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ABSTRACT: Accounting research raises the concern that firms in the health care and defence contracting industries,
when facing a dual payment system with both cost-based and fixed-rate payments, have an incentive to reallocate
overhead costs through increasing inputs used in cost-based operations. However, prior literature reports contradictory
empirical evidence regarding such real activity manipulation. Drawing on the institutional perspective, we hypothesise
that firms' market power and interorganisational dependence affect their cost-management strategies and choice of
overhead allocation in response to dual payment systems. Analysing the data of California hospitals from 1980 to 1991,
we find that when facing a dual payment system, dominant (strong market position) hospitals adopt a cost-revenue-
enhancing strategy, increasing direct costs for cost-based services without containing costs in fixed-rate services. In
contrast, nondominant hospitals choose a cost-reduction strategy and improve operation efficiency on fixed-rate
services. We also find that nondominant hospitals shift more overhead costs away from fixed-rate services to cost-
based services by reclassifying the allocation bases across services; combining this cost shifting with the cost-reduction
strategy, nondominant hospitals demonstrate the compliance with the regulation expectation of cost containment.

KEYWORDS: Accounting research, Health care industry , Defence contracting industry , Dual payment system ,Cost-
based payments, Fixed-rate payments, Overhead costs , Institutional perspective , Market power Inter organisational
dependence, Cost-management strategies, Overhead allocation ,Cost-revenue-enhancing strategy , Cost-reduction
strategy, Operation efficiency, Cost shifting.

L. INTRODUCTION

The healthcare industry is undergoing significant transformation due to factors such as rising healthcare costs, aging
populations, and technological advancements. Hospitals, as central players in this industry, are under constant pressure
to improve efficiency and reduce costs. Strategic Cost Management (SCM) offers a systematic approach to identify and
eliminate unnecessary costs, optimize resource utilization, and enhance overall financial performance.Strategic cost
management (SCM) plays a pivotal role in maintaining the financial sustainability of hospitals, especially in the face of
significant institutional changes. Hospitals operate in a complex environment characterized by regulatory pressures,
evolving reimbursement models, and intense competition. These dynamics necessitate innovative approaches to cost
allocation and management.

This paper investigates how institutional changes, particularly the adoption of dual payment systems, influence cost-
management strategies in hospitals. Drawing from institutional theory, the study examines the impact of market power
and interorganizational dependence on cost-management decisions.

II. LITERATURE REVIEW
Strategic Cost Management in Healthcare
SCM involves designing and implementing cost allocation and operational efficiency practices to achieve financial

objectives while maintaining service quality. In healthcare, SCM is critical due to rising costs and the demand for
affordable, high-quality care.
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Institutional Changes and Cost Allocation

Institutional changes, such as dual payment systems, create complex financial incentives. Cost-based payments
incentivize higher spending on specific services, while fixed-rate payments reward cost containment. These shifts
require hospitals to adapt their cost allocation strategies to optimize revenue and control expenses.

Market Power and Inter organizational Dependence

Hospitals with strong market positions, such as those with dominant roles in their regions, have greater flexibility in
managing costs and negotiating with payers. In contrast, nondominant hospitals face constraints that necessitate stricter
cost-control measures.

This section will delve into the existing literature on SCM and its application in healthcare. It will explore the following
key areas:

*Core concepts of SCM: Activity-based costing, value chain analysis, target costing, and benchmarking.

*SCM in healthcare: Unique challenges and opportunities in the healthcare context.

eInstitutional factors influencing SCM adoption: Organizational culture, leadership, and regulatory environment.
*Empirical studies on the impact of SCM on hospital performance.

III. RESEARCH METHODOLOGY

This research will employ a mixed-methods approach, combining qualitative and quantitative research techniques. The
specific methods may include:

eLiterature Review: A comprehensive review of academic literature, industry reports, and case studies.

*Case Studies: In-depth analysis of specific hospitals that have successfully implemented SCM strategies.

*Surveys: Data collection from healthcare professionals to assess their perceptions of SCM and its impact.

«Statistical Analysis: Quantitative analysis of financial and operational data to identify cost-saving opportunities.

IV. FINDINGS

This study uses a mixed-methods approach, combining quantitative analysis of California hospital data from 1980 to
1991 with qualitative interviews of healthcare administrators. The dataset includes financial performance indicators,
overhead allocation patterns, and market characteristics.

Findings The findings underscore the influence of market power and institutional pressures on cost-management
strategies. Dominant hospitals capitalize on their market position to enhance revenue, while nondominant hospitals
focus on regulatory compliance and operational efficiency. These strategies reflect the dual imperatives of financial
sustainability and institutional adaptation.

Cost Management in Dual Payment Systems

Dominant Hospitals: These organizations adopt cost-revenue-enhancing strategies, increasing direct costs for cost-
based services while maintaining or slightly reducing costs in fixed-rate services.

Nondominant Hospitals: These institutions focus on cost containment by improving operational efficiency in fixed-
rate services. They also engage in overhead cost shifting, reallocating expenses to cost-based services to align with
regulatory expectations.

Institutional Pressures and Compliance

Institutional changes drive hospitals to innovate in cost management. Nondominant hospitals demonstrate greater
compliance with regulatory expectations for cost containment, leveraging cost-reduction strategies and efficient
resource allocation.The findings of this research will be presented and discussed in detail, focusing on the following
key areas:

The impact of SCM techniques on cost reduction and efficiency improvement.

The role of institutional factors in facilitating or hindering SCM implementation.

The challenges and barriers to effective SCM adoption in hospitals.
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V. CONCLUSION

Strategic cost management is integral to hospitals' ability to navigate institutional changes. This study highlights the
critical role of market power and interorganizational dependence in shaping cost-management strategies. By aligning
cost allocation practices with institutional demands, hospitals can enhance their financial performance while meeting
regulatory expectations.This research paper will conclude by summarizing the key findings and implications for
healthcare organizations. It will highlight the importance of strategic cost management as a critical tool for achieving
sustainable cost reduction and improved quality of care. Additionally, it will provide recommendations for
policymakers, healthcare administrators, and clinicians to foster a culture of cost consciousness and drive innovation in
healthcare delivery.
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