; Zinn and Mor, 1998). Zinn, Weech, 

and Brannon (1998) indicate that managers’ adopting Quality Improvement in response to 

the environment pressures is associated with institutional norms.  

H1c: The relationship between a firm’s adaptive capability and process quality is moderated 

by Institutional isomorphism. 

H1d: The relationship between a firm’s adaptive capability and outcome performance is 

moderated by Institutional isomorphism. 
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Please see Figure 3.3 Partial Hypotheses Model for Performance and Figure3.4 Adaptive 

Moderation Model for Performance. 

 

 

 

 

 

 

 

 

 

Figure 3.4 Adaptive Moderation Model for Performance 

 

For the adaptive capability survey items, we will apply He et al’s (2007) research 

model which was derived from Oktemgil & Greenley (1996) studies while including 

additional items from Oktemgil & Greenley (1996). Please see the Table 3.2 Adaptive 

Capability Item Measures. The results of their items demonstrate the significant relationship 

between adaptive capabilities and corporate economic performance. Moreover, the 

questionnaire for this present study includes pertinent questions that relate to health care, 

such as trends and changes in market demand and competition. Institutional theory’s three 

subcategories: Coercive, Mimetic, and Normative measurement items are indicated in 

section 3.4 Table 3.5 Institutional Isomorphism Item Measures. 
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Table 3.2 Adaptive Capability Item Measures 

 

Item measures Sources 

 Our firm can predict the changing trend of market demand 

 Our firm can adapt to the change of market demand 

 Our firm can predict the change of competitors’ actions 

 Our firm can adapt to the change of competitors’ actions 

 Our firm can predict the change trend of public policy 

 Our firm can meet the social expectation quickly 

He et al. 2007; 

Oktemgil & 

Greenley, 1997 

 

3.2.2 Absorptive Capability and Performance 

 Higher absorptive capability occurs when the firms can demonstrate the ability to 

create new knowledge through acquiring, accumulating, or sharing resources. Also, the 

continuing development within the firms and absorb knowledge from outside successful 

counterparts is a necessary condition. This absorptive capability can assist the firms to learn 

and transfer knowledge from outside (Chen, 2004). Thus, firms with high levels of 

absorptive capability are expected to identify the opportunity to gain from external 

knowledge while developing basic competencies and managing the process to achieve 

better operational outcomes with their collaboration partners. Firms with high levels of 

absorptive capabilities are more likely to learn from experience how to solve conflicts in 

order to improve processes for monitoring progress and make adjustments for greater 

operational outcomes (Zacharia et al., 2011). This knowledge learning mechanism can be 

resolved by vertical flows through an effective IT infrastructure. Sher and Lee (2004) 

research how organizations absorb the knowledge from IT infrastructure to enhance the 

dynamic capability.  

Many studies have shown that Information Systems (IS) investments have 

significantly improved the productivity and quality (Brynjolfsson, 1993; Hitt, and 
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Brynjolfsson, 1996; Mukhopadhyay, Rajiv, and Srinivasan, 1997). Moreover, several 

studies have examined the case for Information Technology and quality. In fact, the major 

effect of health information technology on the quality of care has been seen in increasing 

adherence to guidelines or protocol-based care (Chaudhry et al., 2006). Specifically, the 

nursing home industry reports Medicare and Medicaid financial information and quality 

indicators through a systematic computer program to speed up the reimbursement 

processes. Earlier, Dess and Beard (1984) and Hart (1992) found that knowledge is a 

critical organizational resource and can be developed through internal mechanisms or 

acquired from external partners in order to reduce risks. This risk is viewed by 

predictability of changing environment. When environmental changes are more predictable, 

firms might devote resources to technology internally. Devaraj and Kohli (2000) indicate 

that investing in technology for business process reengineering supports hospital long-term 

performance. Such reengineering efforts may relate to all aspects of the organization, such 

as human resources and patient quality improvements.  Leung (2012) further stated that due 

to the constantly changing environments in health care industry, the firm can improve its 

efficiency and quality by enhancing its capabilities and resource through implementing 

health information technology. Furthermore, Chaudhry et al., (2006) confirm that higher 

investment in technology compared to similar location and size of other competitors will 

improve the facilities’ performance (Goldstein et al., 2002; Morrisey, 1994; Prince, 1994). 

Thus, knowledge learning is a form of absorptive capability, and this learning mechanism 

can improve the health care business process. 

H2a: There is a positive relationship between a firm’s absorptive capability and its process 

quality. 
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 Additionally, Powell (1995) provides adapting new total quality management 

approach between performance and relationship with customers and supplier using Baldrige 

National Quality standards. Choi, Dooly, and Rungtusanatham (2001) research that under 

dynamic environment the supply network can be relieved through requirement constant 

adjustments. Furthermore, the relationship with its medicine supply network is also a 

method to cope the uncertain of the costs. In the United States, more than 80 percent of the 

nursing home medications are supplied by “institutional” pharmacies. However, 

independent community pharmacies or retail pharmacy chains are still attempting to 

compete for market share (Mendelson, Abramson, and Tumlinson, 2002). Wong and Boon-

itt (2008) state that effective supplier integration is achieved when both organization and its 

suppliers can access the accurate and real-time information, confirming many studies’ 

findings on the benefits from reduction of ordering costs and inventory levels. Moreover, 

Wong, Boon-itt, and Wong (2011) state that growing evidence indicates that supply chain 

integration (SCI) has a positive correlation on operational outcome performance in quality, 

delivery, flexibility, and costs.  Thus, the hypothesis for this study follows: 

H2b: There is a positive relationship between a firm’s absorptive capability and its 

performance. 

Kogut and Zander (1992) identify what firms must do to understand knowledge 

embedded and incorporated within organizations. By following their recommendations, 

firms enhance their imitation ability to replicate the growth of new technological 

knowledge. Furthermore, firms can learn new skills in a dynamic perspective by 

reorganizing their current capabilities through creating and fostering social relationships 

among other firms. Absorptive capability maintains that learning perspective can be 
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improved by assimilation if organizations have previous knowledge that assist in the 

assimilation of external information as applied to organizational objectives (Cohen and 

Levinthal, 1990). Typically, knowledge learning capability involves top management’s 

ability to facilitate an iterative learning mechanism that achieves strategic outcomes among 

employees, customers, and suppliers. Malcolm Baldrige National Quality Award in the 

United States is granted based on a company’s ability to demonstrate its learning capability 

to establish a transactive relationship among its stakeholders. Since the healthcare sector is 

affected by many external stakeholders, the strategy process is generally associated with 

critical social acceptance and legitimacy.  Liang et al. (2007) developed and tested the 

absorptive IT usage and institutional theory to ascertain how top management lead to the 

impact of external pressure on the degree of IT usage. The results suggest coercive and 

mimetic pressures indeed affect top management participation in IT usage. Also, normative 

isomorphism directly involves IT usage. Some research studies have investigated how 

firm’s motivation to implement the Internet-enabled Supply Chain Management systems 

under the institutional pressures. The results indicate that when organizations are more 

flexible to implement technology; they are less affected by coercive pressures. However, if 

the organizations are highly associated with regulations and control, the coercive 

isomorphism will have a stronger impact which will also be more likely to be influenced by 

normative pressures (Khalifa and Davison, 2006; Liu et al., 2010). Zsidisin, Melnyk, and 

Ragatz (2005) investigated the relationship between supply chain improvement initiatives 

among total quality management and normative institutions in professional associations. It 

was revealed that both normative and mimicking behaviors influence supply chain 

involvement in authorization and acquisition. Ruef and Scott (1998) indicate that firms 
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operate under a specialist niche may be difficult to conform to standard managerial 

procedure. Especially, total quality management standards are often correspondingly 

applied to hospitals; therefore, this practice is already imitated by other facilities. Hence, 

Wong and Boon-itt (2008) maintain that the companies are less motivated to invest on 

integration with suppliers when both the levels of institutional norms and technology 

uncertainty are low. The authors further indicated that companies must conform to internal 

and external power or policies, so supply chain integration will be affected to some degree 

by institutional norms. Please refer to Figure 3.5 Absorptive Moderation Model for 

Performance. Thus, institutional theory will positively moderate the relationship between IT 

usage (a form of absorptive capability) and both process and performance.  

H2c: Institutional isomorphism will positively moderate the relationship between a firm’s 

absorptive capability and its process quality. 

H2d: Institutional isomorphism will positively moderate the relationship between a firm’s 

absorptive capability and its performance. 

 

 

 

 

 

 

 

 

Figure 3.5 Absorptive Moderation Model for Performance 
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Please see Table 3.3 Absorptive Capability Item Measures for survey items 

involving absorptive capability. Chen (2004) provided the definition for absorptive 

capability as the ability to incorporate and reproduce new knowledge obtained from 

external sources. This knowledge learning is achieved from effective information 

technology; Sher and Lee (2004) studied the dynamics, IT, and knowledge management. 

Their constructs for absorptive capability will be adopted for this present study. 

Furthermore, improvements in the supply network can assist to relieve the dynamic 

environment due to uncertainty in nursing facilities’ pharmaceutical suppliers. Therefore, 

supply chain joint knowledge creation is added under absorptive capability, as validated by 

Cao & Zhang (2011).  

Table 3.3 Absorptive Capability Item Measures 

 

Item measures Sources 

 IT facilitates acquisition of supply chain knowledge  

 IT facilitates acquisition of marketing knowledge 

 IT facilitates processing of supply chain knowledge 

 IT facilitates processing of marketing knowledge 

Sher and Lee, 

2004 

 Our firm and supply chain partners (pharmacies) jointly search and 

acquire new and relevant knowledge 

 Our firm and supply chain partners (pharmacies) jointly assimilate 

and apply relevant knowledge 

 Our firm and supply chain partners (pharmacies) jointly identify 

customer needs 

 Our firm and supply chain partners jointly (pharmacies) discover 

new or emerging services 

 Our firm and supply chain partners (pharmacies) influence each 

other’s decisions through discussion rather than requests 

Cao & Zhang, 

2011 
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3.2.3 Innovative Capability and Performance 

 Eisenhardt and Martin (2000) found that moderately dynamic markets assimilate 

under the traditional routines which rely on existing knowledge and become easily 

sustained. Damanpour and Gopalakrishnan (1998) discuss environmental changes that 

affect the firm’s innovation capability. Their analysis considered different levels of 

environmental conditions, including stable or unstable, as well as predictable or 

unpredictable. For example, hospitals or universities in the 1970s were viewed as a 

predictable environment which allowed the innovation processes to work in an orderly and 

structured way. When the environment is a stable condition, innovations are gradually 

implemented from the existing outcomes and processes that reinforce the firm’s existing 

capabilities without drifting from its present knowledge base. With clear and structured 

rules and procedures, the organizations can govern managers and members’ behavior. 

Lumpkin and Dess (1996) stated that innovative is a tendency to carry out new ideas in 

creative processes, thereby revealing how firms operate rather than what they do. Capon et 

al. (1992) applied two channels of formal and informal organizational behavioral for 

motivating employees’ innovative behaviors. Firms formally implement incentive systems 

to encourage employees to take risks or informally provide an unwritten set of 

arrangements and open atmosphere with a noncoercive management style to encourage 

workers’ contribution of innovative behaviors. Wang and Ahmed (2004) identified 

innovative capability through behavioral innovativeness from individual, teams, and 

management levels. Measuring behavioral innovativeness is a continuing process from 

examining characteristics and commitments of certain groups in the organization. New 

product development, marketing, production, and logistics with extensive collaboration 
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within a focal firm and its suppliers typically provide major contributions to improve 

operational performance (Wong, Boon-itt, and Wong, 2011). When firms encourage their 

employees to have innovative behaviors (a form of innovative capability), these 

organizations are seen as operating in a positive process environment, leading to the 

following hypothesis: 

H3a: There is a positive relationship between a firm’s innovative capability and its process 

quality. 

Many empirical studies of new product or service development verified that 

innovative capability is one of the important determinants for a company to increase a 

competitive edge in order to reach higher performance (Cooper and Kleinschmidt, 1987; Li 

and Calantone, 1998). As a method of sustaining superior long-term performance, Teece 

(2007) provided that invention, innovation, and manufacturing capability can augment 

enterprise performance and accomplish a higher profit tendency. Hence, behavioral 

innovativeness is a major factor that features innovative outcomes (Scott and Bruce, 1994). 

The outcomes of learning mechanism relate to organizational routines, experience and 

knowledge accumulation (Zollo and Winter, 2002). Under organizational processes, both 

staff and line activities are toward the operational function of the firm and dedicated to the 

modification of operating routines. Therefore, healthcare management teams often devote 

significant efforts and time to enable the dynamic capabilities to improve the patient 

outcomes and performance (Pablo et al., 2007). Rainey (1999) provides a survey of several 

studies and compares innovative and behaviors among employees under public and private 

sectors, concluding that private firms have greater administrative arrangements and higher 
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levels of innovation than public firms. Thus, a positive relationship exists between 

innovative behavior and operations performance.  

H3b: There is a positive relationship between a firm’s innovative capability and its 

performance. 

Liang et al. (2007) stated that institutional theory should be considered in external 

social, technical and political environments to influence innovation behaviors. Institutional 

theory determines that structural and behavioral are driven more by the requirements for 

organizational legitimacy but less by the desire for efficiency. Innovation behavior views 

top management as responsible for changing the norms and culture enabling the members to 

adapt to the new innovative technology and guiding individual behavior (Khalifa and 

Davison, 2006). Swanson and Ramiller (2004) imply that firms may observe and replicate 

successful competitors regarding an innovation’s return. Thus, firms tend to develop 

certainty about an innovative behavior as a way of responding to uncertainty within the 

environment and subsequently transform policy into actions. Liu et al. (2010) explore the 

relationship between organizational behavior and the institutional factors which influence 

supply chain management to practice the innovative adoption process. The findings 

revealed that mimetic pressures are not related to organizational innovative behavior. When 

the innovations are highly complex to understand and implement, it might be difficult to 

duplicate from the competitors. However, coercive and normative pressures are 

significantly associated with innovation intention.  

Normative isomorphism is defined as the professional/social networks ties among 

the related field. As DiMaggio and Powell (1983) have noted, this type of normative 

pressure is especially likely to be found in professional sectors and organizations. Thus, 



 

 52 

voluntary hospitals in the U.S. are not required as a condition of their operation to receive 

accreditation from the Joint Commission on Accreditation of Hospitals, but most find it in 

their own interests to establish such legitimacy. The professions are expected to depend on 

primarily normative influences and to attempt to create cultural forms having their own 

goals and values (Scott, 1987). The innovative movement is a process involving some 

degree of social institutionalization concerning the value of the innovation among 

organizational stakeholders. Thus, the decision of investing in a new technology may be a 

normative acceptance to react to an economic event (Dansky and Gamm, 2004). Modern 

health care relies on a scientific base which evolves over time to respond to procedural 

correctness and then to accumulate experience and knowledge. In many research and 

teaching hospitals, previous knowledge learning leads to research in testing new therapies 

and in improving in established procedures (Scott, 1993). Therefore, when the institutional 

norm is high, innovative behavior which leads to higher process practices and performance 

is encouraged.  

H3c: Institutional isomorphism will positively moderate the relationship between a firm’s 

innovative capability and its process quality. 

H3d: Institutional isomorphism will positively moderate the relationship between a firm’s 

innovative capability and its performance. 

Please see Table 3.4 Innovative Capability Item Measures for survey items utilized 

for innovative capability. Wang and Ahmed (2007) found that organizational innovative 

capability can be effectively measured through strategic, behavioral or process 

innovativeness from individual, teams, and management levels. Wang and Ahmed (2004) 

focus on behavioral process and strategic marketing innovations in their study, whereas 
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Capon et al. (1992) analyzed the ways in which formal and informal organizational 

environment behaviors can encourage and affect innovation. Calantone et al. (2002) and 

Liao et al. (2009) linked firm innovation to better firm performance. This present study will 

apply Wang and Ahmed (2004), Capon et al. (1992), Calantone et al. (2002), and Liao et al. 

(2009) for the innovative capability constructs. 

 

Table 3.4 Innovative Capability Item Measures 

 

Item measures Sources 

 In our company, we tolerate individuals who do things in a different 

way 

 We are willing to try new ways of doing things and seek unusual, 

novel solutions 

 We encourage people to think and behave in original and novel ways 

Capon et al., 

1992; 

Calantone et 

al., 2002; Liao 

et al., 2009  

 

Please see Table 3.5 Institutional Isomorphism Item Measures for items applied for 

institutional theory. Institutional theory identified coercive, mimetic, and normative 

isomorphism. In order to operationalize the constructs, Khalifa and Davison (2006), Liang 

et al. (2007), and Liu et al. (2010)’s study will be used. These above studies emphasize the 

pressure for adoption the ERP, eSCM or internet banking. This present research study is 

focused on the pressure that nursing facilities face through the government regulations due 

to reimbursement of Medicare and Medicaid requirements. Therefore, the above studies’ 

questionnaires will be modified for the research model of this present study. Also, several 

new questions will be included to enhance the construct through Zsidisin’s (2005) study. 
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Table 3.5 Institutional Isomorphism Item Measures 

 

 Item measures Sources 

Coercive 

Isomorphism 

 Our main suppliers that matter to us believe that we 

should follow government regulations 

 The industry association requires our facility to 

follow government regulations 

 Our insurance company requires our facility to 

follow government regulations 

Khalifa & 

Davison, 2006; 

Liang et al., 

2007; Liu et al., 

2010; Zsidisin 

et al., 2005 

Mimetic 

Isomorphism 

Our main competitors who have adopted government 

policies 

 are more competitive 

 are favorably perceived by others in the same 

industry  

 are favorable perceived by their customers 

  are favorable perceived by their suppliers                                

Khalifa & 

Davison, 2006; 

Liang et al., 

2007; Liu et al., 

2010 

Normative 

Isomorphism 

 Our facility provides continuing trainings for our 

employees  

 Our facility believe in quality of the health care 

Zsidisin et al., 

2005 

 

3.2.4 Process Quality and Outcome Performance 

In Powell’s (1995) study, it was determined that the firms adopted total quality 

performance using Baldrige standard usually can outperform competitors. A 5-year 

empirical study from 1986 to 1990 for individual nursing home compared expected 

(predicted) and actual outcomes at the facility-level. However, the study revealed only low 

correlations among the facility’s expected and actual outcomes (Porell and Caro, 1998). 

However, they further found a well-established coexisting relationship between facility 

outcome performance measures (such as survival rate) and quality assurance (such as 

restrain use). Moreover, Zinn and Mor (1998) stated that quality measures are 

interdependent and should be linked in an underlying framework. Therefore, a well-defined 

process should promote an exceptional outcome. The Centers of Medicare and Medicaid 
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Services provide outcome performance indicators for each skilled nursing facility. Some of 

the outcome indicators include “percent of high risk residents with pressure ulcers,” 

“percent of residents with moderate to severe pain,” or “percent of residents with a urinary 

tract infection.” Berlowitz et al., (2003) assessed the quality of care of patients with 

pressure ulcers as an indicator that high rates of pressure sores development may be 

associated with lower performance. Many studies have noted that nursing homes which 

produce better process and outcomes of care also have lower patient care costs, indicating 

better financial performance (Weech-Moaldonado, Neff, and Mor, 2003; Harkey and 

Vraciu; 1992; Fleming, 1991). Please see Figure 3.3 Partial Hypotheses Model for 

Performance. 

H4: A positive relationship exists between process quality and outcome performance. 

 

The power of physicians depends on their expertise as supported and defined by 

collegial, normative controls in previous decades (Scott, 1993). Currently, a professional’s 

ability is defined by the aptitude to successfully combine political power with intellectual 

power. Therefore, the institutional environments specify the collective members such as 

voluntary hospitals, Healthcare Maintenance Organizations (HMOs), and nursing homes to 

be endowed with certain capacities and property rights to exist under legitimate regulations. 

In addition, public authorities have provided the majority of expansion in public funding for 

medical services, such as Medicare and Medicaid. This environment also attracts healthcare 

providers to increase investments in large-scale corporate enterprises. Although public 

funds pay a large share of the costs of hospitalization, it is noteworthy that the government 

has not increased its ownership of health care facilities. More and more hospitals are 
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operated under for-profit system; likewise, 80 percent of nursing homes are proprietary 

(Scott, 1993). Different types of ownership characteristics are operated as nursing home 

facilities: for-profit, non-profit, government, chain, hospital-based—each of which may 

reflect different objectives, resources, and management perspectives. Rogers et al., (2007) 

stated that a well-established program between customers and suppliers can improve its 

costs and quality. Chou (2002) implies that nonprofit facilities provide a higher level of 

quality than for-profit facilities. Most hospitals acquire medical technologies to maximize 

profit and improve clinical excellence. Research on non-profit hospitals has shown that 

these facilities are falling behind on equipment and technology investments and results 

provide that significant correlation exists between investments in medical technology and 

net patient revenue (Goldstein et al., 2002; Prince, 1994).  

Ruef and Scott (1998) studied hospital survival under changing institutional 

environments and noted that when the dominant organizational logic is to maximize returns 

to investors, the decision making for management under for-profits hospital will be high. 

DiMaggio and Powell (1983) pointed out that the image of society as tightly coupled 

institutions such as schools, hospitals and universities resemble for-profit firms. Konetzka 

et al., (2004) express under nursing facilities that non-profit facilities offer higher quality 

than for-profit facilities. However, they further state when non-profits are concerned with 

financial viability and staying in operation, they often behave similarly to “for-profit” 

facilities. Konetzka et al., (2004) specified that for-profit facilities reveal lower staffing 

levels than nonprofits. Some nursing home process quality studies (Eaton, 2000) have 

shown that a process variable would mediate and affect the quality care with nonprofit 

status. Zinn and Mor (1998) noted that for-profit firms are required to provide incentives to 
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their stakeholders; specifically, the firms have to reduce direct costs in order to maximize 

profits. However, the mortality rates are significantly higher in for-profit status. 

Nevertheless, some studies found no association between profit types and mortality or 

functional status outcomes (Porell et al., 1998).  

Anderson, et al., (2003) assessed the efficiency of nursing homes under chain 

affiliation as for-profit firms. When quality measurements are not included, chain affiliated 

firms and for-profit firms are more efficient compared to other independent and non-profit 

competitors. However, non-profit facilities scored higher on quality than for-profit firms. 

Moreover, when quality control variables are presented, the for-profit facilities offer greater 

efficiency of room utilization rates. Arrow (1963) provided a model for medical-care 

industry and hypothesized that when the quality of output is difficult to monitor, a for-profit 

healthcare provider faces the challenge of offer high quality care versus making profits for 

investors. Chesteen et al., (2005) stated that the choice of non-profit status eliminates such 

conflict and serves as a signal of high-quality service to consumers. Differences in 

ownership types in health care organizations will implicate different organizational 

decisions and performance. Investor-owned and non-profit hospitals are similar in services 

and quality care (Dansky and Gamm, 2004); however, for-profit facilities have lower rates 

of quality care, indicating that non-profit homes provide better staffed and higher quality 

care within the nursing home industry (Brannon et al., 1996). Please see Figure 3.6 Non-

Profit Status. 

H5: There is a positive relationship between non-profit skilled nursing facilities and process 

quality. 
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H6: There is a positive relationship between non-profit skilled nursing facilities and 

outcome performance. 

 

 

 

 

 

 

Figure 3.6 Performance of Non-Profit Facilities 

 

Please see Table 3.6 Process Quality Item Measures for items applied for process 

quality. The process quality is based on Malcolm Baldrige National Quality Program’s 

Health Care Criteria for Performance Excellence. Chesteen et al’s (2005) survey 

questionnaires were mainly focused on certified nurse assistants (CNAs) which are at the 

individual level. Therefore, this research uses five out of seven categories from Meyer and 

Collier’s (2001) study which employed the criteria – leadership, staff focus, patient focus, 

knowledge dissemination, and process management at the firm level.  

Please see Table 3.7 Outcome Performance Item Measures for items applied for 

outcome performance. The Centers for Medicare & Medicaid Services (CMS) provide two 

comprehensive databases: comparison for all the nursing facilities in US and Healthcare 

Cost Report Information system (HCRIS). Therefore, besides the above questionnaires we 

will not need to include other nursing facilities basic questions in the survey. HCRIS 

Non 

Profit 

H5 

H6 

Process 

Quality 

Outcome 

Performance 
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database provides operational efficiency and financial return information for outcome 

performance. 

Table 3.6 Process Quality Item Measures 

 

 Item measures Sources 

Leadership 

 Our senior executives are involved in quality 

activities  

 Our senior executives focus on improving patient 

care 

 Our employees can articulate the nursing home’s 

mission 

 We use performance feedback to improve our 

quality of care 

 We integrate public responsibility into 

performance improvement efforts 

Meyer & 

Collier, 2001 

Workforce 

Focus 

 We derive employee development objectives from 

strategic objectives  

 Employees are rewarded for learning new skills 

 Employees are trained with problem-solving skills 

 Our work environment supports the well-being and 

development of all employees 

 We use a variety of methods to measure employee 

satisfaction 

Customer 

Focus 

 Identify potential (currently unserved) market 

segments 

 Using multiple sources for patient feedback 

 Using patient feedback to plan future service 

delivery systems 

 Coordinating patient feedback across all 

departments 

Measurement, 

Analysis and 

Knowledge 

Management 

 Our information systems support front line 

employees  

 We use benchmarking information to identify areas 

that need improvement  

 Organizational planning is based on objective data 

which we have collected and analyzed 

 We use objective data to identify our competitive 

strengths 

 We use our data to identify trends that help us set 

priorities in how our resources are used 
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The nursing comparison database includes five datasets – About the Nursing Home, 

About the Nursing Home Inspection Results, About the Nursing Home Residents, About 

the Nursing Home Staff, and About the Nursing Home Ratings. However, About the 

Nursing Home Residents data is not sufficient. Therefore, only four out of five datasets of 

information will be used. The relevant categories are listed below on Table 3.7. 

Table 3.7 Outcome Performance Item Measures 

 

 Item measures Sources 

Quality Ratings 

 

 Health Inspections  

 Overall Rating 

Nursing Home 

Compare 

Database 
Patient Health 

 Percent of high-risk long-stay residents who have 

pressure sores 

 Percent of low-risk long-stay residents who have 

pressure sores  

 Percent of short-stay residents who have pressure 

sores 

Operational 

Efficiency 

 Total Salary  

 Total Operating expenses 
Healthcare 

Cost Report 

Information 

System 

(HCRIS 

Financial 

Returns 

 Patient Revenues – Total general inpatient care 

services  

 Operating Profit Margin 

 

 

3.3 Summary 

The conceptual model, along with the constructs that will be implemented to test the 

model and items for measuring the constructs, are presented in the above sections. Next, 

data sources and the collection process will be presented, whereas the procedures to validate 

the data will also be applied.
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CHAPTER 4 

METHODOLOGY 

4.1 Data Sources and Sample 

 The individual skilled nursing facilities are the unit of analysis. The data were 

collected from two archival datasets, along with a distribution of 1500 mail surveys for this 

research. The archival data were collected from Nursing Home Compare and Healthcare 

Cost Report Information System (HCRIS) which are available through the Center of 

Medicare and Medicaid Services. Nursing home process quality was measured using 

Nursing Home Compare Database. Outcome performance for operational and financial 

measurement was abstracted from HCRIS data. Furthermore, a set of questionnaires was 

distributed to each of the skilled nursing facilities in five states (Texas, New Mexico, 

Connecticut, South Carolina, and Kansas) in the US which are subject to Medicare and 

Medicaid reimbursement. The survey items focus on Dynamic Capabilities (Adaptive, 

Absorptive, and Innovative) and Process Quality to be applied for this research. 

4.2 Nursing Home Compare Database and Healthcare Cost Report Information System 

(HCRIS)   

 The Center for Medicare and Medicaid Services (CMS) gathers nursing home data 

through surveys or self-reporting systems, including performance under cost, utilization, 

case-mix severity and quality aspects. These survey data are normally compiled into 

summary reports which are prepared on a yearly basis for individual private nursing 

facilities, nursing home chains and state regulatory agencies (Lenard and Shimshak, 2009). 
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In order to effectively identify the “quality” in nursing homes, quality indicators are applied 

rather than quality measurements. Nursing Home Compare Database is comprised 

information on certified Medicare and Medicaid nursing homes. Nursing Home Compare 

Database compiles 181 quality indicators through the Center for Medicare and Medicaid 

Services (Castle and Ferguson, 2010). The Centers for Medicare & Medicaid Services 

(CMS) oversee the quality of nursing homes by providing a quality rating system which 

gives each nursing home a rating of between 1 and 5 stars. The database provides five areas 

of rating criteria: Five Star Quality Rating, detailed information on health inspections, 

nursing home staffing, quality measures, and fire safety inspections. The Five Star Quality 

Rating System indicates an overall idea of the differences between high and low-performing 

nursing homes. Next, health inspections involve 150 regulations which Congress has 

established to protect nursing home residents. The certified providers subject to Medicare 

and/or Medicaid are required to meet a wide range of regulations, such as protecting 

residents from mental or physical abuse and insufficient care to other areas involving the 

safe storage and preparation of food.  

Moreover, Federal laws on nursing home staffing require that at least one licensed 

Registered Nurse (RN) and also Licensed Practical Nurse/Licensed Vocational Nurse 

(LPN/LVN) be on duty 24 hours per day. Also, the Minimum Data Set (MDS) is a primary 

factor to summarize assessment of each resident based on outcome indicators. MDS is a 

screening tool to collect certain information about the health, physical functioning, and 

mental status. CMS applies some of the MDS information to measure the quality of certain 

features of nursing home care. One of the quality measurement adjustments is the percent of 
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residents who have pressure sores. Thus, process quality measurement items are abstracted 

from Nursing Home Compare Database. 

Healthcare Cost Report Information System (HCRIS) is another database and 

contains subsystems for the Hospital Cost Report, Skilled Nursing Facility Cost Report, 

Home Health Agency Cost Report, Renal Facility Cost Report, and Hospice Cost Report 

which is provided by the Centers for Medicare & Medicaid Services (CMS). CMS ensures 

that the data/records/reports to HCRIS are complete, accurate, and comprehensive at the 

time of publication. The skilled nursing facilities subject to Medicare reimbursement are 

required to submit an annual cost report to CMS, and this information reflects data as 

reported to the Healthcare Cost Report Information System (HCRIS). The cost report 

reveals providers’ information such as facility characteristics, cost and charges by cost 

center, utilization data, and financial statement data. Therefore, the outcome performance of 

operational efficiency and financial performance measurement items are abstracted from the 

Healthcare Cost Report Information System.   

4.3 Data Collection  

4.3.1 Survey Development 

Meyer and Collier (2001) tested the seven categories of the 1995 Baldrige Health 

Care Pilot Criteria framework. Since then, Baldrige has published the newest 2011-2012 

Malcolm Baldrige Health Criteria. However, the content remains similar to 1995’s criteria 

with slight modifications of the seven categories’ designations to (1) Leadership, (2) 

Strategic Planning, (3) Customer Focus, (4) Measurement, Analysis and Knowledge 

Management, (5) Workforce Focus, (6) Operations Focus, and (7) Results.  The newest 

model with Meyer’s questionnaires is implemented in this research. Furthermore, I only 
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apply four criteria instead of seven. Specifically, strategic planning (2), operations focus (6) 

and results (7) were excluded because strategic planning is analyzed through dynamic 

capability, and both operations focus and results are evaluated through outcome 

performance.  

4.3.2 Data Collection 

 1,500 surveys were distributed via US Mail in early February 2012 to the 

administrators of skilled nursing facility in five states mentioned in section 4.1. Since then, 

264 surveys have been received, excluding the initial mailings with incorrect mailing 

address and unwilling to participate, or surveys received missing more than 20% of the 

survey items. Also, some research studies suggest that facilities with less than 30 beds 

contain staffing characteristics with low signal-to-noise ratios and should not be included in 

the analysis (Castle and Engberg, 2008; Liu and Castle, 2009; Rantz et al., 2004). A small 

quantity of missing data items were replaced with scale average scores. Therefore, the final 

sample size of 243 valid surveys is applied for the data analysis which represents a response 

rate of approximately 16.2%. Please see Table 4.1 Nursing Home Characteristics – 

Frequency Data. The differences in size of nursing facilities and differences in 

organizational status (for profit and not-for profit status) were examined between 

responding and non-responding facilities to test how the sample might be differ from the 

population. According to AHCA 2012 LTC Stats report, there are 15,290 skilled nursing 

facilities in the US comprised of 1,667,884 beds. Non-responding nursing homes tended to 

be slightly larger (109.08 beds versus 108.74 beds, respectively). Approximately eighty-

three percent of responding nursing homes were for profit, while about sixty-eight percent 

of the non-responding facilities were for profit nursing homes. The valid response for each 
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state is reported in Table 4.1. Connecticut has a 5.76 percent response rate, Kansas has a 

response rate of approximately 15.23 percent, New Mexico has a 2.06 response rate, and 

South Carolina has a return rate of approximately 6.58 percent. Texas has the majority of 

respondents based on the initial mailing surveys of 1500, in which Texas included 1077 

mailings (about seventy-two percent of the total surveys).  

Table 4.1 Nursing Home Characteristics – Frequency Data 

Variable (n = 243) Frequency Percent 

Number of beds   

 30 – 99 101 41.56 

 100 – 199 133 54.73 

 > 200  9   3.71 

 Total 243  

Ownership   

 For Profit 200 82.30 

 Not-For Profit 43 17.70 

 Total 243  

States   

 Connecticut  14 5.76 

 Kansas  37 15.23 

 New Mexico 5 2.06 

 South Carolina  16 6.58 

 Texas 171 70.37 

 Total 243  

  

Non-respondent bias is tested by facility size and ownership. Please see Table 4.2 

Nursing Home Study Sample and Respondent Characteristics. The Chi-square test statistic 

is assessed for the number of beds and indicates a value that is not significant (2 = 0.71, d.f. 

= 2, P = 0.701) showing that the response rate in the number of bed sizes is not significantly 
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different than expected. Non-respondent bias by nursing home ownership (For Profit, 

Government, Not-For Profit) was evaluated and also indicated no significant difference 

between respondents and non-respondents (2 = 2.28, d.f. = 2, P = 0.32). 

Table 4.2 Nursing Home Study Sample and Respondent Characteristics 

Number of beds Study Sample Responses 

12 – 99 642  100  

100 – 199 813  134  

> 200 45  9  

    

Ownership Study Sample Responses 

For Profit 1255  199  

Government 31  8  

Not-For Profit 214  36  

Total 1500  243  

 

The theoretical support for each construct and item measurement are presented in 

chapter 3, along with scales that have been applied from prior empirical studies to ensure 

content validity. Also, the research model was reviewed by operations management and 

management faculty experts. The questionnaires were first examined by seven 

administrators of skilled nursing facilities in Arlington, TX to ensure the face validity. A 

few minor changes in wording were suggested to better fit with the healthcare - nursing 

home sector.   

4.4 Measurement Model  

Partial Least Squares (PLS) modeling analysis with the Smart-PLS software tool is 

utilized for Hypothesis 1 to Hypothesis 4. ANOVA analysis is implemented for Hypothesis 

5 and Hypothesis 6. PLS was originally introduced by Wold in the 1960s and recently Chin 
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has regenerated this technique in the information systems area (Chin, 1998). PLS is a 

structural equation modeling (SEM) technique which constructs a vector of coefficients that 

associate a group of independent variables to a group of dependent variables (Sosik, Kahai 

et al., 2009). The reasons for adopting PLS instead of covariance-based SEM (CBSEM) 

methods for this study are that PLS is capable of estimating research models by applying 

small samples. Due to this study containing 15 constructs with a total of 55 indicators, the 

rule of thumb for sample sizes requirement for SEM is that the number of cases should be at 

least 5 times the sample sizes (Tanaka, 1987) which would require 275 observations. Peng 

and Lai (2012) stated when PLS is applied for testing the research model, the minimum 

sample size requirement can be as low as 20 assuming certain conditions are met. This 

study analyzes a highly-complex research model along with small sample sizes. Thus, PLS 

can be applied through bootstrapping without a large sample size for this research. The 12 

constructs for this study are reflective constructs and few of the constructs contain 4 to 5 

items. This is one of the suggestions from Peng and Lai (2012) in applying PLS to increase 

the number of items for reflective constructs in later study stages. Furthermore, there are no 

strict normality distribution assumptions for the data and both reflective and formative 

constructs can be modeled within the same study (Chin, 1998; Peng and Lai, 2012). Finally, 

a portion of the hypotheses for this study display evidence for interactions effects and PLS 

provides a number of advantages over CBSEM (Chin et al., 2003).     

4.4.1 Factor Analysis 

First, the data were analyzed by applying exploratory factor analysis. There are total of 

171 items for survey questionnaires which include the prior study constructs: adaptive 

capability, absorptive capability, innovative capability, coercive isomorphism, mimetic 
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isomorphism, normative isomorphism, and process qualities. Also, the items from 

secondary data financial return, operational efficiency, quality ratings, and patient health are 

included for the exploratory factor analysis. The cutoff point is set at 0.4. The items with 

less than 0.4 factor loadings are deleted. This purification step improves the internal 

consistency among the multiple items and deletes internally inconsistent variables (Dess 

and Beard, 1984).  The output provided twelve interpreted constructs, along with two or 

more items for each construct with a total of 55 items to demonstrate simple structure: 

adaptive capability (6), absorptive capability (9), innovative capability (3), coercive 

isomorphism (3), mimetic isomorphism (4), normative isomorphism (2), process quality 

(19), financial return (2), operational efficiency (2), quality ratings (2), and patient health 

(3). The detailed loading for each item and item description is indicated on Appendix A. 

Items with Loadings.  

4.4.2 Measurement Validation Assessment 

As for each indicator, multicollinearity is calculated to obtain the Variance Inflation 

Factor (VIF) for the predictor variables to avoid the collinearity issues which might explain 

the latent variables (Bollen and Lennox, 1991). If the VIF is higher than 10, the 

multicollinearity would cause a concern. Thus, some researchers have recommended a more 

conservative criteria of VIF at 3.3. The VIF values in this study show that all indicators 

were less than 3.5, which verifies that no serious problem for mulitcolinearity exists 

(Diamantopoulos and Siguaw, 2006). The construct reliability is calculated including 

Cronbach’s alpha and composite reliability. Please see Table 4.3 Cronbach’s alpha for the 

listing of each construct. A total of 55 items from previous exploratory factor analyses are 

included among the 15 constructs. A second-order reflective construct for Process Quality 
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is formed for this analysis to reflect Malcolm Baldrige Health Care Criteria. The general 

recommendation for lower limit reliability of Cronbach’s alpha level is 0.7 (Hair, Black et 

al., 2006). Normative Isomorphism has Cronbach’s alpha of 0.65. Hair et al. (2006) provide 

an acceptable threshold of 0.6 during exploratory stages. However, Patient Health has of 

Cronbach’s alpha level of 0.52. Although Patient Health construct is below 0.6 but above 

0.5, this is still acceptable since some studies point out that the relationship would 

emphasize different elements may not have high alphas and 0.5 Cornbach’s alpha is still an 

acceptable limit (Papadopoulos and Heslop, 1990; Ogden and Flanagan; 2008). 

Table 4.3 Cronbach’s Alpha 

Construct Nursing Home Data 

Dynamic Capabilities  

     Adaptive Capabilities  0.88 

     Absorptive Capabilities 0.80 

Absorptive Capabilities – Supply chain  0.85 

     Innovative Capabilities 0.82 

Institutional Theory  

Coercive Isomorphism 0.76 

Mimetic Isomorphism 083 

Normative Isomorphism 0.65 

Process Quality 0.95 

Leadership 0.83 

Workforce Focus 0.87 

Customer Focus 0.85 

Measurement, Analysis and Knowledge Management 0.82 

Financial Returns 0.63 

Operational Efficiency 0.96 
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Table 4.3 – Continued       

Quality Ratings 0.91 

Patient Health  0.52 

 

Next, confirmatory factor analysis of indicators for construct validity is assessed to test 

for general reliability by applying Partial Least Squares (PLS) modeling internal 

consistency procedures (Gefen and Straub, 2005) with the software SmartPLS 2.0.M3 

(Ringle Wende et al., 2005). All of the 15 constructs are reflective constructs. Nevertheless, 

Peng and Lai (2012) stated that many OM literatures are not correctly indicating a 

formative construct as a reflective construct for operational performance variables. Since 

operational performance is often defined as a collective of cost, quality, delivery, and 

flexibility, the relationship of the causality should be evident from the indicators to the 

construct. However, the operational performance construct for this study is not a collective 

indicator and the indicators are directly related to the costs of operational efficiency; 

therefore, the operational efficiency construct will be a reflective construct. Additionally, 

the total items for the analysis will be 52 instead of 55 due to one item from the Mimetic 

construct and two items from the Patient Health construct having low item-loading. The 

results of composite reliability for construct reliability along with item loadings, item 

loading t-stat , and average variance extracted (AVE) for convergent validity are presented 

in Table 4.4 Measurement Properties of Reflective Constructs. All composite reliability 

values are between 0.9814 and 0.7913 which are greater than 0.70 indicating acceptable 

reliability. All item loadings are greater than 0.7 except for two items – PRQ14a3 (0.6901) 

and OpsMargin (0.6033) with significance at the 0.05 level. Gefen and Straub (2005) 
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mentioned that the loading in PLS could be at the 0.05 level. Thus, we will keep these two 

items for the analysis in order to satisfy the composite reliability. All AVE values are 

ranging between 0.9634 and 0.5348 (at construct level) which are greater than 0.5. This 

suggests that convergent validity at the indicator and construct levels are verified. The 

square root of each AVE (shown on the diagonal in Appendix B: Construct Correlations) is 

examined for the discriminant validity and should be greater than 0.7 (Chin, 1998) and be 

greater than the related inter-construct correlations (shown in Appendix B) for reflective 

constructs. All the square roots of AVE are greater than the related inter-construct 

correlations. Under this constraint, only the correlation between ADC and PRQ (0.768) was 

marginally larger than the square root of the PRQ AVE (0.731) by 0.037. This is due to a 

high correlation between adaptive capability and process quality (second-order construct). 

Bagozzi et al. (1991) provided a rule of thumb for determining whether the proportion of 

failures is acceptable for discriminant validity. The authors adopted 0.05 levels as the rule 

of thumb. Application of the discriminant validity criterion show that 65 of 66 (98.48 

percent) comparisons of each validity diagonal correlation produced statistical significance 

(p=1/66  0.02 < 0.05). The sole violation of the criterion is less than what might take place 

by chance; therefore, the criterion is satisfied. All the square root of AVE are greater than 

the related inter-construct correlations. 

Table 4.4 Measurement Properties of Reflective Constructs 

Construct/Indicator 
Item 

Loading 
T-Stat 

Composite 

reliability 

Communality 

(AVE) 

Adaptive Capability   0.9063 0.6182 

ADC1a 0.8415 33.8861   

ADC1b 0.8303 32.8079   

ADC1d 0.8178 27.2392   



 

 72 

Table 4.4 – Continued       

ADC2d 0.7896 23.3363   

ADC2a 0.7254 14.5837   

ADC1c 0.7023 12.5840   

Absorptive Capability   0.8665 0.6195 

ABC4b 0.8164 28.8371   

ABC4c 0.8109 26.8461   

ABC4d 0.8058 19.9191   

ABC4a 0.7105 11.8879   

Absorptive Capability – 

Supply Chain 
  0.8938 0.6284 

ABC5b 0.8771 46.2973   

ABC5a 0.8245 30.2053   

ABC5c 0.7623 16.6684   

ABC5f 0.7570 14.1755   

ABC5d 0.7338 15.7278   

Innovative Capability   0.8897 0.7295 

INC6c 0.9016 50.1828   

INC6d 0.8706 43.5291   

INC6b 0.7859 15.4255   

Process Quality   0.9561 0.5348 

Leadership   0.8810 0.5976 

PRQ11a1 0.8414 34.4078   

PRQ11a2 0.7851 24.5510   

PRQ11b3 0.7827 25.7554   

PRQ11c1 0.7358 17.7511   

PRQ11b1 0.7137 15.0303   

Workforce Focus   0.9031 0.6509 

PRQ12b4 0.8281 33.0369   

PRQ12d2 0.8232 33.1939   

PRQ12c3 0.8089 26.3297   

PRQ12d1 0.7851 24.7516   

PRQ12a2 0.7877 22.5965   

Customer Focus   0.9002 0.6932 

PRQ13a2 0.8668 50.2802   

PRQ13b4 0.8457 33.7252   

PRQ13a3 0.8317 33.9210   
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Table 4.4 – Continued     

PRQ13a1 0.7839 23.8704   

Measurement, Analysis 

and Knowledge 

Management 

  0.8755 0.5854 

PRQ14c1 0.8190 29.4111   

PRQ14c4 0.7929 25.8598   

PRQ14c2 0.7881 21.9113   

PRQ14b2 0.7280 16.7210   

PRQ14a3 0.6901 15.4816   

Financial Returns   0.7913 0.6673 

LGCNetRe 0.9852 8.3128   

OpsMargin 0.6033 3.0324   

Operational Efficiency   0.9814 0.9634 

LGCToSal 0.9830 229.1368   

LGCOpsEx 0.9801 137.5016   

Quality Ratings   0.9560 0.9157 

ZOvRat 0.9757 160.9947   

Zhinspec 0.9378  80.5898   

Patient Health 1.000 -- -- -- 

Coercive Isomorphism   0.8589 0.6700 

COI8e 0.8466  12.4564   

COI8g 0.8203 11.2686   

COI8f 0.7876 8.5883   

Mimetic Isomorphism   0.8976 0.7481 

MII9b 0.9448 20.2043   

MII9c 0.9262 14.4857   

MII9d 0.7026  6.4552   

Normative Isomorphism   0.8499 0.7394 

NOI10c 0.8978 47.6609   

NOI10e 0.8202 19.3687   

 

4.4.3 Common Method Bias 

Common methods bias is a potential issue while conducting survey-based research, and 

method bias is most crucial when it provides a different rationalization for observed 
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relationships than the one hypothesized (Podsakoff, MacKenzie et al., 2003). Harman’s 

single-factor test and the marker variable test are used to examine for method bias among 

all variables. Harman’s one-factor test was first assessed by entering a total of 83 variables 

into a single principle components factor analysis (Podsakoff and Organ, 1986). The 

components are extracted from the data to explain 31% of the total variance, thus indicating 

that common method bias is not a problem. The marker procedure of Lindell and Whitney 

(2001) is also utilized. A theoretically-unrelated construct (marker variable) is applied into 

the model. The maximum share variance is only 0.07; therefore, there is no indication of 

common method bias for our model. Construct validity, composite reliability, convergent 

validity, discriminant validity and common method bias are described in above section and 

all the criterions are met for further data analysis. Please see Table 4.5 Summary for 

Validity Measurements for the validity list.   

Table 4.5 Summary for Validity Measurements  

Variable Constructs 
Composite 

reliability 

Average 

Variance 

Extracted  

Cronbach‟s 

alpha  

Adaptive Capability 0.9063 0.6182 0.88 

Absorptive Capability 0.8665 0.6195 0.80 

Absorptive Capability – Supply Chain 0.8938 0.6284 0.85 

Innovative Capability 0.8897 0.7295 0.82 

Process Quality 0.9561 0.5348 0.95 

Financial Returns 0.7913 0.6673 0.63 

Operational Efficiency 0.9814 0.9634 0.96 

Quality Ratings 0.9560 0.9157 0.91 

Patient Health 1.0000 1.000 1.000 

Coercive Isomorphism 0.8589 0.6700 0.76 

Mimetic Isomorphism 0.8976 0.7481 0.83 

Normative Isomorphism 0.8499 0.7394 0.65 
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4.4.4 Control Variables 

Two kinds of control variables are frequently applied in nursing home research 

studies: organizational control variables and environmental control variables (Shramm and 

Renn, 1984; Devaraj and Kohli, 2000; Castle, 2003; Weech-Maldonado et al., 2003; Ginn 

and Lee, 2006; Zinn et al., 2007; Davis et al., 2009; Liu et al., 2010). Both organizational 

and environmental control variables would influence economic performance if the quality 

of care is designed to adjust for the measurement differences. In order to secure resources, 

organizations with different characteristics will produce a given level of output. These 

organizational or facility characteristics are associated with size, occupancy rate, 

ownership, and Medicare census (Zinn et al., 2007; Davis et al., 2009, Castle, 2003). Larger 

homes are expected to have a lower resident cost per day which is a benefit of scales of 

economy. Moreover, larger homes can provide greater resources, resulting in better 

management and staffing utilization having an impact on quality. The organizational 

indicator “size” is measured by the number of beds or occupancy rate (Weech-Maldonado 

et al., 2003). Few studies have applied facility size in different categories, such as fewer 

than 50 beds, 50 – 99 beds and up to 200 beds (Zinn et al., 2007; Davis et al., 2009). 

Additionally, the profit status of a nursing facility is associated with the quality of care. 

Studies have shown that for-profit or chain nursing homes can operate at a lower cost and 

higher margins compared to not-for-profit competitors (Zinn and Mor, 1998; Anderson et 

al., 2003; Konetzka et al., 2004; Davis et al., 2011). Each skilled nursing facility has 

different quantities of certified beds, i.e., Medicare only, Medicaid only, or 

Medicare/Medicaid. According to AHCA 2012’s report, five percent of the total skilled 

nursing facilities have Medicare-only certification, 3.7 percent offer Medicaid-certified 
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beds only, and 91.4% are both Medicare/Medicaid certified. Organizational control 

variables will influence the economic performance for an individual facility; therefore, the 

dependent variable for financial returns and operational efficiency are divided by the 

number of occupancy beds. As for nursing facility status, a separate analysis will be 

analyzed through hypothesis 5 and 6 to determine the outcome. Organizational control is 

already imbedded into the existing variables; therefore, a separate organizational control 

variable will not be applied for the analysis.     

Environmental control variables are associated with the level of competition in the 

local nursing facility market which might affect both quality and financial performance. 

The Herfindahl-Hirschmann index (Weech-Maldonado et al., 2003; Ginn and Lee, 2006; 

Zinn et al., 2007; Liu et al., 2010), urban location (Arling et al., 1987; Rantz et al., 2004; 

Davis et al., 2011), and the number of empty beds per nursing home (Weech-Maldonado et 

al., 2003; Zinn et al., 2007) can be applied in order to balance the degree of market 

competition. A highly-competitive environment might decrease performance due to more 

competitors constraining the available capacity of the environment. The Herfindahl index is 

a measure of competition in the local market in the extent of nursing home bed with scores 

range from 0 to 1, whereas 0 represents as perfect competition and 1 signifies a higher 

concentration with less competition. The percentage of urban population in the county is 

defined by urban location of the facility. The urban population is based on a community 

size of 50,000 or more. In this present study, the population of many cities is approximately 

50,000; thus, we will use the total population of each city as one of the control variables 

(Arling et al., 1987; Weech-Maldonado et al., 2003; Davis et al., 2009; Davis et al., 2011). 

The average number of empty beds per facility can be viewed as excess capacity. If the 
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markets have higher excess capacity, this would indicate a more competitive setting (Zinn 

et al., 2007). The number of occupied beds has been divided into the financial returns and 

operational efficiency variables; thus, the average number of empty beds per facility will 

not be a control variable. Thus, both Herfindahl index and urban location will be used for 

the data analysis for process quality and outcome performance.      

According to Centers for Diseases Control and Prevention (CDC) (2009) report, 

there were approximately 1,492,200 residents in nursing homes.  About 85.5% of the 

residents were white, 12.5% were African-American, and 2% were “other” in 2004. About 

74% of Hispanic or Latino nursing facility residents were located in the West and South. 

During one of the pilot interviews conducted for this present study, one nursing home 

administrator stated that their residents were 90% white and 10% African-American. Crist 

(2002) stated that only 3 of the 14 skilled nursing facilities had at least one Mexican 

American resident. Two of the main barriers for this low ratio of Hispanic occupancy in 

skilled nursing facilities are: cultural preferences and lack of health insurance coverage. The 

Hispanic elders expected their relatives to provide support to them rather than placing them 

in long-term care facilities (Lim et al., 1996; Crist, 2002). Also, many elderly Hispanics do 

not qualify for Medicare coverage; therefore, without health insurance coverage, nursing 

service will not be available (Crist, 2002). Due to the above observations, it is evident that 

many nursing home quality/performance research studies do not include race as part of 

control variable. Thus, this present study will not apply race as a market control variable. 

4.4.5 Hypothesis Tests – Capability & Performance 

The structural model is generated to test the hypotheses for Hypotheses A and 

Hypotheses B. Bootstrap procedure is used to obtain the path coefficients, t-statistics, and 
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95% confidence interval by running 300, 500, and 1000 times of resampling. In Table 4.6, 

Summary for Hypothesis Tests: A & B are shown with a listing of path coefficients, t-

statistics (two-tailed), p-value (one-tailed), and a 95% confidence interval to determine the 

results of the structural model to estimate whether or not the hypotheses tests are supported. 

After comparing the data by running 300, 500, and 1000 times of resampling procedures, 

the results are consistent. The results are shown in Table 4.6, Figure 4.1 Structural Model 

for Hypotheses A, and Figure 4.2 Structural Model for Hypotheses B are the output from 

300 resampled data. Adaptive (H1a), absorptive (H2a), innovative (H3a) capabilities have a 

significant positive relationship toward process quality. Both financial returns and patient 

health under outcome performance (H4) are positively related to process quality. Adaptive 

capability has a significant negative relationship with outcome performance (H1b) in 

operational efficiency, financial returns, and patient health. The relationship between 

absorptive capability (H2b) and outcome performance provides the negative link in quality 

ratings. There is no significant relationship between Supply Chain (H2b) in absorptive 

capability and outcome performance. Moreover, patient health of outcome performance is 

negatively related with innovative capability (H3b). Please see Table 4.7 Regression & 

PLS: Summary for Hypothesis Tests: A & B which provides the comparison between 

regression and PLS output. The differences are presented in Panel B: Financial Returns 

within adaptive capability and process quality and Panel C: Operational Efficiency with 

process quality.  

 The R2 of endogenous constructs are 0.73, 0.142, 0.141, 0.091, and 0.037 for 

process quality, operational efficiency, financial returns, patient health, and quality ratings, 

respectively; except for process quality, operational efficiency, and financial returns, the 
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other constructs do not appear to be very strong (Chin, 1998). The control variables, 

Herfindahl index and urban location display various results for dependent variables – 

process quality, operational efficiency, financial returns, and patient health. Both financial 

returns and operational efficiency are negatively related to the Herfindahl index which 

means that less competition will decrease financial returns and operational costs. Urban 

location demonstrates that there is a negative relationship between operational efficiency 

and financial returns. When the nursing facilities are located in an urban area, these 

facilities will have higher operational expenses but they also will obtain higher financial 

returns. However, urban areas also received lower patient health ratings compared to less 

populated areas.  

Table 4.6 Summary for Hypothesis Tests: A & B 

             
Path 

PLS Results 

  

Coefficient t-stat. p-value 
95% confidence 

interval 
Support 

H1a Adaptive  Process Qua. 0.422  6.931*** 0.00   (0.418, 0.434) Yes 

H1b Adaptive  Oper. Eff. -0.256  2.729*** 0.00   (-0.269, -0.246) Yes 

H1b Adaptive  Finance -0.230  2.468*** 0.00   (-0.233, -0.029) Yes 

H1b Adaptive  Patient Health -0.222   2.005** 0.02   (-0.249, -0.221) Yes 

H1b Adaptive  Quality Rat. -0.008   0.077 0.47   (-0.019, 0.008) No 

H2a Absorptive  Process Qua. 0.225  3.331*** 0.00   (0.212, 0.229) Yes 

H2b  Absorptive  Oper. Eff. 0.075   0.954 0.17   (0.062, 0.082) No 

H2b Absorptive  Finance -0.051   0.505 0.31   (-0.083, -0.057) No 

H2b Absorptive  Patient Health 0.016   0.196 0.42   (0.014, 0.035) No 

H2b Absorptive  Quality Rat. -0.206   2.566** 0.00   (-0.210, -0.190) Yes 

H2a Absorptive Sup.  Process Qua. 0.103   1.984 ** 0.02   (0.103, 0.116) Yes 

H2b Absorptive Sup.  Oper. Eff. -0.003   0.044 0.48   (-0.014, 0.002) No 

H2b Absorptive Sup.  Finance 0.006   0.113 0.46   (-0.003, 0.010) No 

H2b Absorptive Sup.  Patient Hea. 0.142   1.325 0.09   (0.137, 0.164) No 

H2b Absorptive Sup.  Quality Rat. 0.102   1.236 0.11   (0.082, 0.103) No 
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Table 4.6 – Continued       

H3a Innovative  Process Qua. 0.330  5.741*** 0.00   (0.316, 0.330) Yes 

H3b Innovative  Oper. Eff. 0.042   0.351 0.36   (0.031, 0.061) No 

H3b Innovative  Finance -0.113   1.149 0.13   (-0.130, -0.105) No 

H3b Innovative  Patient Health -0.182   2.346** 0.01   (-0.201, -0.181) Yes 

H3b Innovative  Quality Rat. -0.029   0.300 0.38   (-0.034, -0.009) No 

H4 Process Qua.  Oper. Eff. 0.088   0.717 0.24   (0.079, 0.110) No 

H4 Process Qua.  Finance 0.185   1.937* 0.03   (0.182, 0.206) Yes 

H4 Process Qua.  Patient Health 0.255   2.066** 0.02   (0.248, 0.279) Yes 

H4 Process Qua.  Quality Rat. 0.128   1.064 0.14   (0.111, 0.142) No 

 
HHI  Process Qua. -0.010   0.368 0.36   (-0.015, -0.008) No 

 
HHI  Oper. Eff.   -0.089   1.844* 0.03   (-0.098, -0.086) Yes 

 
HHI  Finance -0.168   2.171** 0.02   (-0.170, -0.150) Yes 

 
HHI  Patient Health -0.047   0.678 0.25   (-0.058, -0.040) No 

 
HHI  Quality Rat. -0.077   0.977 0.16   (-0.166, -0.146)   No 

 
Urban  Process Qua. -0.025   0.772 0.22   (-0.025, -0.017) No 

 
Urban  Oper. Eff.   0.143   2.104** 0.02   (0.131, 0.149) Yes 

 
Urban  Finance 0.129   1.976** 0.02   (0.117, 0.134) Yes 

 
Urban  Patient Health -0.186   1.835* 0.03   (-0.191, -0.166) Yes 

 
Urban  Quality Rat. -0.069   1.021 0.15   (-0.084, -0.067) No  

* p<.10, **p<.05, ***p<.01 (t-stat: two-tailed); p-value (one-tailed) 
 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.1 Structural Model for Hypotheses A 
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Figure 4.2 Structural Model for Hypotheses B 
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Table 4.7 Regression & PLS: Summary for Hypothesis Tests: A & B 

 

 

 Linear Regression PLS 

 Path Coefficient p-value Path Coefficient p-value 

Panel A: Process Quality 

Adaptive Capability    1.284*** 0.00    0.422*** 0.00 

Absorptive Capability    0.703*** 0.00    0.225*** 0.00 

Absorptive - SCM    0.529*** 0.00    0.103** 0.02 

Innovative Capability    1.689*** 0.00    0.330*** 0.00 

Panel B: Financial Returns  

Adaptive Capability    -0.005 0.16    -0.230** 0.01 

Absorptive Capability    -0.001 0.42    -0.051 0.31 

Absorptive - SCM    0.003 0.26    0.006 0.10 

Innovative Capability    -0.001 0.26    -0.113 0.13 

Process Quality    0.001 0.16    0.204** 0.03 

Panel C: Operational Eff.  

Adaptive Capability    -0.008* 0.03    -0.256*** 0.00 

Absorptive Capability    0.003 0.23    0.075 0.17 

Absorptive - SCM    -0.002 0.31    -0.003 0.48 

Innovative Capability    -0.003 0.30    0.041 0.37 

Process Quality    0.003* 0.04    0.088 0.24 

Panel D: Patient Health  

Adaptive Capability    -0.028** 0.02    -0.222** 0.02 

Absorptive Capability    0.023 0.05    0.016 0.42 

Absorptive - SCM    0.012 0.19    0.142 0.10 

Innovative Capability    -0.032* 0.04    -0.182** 0.01 

Process Quality    0.010** 0.02    0.255** 0.02 
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Table 4.7 – Continued       

* p<.10, **p<.05, ***p<.01 (two-tailed); p-value (one-tailed) 
 

 

 

4.4.6 Hypothesis Tests- Interaction Analysis 

 A series of interaction effects for hypothesis c “Hc” and hypothesis d “Hd” using 

PLS are analyzed with adaptive, absorptive, and innovative capabilities as independent 

variables. Coercive, mimetic, and normative isomorphism are the moderators to test the 

dependent variables: process quality, operational efficiency, financial returns, patient 

health, and quality ratings. Chin et al. (2003) stated that indicators should be standardized 

or centered to help avoid computational issues so all the predictors and moderator 

constructs are standardized for the analysis to allow an easier interpretation. There is a total 

of sixty interaction effects involved for hypothesis c and d. However, there are no 

interaction effects between capabilities and process quality for hypothesis c. Thus, Table 

4.8 Summary for Hypothesis Tests: D lists only the significant interaction effects for 

capability and outcome performance: coefficients, significance levels, R2, and highlight of 

comparison between hypothesis b and hypothesis d. Coercive isomorphism shows the 

negative interaction effect among adaptive capability, financial returns, and quality ratings. 

In the earlier analysis for hypothesis H1b, adaptive capability and quality ratings has no 

Panel E: Quality Ratings  

Adaptive Capability    -0.025 0.24    -0.008 0.47 

Absorptive Capability    -0.091** 0.01    -0.206** 0.01 

Absorptive - SCM    0.054 0.10    0.102 0.39 

Innovative Capability    -0.012 0.40    -0.029 0.39 

Process Quality    0.017 0.10    0.128 0.15 



 

 84 

significant relationship. However, after the coercive moderator is added, the result becomes 

negatively significant. Also, the coercive moderator increases the negative coefficient 

between adaptive capability and financial returns from -0.230 to -0.242. Next, absorptive 

capability between financial returns (-0.185) and patient health (0.148) is moderated by 

coercive isomorphism. The previous analysis for Hypotheses 2bs without moderators was 

not supported. Mimetic isomorphism moderated absorptive capability and patient health, 

but the coefficient dropped from 0.148 (Coercive) to 0.085 (Mimetic). Normative 

isomorphism also moderated absorptive capability and financial returns (-0.206). As for 

absorptive capability in supply chain management, an interaction with mimetic 

isomorphism affects supply chain capability and patient health (0.125). In the previous 

analysis of hypothesis H2b without moderation effect, no relationship existed between 

supply chain absorptive capability and patient health (0.142). The relationship between 

innovative capability and financial returns is moderated by coercive isomorphism (-0.184) 

and this relationship was not supported when there is no moderation effect. Furthermore, 

the relationships among innovative capability, operational efficiency (-0.133) and quality 

ratings (-0.116) are moderated by mimetic construct. However, this relationship did not 

exist in the previous analysis of H3b under operational efficiency and quality ratings when 

there is no interaction effect. Normative isomorphism also occurs as a moderator to 

innovative capability and quality ratings (-0.147), and this link was not significant from 

previous results without normative isomorphism as an interaction.      
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Table 4.8 Summary for Hypothesis Tests: D 

 Hypothesis  

Link Coercive Mimetic Normative R2 

PLS     

  H1d     

Adaptive – Financial Returns   -0.242***   0.193 

Adaptive – Quality Ratings   -0.190**   0.092 

  H2d     

Absorptive – Financial Returns   -0.185*    -0.206* 0.154, 0.152 

Absorptive – Patient Health   0.148**   0.085*  0.073, 0.069 

Absorptive  Sup. – Patient Hea.    0.125*  0.081 

  H3d     

Innovative – Operational Eff.     -0.133*  0.138 

Innovative – Financial Returns   -0.184*   0.160 

Innovative – Quality Ratings    -0.116*   -0.147** 0.047, 0.051 

* p<.10, **p<.05 , ***p<.01; Not significant in Hypothesis b. 

 

 

4.4.7 Hypothesis Tests – Ownership Types 

ANOVA analysis is applied for hypothesis 5 and 6 to determine the relationship 

among nursing home ownership types (for-profit, hospital-based, non-profit), process 

quality and outcome performance. Table 4.9 Means for Process Quality and Outcome 

Performance for For-profit & Non-profit provides mean results and significance levels. 

Table 4.9 presents Panel A. Means of Process Quality for both process quality sum results 

and four Malcolm Baldrige criteria: Leadership, Workforce Focus, Customer Focus, and 

Measurement Management construct results. Measurement, Analysis & Knowledge 

Management is the only significant relationship presented for nursing home status. The 

Tukey-Kramer method provides more accurate and conservative results when the sample 
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sizes are not equal. The difference among groups in this output provides that there are 

different mean of Measurement, Analysis & Knowledge Management between hospital-

based nursing facilities to both For-Profit and Non-Profit facilities. Hospital-based facilities 

(22.25) have a lower mean for knowledge management compared to For-Profit (26.77) and 

Non-Profit (26.72) facilities. Table 4.9 Panel B. Means of Outcome Performance indicates 

the difference among ownership and its outcome performance in operational efficiency, 

financial returns, patient health, and quality ratings. The results provide that there are 

differences between For-profit and Non-Profit status in operational efficiency. For-profit 

facilities have lower means of total salary per resident day (97.02) and total operating 

expenses per resident day (212.83) compared to Non-Profit homes total salary (148.79) and 

total operating expenses (365.80). Moreover, the different means in net patient revenue and 

net income per day are presented among For-Profit and Non-Profit groups. Non-Profit 

homes have higher net patient revenues (320.37) but lower net income per day (-37.05) 

compared to For-Profit homes with lower net patient revenues (198.80) but higher net 

income per day (4.47). Patient health represents variation in results between For-Profit and 

Non-Profit groups. For long-stay residents who have pressure sores, Non-Profit facilities 

have a lower score (7.61) which means fewer residents have pressure sores while For-profit 

facilities have a higher score (11.33). Conversely, For-Profit facilities have a better score 

(1.61) of low-risk long-stay residents who have pressure sores compared to Non-Profit 

(2.61). Finally, quality ratings are based on health inspections and overall ratings. Non-

Profit homes have higher ratings in health inspections (3.16) and overall ratings (3.44) 

compared to health inspections (2.64) and overall ratings (2.59) of For-Profit homes.  
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Table 4.9 Means for Process Quality and Outcome Performance of For-profit & Non-profit 

 For-Profit Hospital  Non-Profit p-value 

Panel A. Means of Process Quality     

Process Quality - sum   102.38   93.87   102.97 0.39 

Leadership    27.93   27.38    27.97 0.94   

Workforce Focus    26.41   24    26.86 0.36 

Customer Focus    21.26   20.25    21.41 0.79 

Measurement, Analysis & Knowledge 

Management  
   26.77   22.25    26.72 0.03** 

Panel B. Means of Outcome Performance 
   

Operational Efficiency – sum    309.86   319.36   514.60  0.01** 

Total Salary (per resident day)   97.02   108.61   148.79 0.01** 

Total Operating expenses (per resident 

day) 
  212.83   210.74   365.80 0.02** 

Financial Returns – sum   198.74   194.44   320.23  0.04** 

Net Patient Revenues   198.80   194.54   320.37  0.04** 

Operating Profit Margin   -0.07   -0.10   -0.14  0.76 

NetIncomePerDay    4.47   -18.13   -37.05  0.00*** 

Patient Health –sum (no Z)   12.95   12.12   10.22  0.06* 

Percent of high-risk long-stay residents 

who have pressure sores 

NHI17a1 (no Z) 

  11.33   11.00   7.61  0.00***  

Percent of low-risk long-stay residents 

who have pressure sores  

NHI17a2 

  1.61   1.12   2.61  0.05* 

Quality Ratings –sum    5.23   5.37   6.61  0.01**  

Health Inspections   2.64   2.25   3.16  0.05*  

Overall Ratings   2.59   3.12   3.44  0.00 *** 

* p<.10 

**p<.05  

***p<.01 
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4.5 Summary  

In this section, hypotheses testing was performed to analyze the relationship among 

capability, process quality (Malcolm Baldrige Health Care criteria), and outcome 

performance. Partial Least Squared and ANOVA analysis were used to determine the 

results for this study. First, the findings reveal that adaptive, absorptive, and innovative 

capabilities are positively related to process quality. However, the associations between 

capability and outcome performance have various results. Absorptive capability in supply 

chain management and patient health is the only positive relationship, and the negative 

relationships are presented for capability and outcome performance in various aspects. 

Nevertheless, process quality and outcome performance (financial returns and patient 

health) are positively related. The results indicate that institutional theory also plays an 

important moderation rule between capability and outcome performance. Generally, the 

non-profit nursing facilities produce better quality care, but for-profit homes have higher 

operational efficiency which leads to better financial returns.    
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CHAPTER 5 

SUMMARY 

5.1 Discussion 

One of the most crucial findings of this present research is that the relationship between 

process quality and outcome performance is positively associated.  

 Skilled nursing facilities generally deal with end-of-life residents; therefore, as long 

as the facility follows the government regulations which is part of Malcolm 

Baldrige Healthcare criteria, the facilities can receive high quality ratings and better 

financial performance.  

 If a nursing home can define its processes well, an exceptional outcome should be 

expected. Thus, when a nursing home can demonstrate its strategic ability through 

Malcolm Baldrige Healthcare criteria, the facility generally can produce a higher 

patient health, such as lower pressure ulcers for residents, as well as higher financial 

returns.  

The second most important finding is that there are no perceived benefits to become 

more capable or innovative in the skilled nursing facility sector, which means that 

innovations are not rewarded in long-term care industry. The relationship between a firm’s 

capability and outcome performance (operational efficiency, financial returns, patient 

health, and quality ratings) varied between positive and negative.   

 The predictive and adaptive capabilities to competitors and government actions can 

increase the operational efficiency which means reducing its operational costs.  
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 However, when a facility implements adaptive capability under the environmental 

uncertainty due to the regulators’ funding, the new predictive and adaptive 

strategies might become increasingly difficult to implement, thereby reducing both 

financial returns and patient health quality (He, Tian, and Chen, 2007).  

 Conversely, if the facility continues its innovative behavior—such as encouraging 

its workforce to behave and think in unusual and novel ways which might increase 

the complexity for work environment routines—a negative effect for the facility’s 

patient health may occur (Liu et al., 2010).  

There is a positive relationship between firm’s capability and process quality. The 

findings for this study support that organizational efforts to improve capabilities relate 

positively to process quality as defined by the Malcolm Baldrige National Quality Award 

(MBNQA) Health Care Criteria.  

 Workforce is an essential MBNQA criterion. The results show that when facilities 

have higher levels of prediction and adaption to social expectation and competitors’ 

actions which is a form of adaptive capability, those actions will support the internal 

human resources and functions.  

 The results reveal that when facilities learn and transfer knowledge via information 

technology which is a form of absorptive capability, firms can accumulate and 

develop competencies which improve internal processes by obtaining higher 

patient, staff, and analytic quality.  

 The learning mechanism from supply chain coordination can discover and create 

new services to increase firms’ capability and utilize the resources to compete with 

their competitors and further improve the health care processes.  
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 When the facilities implement innovative capability by encouraging and accepting 

employees’ creative behaviors, these organizational innovative capabilities will 

have a positive benefit on managerial processes.  

Part of the results show that institutional theory indeed moderates the skilled nursing 

facility’s capability and performance. This demonstrates that government regulations play a 

major role in the long-term care industry. The findings regarding interaction effects varied 

among capability, process quality and outcome performance constructs. Coercive, mimetic, 

and normative are three institutional isomorphism moderators to capability, process quality, 

and outcome performance.  

 Absorptive capability and patient quality are positively moderated by coercive and 

mimetic isomorphism. Since a skilled nursing facility is highly regulated by 

government agencies, following government mandates and observing competitors’ 

actions on how they comply with government policies can improve a facility’s 

absorptive capability leading to higher patient health.  

 Next, absorptive capability with supply chain focus and patient health are positively 

moderated by mimetic isomorphism. This result can encourage the facilities to 

imitate the competitors in order to improve the relationship with their suppliers.     

 However, when there is an interaction effect present between innovative capability 

and operational efficiency, mimetic isomorphism improves the facility to reduce its 

operational expenses. Overall, the moderators (coercive, mimetic, and normative) 

are provided a negative support for financial returns and quality ratings.  

Overall, a non-profit facility provides better health ratings and a for-profit facility 

receives better financial returns. Regarding the analysis based on ownership type, 
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differences exist between non-profit and for-profit facilities in operational efficiency, 

financial returns, patient health, and quality ratings.  

 From the operational efficiency perspective, non-profit homes have significantly 

higher overall costs in salaries and operating expenses (per resident day) compared 

to for-profit facilities.  

 For-profit facility has positive net income compared to negative net income per day 

for non-profit homes. This result confirms most of the literature which states that a 

typical for-profit facility has more operational efficiency and higher financial 

returns (Anderson, et al, 2003; Zinn and Mor, 1998).  

 Non-profit homes have better patient health quality scores for high-risk long-stay 

resident compared to for-profit facilities. As for low-risk long-stay residents, for-

profit homes provide better patient health than non-profit homes.  

 Finally, the overall quality ratings shows that overall non-profit facilities offer much 

better quality of care than for-profit homes (Anderson, et al., 2003; Chesteen et al., 

2005; Eaton, 2000; Lenard and Shimshak, 2009; Zinn and Mor, 1998). 

5.2 Conclusions 

This study examines the relationships among capability, process quality, and 

performance in the long-term healthcare sector. The research model is comprised of three 

capabilities (adaptive, absorptive, and innovative), a collective process quality from four 

Malcolm Baldrige Healthcare criteria (leadership, workforce, customer, and knowledge), 

and four outcome performance measures (financial returns, operational efficiency, patient 

health, and quality ratings).  The samples were collected from skilled nursing facility’s 

administrators. The analysis indicates that capability is positively associated with process 
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quality. When skilled nursing facilities can predict and adapt to the changing trend of 

market demand, competitor’s actions, and public policies, the facilities can eventually 

enhance their internal process in leadership, patient services, human resource development, 

and benchmarking design performance. Additionally, the firm’s capability in supply chain 

knowledge assimilation can identify adequate resources of benchmarking information and 

set priorities in how to use these resources. Facilities with higher innovative behavior can 

recognize and coordinate patient feedback across different departments.  

American Health Care Association and National Center for Assisted Living 

(AHCA/NCAL) ratings are based on the criteria of Malcolm Baldrige Performance. 

AHCA/NCAL score is one of the quality improvement indicators for America’s skilled 

nursing centers and assisted living communities. The results of this study indicate that when 

the facilities fulfill the Baldrige criteria, a significant positive financial returns and quality 

outcome will be achieved from governmental inspections. The Center of Medicare and 

Medicaid Services compiles reports and publishes the skilled nursing facility’s ratings, 

including percentage of pressure sores and number of registered nurses. If nursing homes 

have low quality ratings, they will have lower reputations in the marketplace.  

Furthermore, nursing homes are subject to Medicare and Medicaid reimbursement 

based on level of care. If a nursing home has lower quality rating, it will require more 

evaluations from the government. Therefore, most facilities place an emphasis on quality 

ratings, instead of implementing improved strategic capabilities to achieve better 

operational efficiency. Thus, the relationship between organizational adaptive capability 

and operational efficiency is one notable result between capability and performance. In 
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sum, when a facility is more adaptive to its market, the facility will decrease its operational 

expenses, thereby improving its efficiency.  

However, the longitudinal data of a firm’s implementation on capability would be 

worthy of observation and analysis. This negative relationship between capability and 

financial returns might improve over time to align with the normal expectation that the 

relationship should be positive. Future research studies should emphasize how to assist the 

long-term care facility to increase its financial returns by utilizing its capability without 

reducing its quality. 

5.3 Theoretical Contributions 

 Malcolm Baldrige Health Care Criteria was first empirically tested by Meyer and 

Collier (2001) using data from 220 US hospitals. Chesteen et al. (2005) applied Baldrige 

Health Care Criteria as the framework for evaluating process quality and asserting quality 

to ownership types. However, Chesteen et al. were mainly assessing performance at the 

individual level instead of firm level, as was the case in Meyer and Collier’s study. This 

present research is the first to implement the Baldrige Health Care framework on skilled 

nursing facility at the firm-level.  

Also, this present study is the first to link Baldrige with outcome performance in 

operational efficiency and financial returns, in contrast to many studies which focused only 

on quality issues. This study applied five of seven Baldrige categories; thus, the other two 

categories of Strategic Planning and Results are replaced with capabilities (adaptive, 

absorptive, and innovative) and Outcome performance to provide different perspectives for 

strategic and performance evaluations.  
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Wang and Ahmed (2007) reviewed dynamic capability and identified three 

mechanism factors: adaptive, absorptive, and innovative capabilities. This present study is 

the first paper to apply these three capability elements into an empirical model in the 

healthcare perspective. Moreover, this present study is also the first empirical research to 

apply three levels of institutional theory along with capabilities (adaptive, absorptive, and 

innovative) within the Baldrige Health Care framework. Most of the health care research 

has focused on the relationship between quality performance and financial returns from 

secondary data obtained from the US government’s database system. However, this present 

research connects subjective (survey-based) and objective (secondary data) to determine 

whether the strategic planning and implementation (survey data) at the firm level will affect 

the outcome performance (secondary data).  

Finally, considering ownership types and outcome performance (financial returns 

and quality), this present research study observes that financial returns should be examined 

based on net patient revenues and net income. Even though a facility has higher gross 

revenues, it might have lower net income at the end of the fiscal term. This finding was 

verified through the non-profit and for-profit status in skilled nursing facilities. Non-profit 

homes have higher revenues compared to for-profit; however, a for-profit facility has higher 

net income when compared to a non-profit home.     

5.4 Managerial Implications 

The most important finding of this study is that Malcolm Baldrige Health Care 

criteria play a greater role in a skilled nursing facility’s outcome performance than its 

capabilities. With regard to suggestions for the practitioner, the findings of this research 

study indicate that when long-term care facilities follow the government mandates—which 
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reflect Baldrige criteria—the homes can generate higher financial returns and better patient 

quality outcome. 

Other findings indicate that when a facility can predict and adapt to the market, as 

well as public and social requirements, this strategic action will lead to better internal 

processes, such as improving leadership, customer, and workforce practices. Information 

technology can also facilitate the firms’ capabilities of gaining knowledge in both supply 

chain and marketing knowledge in terms of identifying internal areas that need to be 

improved. When the skilled nursing facility encourages its employees to try and seek new 

ways of doing things, this behavior will be associated with better internal process 

performance.  

Overall, the facility’s capabilities are positively related to Malcolm Baldrige 

criteria, which are correlated to government regulation requirements. However, if firms 

coordinate supply chain management with their pharmacies, this is the only positive result 

between capability and patient health quality, such as lower number of deficiencies. 

Institutional theory is related to government involvement with the facility’s criteria. Higher 

levels of government involvement will lead to a positive relationship between firms’ 

capabilities and patient health quality, such as lower pressure sores.  

5.5 Future Research 

 This research did not support the general industry view that a firm’s capability 

should be associated with its performance. Therefore, a longitudinal study between a firm’s 

implementing its capability to outcome performance should be observed to verify whether 

the relationship will become significant and improve overtime. Additionally, the data for 

this present study was collected from five different states. A hierarchical analysis can be 
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applied in future studies to see the differences among states in capabilities and performance. 

We can also practice Meyer and Collier’s (2001) model to evaluate whether Baldrige 

criteria are generalizable in different health care organizations. Moreover, we should 

examine for-profit and non-profit facilities’ patient structural such as Medicare, Medicaid, 

or private-pay patients. Different patients’ status might result in different outcomes.  

Likewise, reimbursement issues should be further studied in light of the current 

trend of becoming patient-centered. In such a scenario, if the facilities receive a lower 

quality rating, the government can withhold the reimbursement fee or penalize the facilities 

until they meet the standard quality level. Therefore, the government regulations will 

definitely affect nursing homes’ strategies of focusing on quality or operational efficiency.       
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APPENDIX A 

ITEMS WITH LOADINGS 
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Construct / Item (Label) 
Factor 

Loading 

Adaptive Capability  

 Our firm can meet the social expectation quickly (ADC2d) 0.84 

 Our firm can predict the change trend of public policy (ADC2a) 0.75 

 Our firm can predict the changing trend of market demand (ADC1a) 0.75 

 Our firm can adapt to the change of market demand (ADC1b) 0.66 

 Our firm can predict the change of competitors’ actions (ADC1c) 0.62 

 Our firm can adapt to the change of competitors’ actions (ADC1d) 0.55 

Absorptive Capability – Management Knowledge  

 IT facilitates processing of supply chain knowledge (ABC4c) 0.75 

 IT facilitates processing of marketing knowledge (ABC4d) 0.66 

 IT facilitates acquisition of marketing knowledge (ABC4b) 0.66 

 IT facilitates acquisition of supply chain knowledge (ABC4a) 0.65 

Absorptive Capability – Supply Chain Knowledge  

 Our firm and supply chain partners (pharmacies) jointly assimilate and apply 

relevant knowledge (ABC5b) 
0.88 

 Our firm and supply chain partners (pharmacies) jointly search and acquire 

new and relevant knowledge (ABC5a) 
0.76 

 Our firm and supply chain partners (pharmacies) influence each other’s 

decisions through discussion rather than requests (ABC5f) 
0.67 

 Our firm and supply chain partners (pharmacies) jointly identify customer 

needs (ABC5c) 
0.66 

 Our firm and supply chain partners jointly (pharmacies) discover new or 

emerging services (ABC5d) 
0.56 

Innovative Capability  

 We are willing to try new ways of doing things and seek unusual, novel 

solutions (INC6c) 
0.88 

 In our company, we tolerate individuals who do things in a different way 

(INC6b) 
0.81 

 We encourage people to think and behave in original and novel ways 

(INC6d) 
0.58 

Coercive Isomorphism  

 The industry association requires our facility to follow government 

regulations (COI8f) 
0.78 

 Our main suppliers that matter to us believe that we should follow 

government regulations (COI8e)                                                                                              
0.69 
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Appendix A – continued 

 Our insurance company requires our facility to follow government regulations 

(COI8g) 
0.61 

Mimetic Isomorphism   

 Our main competitors who have adopted government policies are favorably 

perceived by others in the same industry (MII9b) 
0.93 

 Our main competitors who have adopted government policies are favorable 

perceived by their customers (MII9c)         
0.91 

 Our main competitors who have adopted government policies are favorable 

perceived by their suppliers (MII9d) 
0.50 

 Our main competitors who have adopted government policies are more 

competitive (MII9a) 
0.49 

Normative Isomorphism   

 Our facility provides continuing trainings for our employees (NOI10c) 0.71 

 Our facility believe in quality of the health care (NOI10e) 0.53 

Process Quality  

 Coordinating patient feedback across all departments (PRQ13b4) 0.82 

 Using multiple sources for patient feedback (PRQ13a2) 0.81 

 Our senior executives are involved in quality activities (PRQ11a1) 0.78 

 We use a variety of methods to measure employee satisfaction (PRQ12d2) 0.78 

 Employees are rewarded for learning new skills (PRQ12b4) 0.76 

 Our work environment supports the well-being and development of all 

employees (PRQ12d1) 
0.75 

 We derive employee development objectives from strategic objectives 

(PRQ12a2) 
0.74 

 We use performance feedback to improve our quality of care (PRQ11b3) 0.74 

 We use objective data to identify our competitive strengths (PRQ14c2)    0.73 

 Using patient feedback to plan future service delivery systems (PRQ13a3) 0.73 

 Employees are trained with problem-solving skills (PRQ12c3) 0.73 

 Identify potential (currently unserved) market segments (PRQ13a1) 0.71 

 We use our data to identify trends that help us set priorities in how our 

resources are used (PRQ14c4) 
0.71 

 Organizational planning is based on objective data which we have collected 

and analyzed (PRQ14c1) 
0.71 

 Our senior executives focus on improving patient care (PRQ11a2) 0.70 
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Appendix A – continued  

 We integrate public responsibility into performance improvement efforts 

(PRQ11c1) 
0.68 

 We use benchmarking information to identify areas that need improvement 

(PRQ14b2) 
0.68 

 Our employees can articulate the nursing home’s mission (PRQ11b1) 0.67 

 Our information systems support front line employees (PRQ14a3) 0.65 

Financial Returns  

 Net Patient Revenue (LGCNetRe) 0.91 

 Operational Margin (OpsMargin) 0.62 

Operational Efficiency  

 Operation Expenses (LGCOpsEx) 0.92 

 Total Salary (LGCToSal) 0.89 

Quality Ratings  

 Health Inspections (Zhinspec) 0.92 

 Overall Ratings (ZOvRat) 0.92 

Patient Health  

 Percent of low-risk long-stay who have pressure sores (ZNHI17a2) 0.68 

 Percent of high-risk long-stay residents who have pressure sores (ZNHI17a1) 0.68 

 Percent of short-stay residents who have pressure sores (ZNHI17a3) 0.40 
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APPENDIX B 

 

CONSTRUCT CORRELATIONS  



 

 

1
0

3 

 

 

AVE ADC ABCM ABCS INC PRQ FIN OPS QUA HEA COI MII NOI 

Adaptive Capability 

(ADC) 
0.618 0.786 

           

Absorptive Capability 

(ABCM) 
0.620 0.526 0.787 

          

Absorptive Capability -

Supply Chain (ABCS) 
0.628 0.597 0.482 0.793 

         

Innovative Capability 

(INC) 
0.730 0.514 0.293 0.359 0.854 

        

Process Quality (PRQ) 0.535 0.768 0.592 0.583 0.649 0.731 
       

Financial Returns (FIN) 0.667 -0.134 -0.106 -0.091 -0.100 -0.078 0.817 
      

Operational Efficiency 

(OPS) 
0.963 -0.103 -0.033 -0.061 0.006 -0.037 0.610 0.982 

     

Quality Ratings (QUA) 0.916 0.019 -0.097 0.065 0.023 0.037 0.152 0.228 0.957 
    

Patient Health (HEA) 1.000 -0.048 0.064 0.107 -0.079 0.052 -0.177 -0.185 -0.013 1.000 
   

Coercive Isomorphism 

(COI) 
0.670 0.270 0.307 0.294 0.160 0.289 -0.110 -0.074 -0.086 -0.027 0.819 

  

Mimetic Isomorphism 

(MII) 
0.748 0.313 0.293 0.255 0.229 0.233 -0.099 -0.071 -0.113 -0.019 0.336 0.865 

 

Normative 

Isomorphism (NOI) 
0.739 0.450 0.287 0.365 0.408 0.620 -0.044 0.009 0.144 0.022 0.273 0.064 0.860 

 

 



 

 104 

APPENDIX C 

SCATTER PLOTS 
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