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Abstract

The economic behaviour of the hospital was discussed through two approaches,
namely (1) the company standard model and (2) the non-profit hospital model. The company
standard model refers to the behavior of institution in maximizing profits. The definition of
profit or non-profit is not understandable in Indonesia. The limitation of the non-profit is that
there is no party may receive or ask for the dividend (SHU). The dividend means the
difference between income and cost or called as profit in a general business institution. In the
United States, two other characteristics distinguish non-profit and for-profit status. The first,
non-profit institutions do not need to pay corporate taxes and are often exempt from property
taxes, land taxes, and sales taxes. The second, the donations to non-profit institutions will
reduce taxes for donors. The definition of non-profit in the United States is still difficult to be
implemented in Indonesia. The tax treatment is relatively similar between non-profit and for-
profit hospitals. Thus, in the hospital sector in Indonesia, it can be stated that during the
transition from social to socio-economic institutions, the overview of for-profit and non-profit
forms is still vague.
Keywords: economic behavior, hospital, healthcare institution, government, company
1.  Introduction
The company aims to generate a maximum profit and to have adequate ability in achieving

goals following the development of the environment. The hospital in the form of a company
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is operating to look for profit. Eventhough in reality, this goal may not be achieved as quickly
and as large as finance companies because the hospital's profit-oriented economic
environment is not as powerful as other sectors [1].

In the Circular Flow model, there are at least three components of a business entity,
namely: (1) workers or people who are paid a fixed salary and have work regulations; (2) a
manager who is responsible for the decisions-making, and monitoring workers; and (3)
owners who have capital and who responsible for business financial risk. In the standard
model of the company, there is a separation between the owner and the managers [2].

The separation between the owners and the managers is one of the characteristics of
modern business institutions. With the presence of a company on the stock market, there are
likely thousands of shareholders. Most of them certainly do not have to deal with business
decisions [3]. This situation causes the ownership of business institutions become impersonal.
Also, this separation results in an organizational structure that is the standard of a company,
namely the existence of Board of Directors and managers who carry out daily management
jobs [4].

In large and open companies, the number of shareholders will increase. These
shareholders incurs a considerable information cost in controlling the managers. The owner
of capital becomes difficult to follow the strategies implemented or directed by the company.
Essentialy, the control mechanism by the owner of capital over the manager is imperfect [5].

The roles of the Board of Directors in a hospital in the form of company are similar to
the general company. They play as a major milestone in the internal control mechanism. In a
system that refers to good corporate governance, some regulations describe the roles of
managers and boards. One of the main roles of the board is to oversee the performance of
managers on behalf of shareholders. If the board members judge the manager's performance

results are not in accordance with the expectations of shareholders, then they can lay off and
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displace the manager with someone who is more capable [6]. This certainly applies based on

the agreement of the board members. Consequently, this threat encourages managers to work

to meet shareholder expectations, namely getting bigger dividends [7].

In a company, the general responsibility of the Board of Directors is monitoring the
managers on the mandate of the company's shareholders. In detail, the responsibilites are
include:

1. Reviewing and directing the business institutions strategies, grand plans, risk policies,
annual budgets, and business plans; establishing performance indicators, monitoring the
implementation and performance of business institution, and supervising the capital costs.

2. Selecting, providing compensation, monitoring and if it necessary the board can replace
the directors, and supervising the replacement planning.

3. Reviewing executive and board payments.

4. Monitoring and managing various potential conflicts in management.

In this case, the development of hospital corporate governance can be discussed
through approaches, namely: (1) the company standard model that maximizes profits; and (2)
the non-profit hospital model. These models have a corporate governance system in
achieving the hospital goals. The corporate governance system in a for-profit hospital is
increasing profits as much as possible [8]. Meanwhile, the corporate governance system in
non-profit hospitals aims to ensure that the hospital's mission can run as efficiently as
possible.

Initially, the existence of a Board of Directors (in a for-profit hospital) or a Board of
Trustees (in a non-profit hospital) functioned as ‘stamps’ that validated the directors
decisions. Another initial function is to raise humanity funds or get political support.

Consequently, many Board members come from among politicians, businessmen, informal
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leaders in society, or philanthropists. However, in the United States, it is reported that the
function of the Board in the hospital is becoming more decisive in management decisions.

An example of corporate governance for a for-profit hospital is the presence of the
Board of Directors at the University Health System Ltd. owned by Tulane University (20%
share) and Columbia, a for-profit company operating in the hospital network (80% share).
There are ten members of the Board which consists of five people from Tulane University
and the other five come from Columbia. The leader of Board comes from Tulane University.
All major decisions must be approved by three members from Tulane University and three
members from Columbia. Decisions requiring a majority vote from the Board are relating to
the appointment and displace of hospital directors, business development or removal of
hospital services, modification of academic support, and purchase of teaching hospitals
within a 75-mile radius.

In the context of the corporate structure, there may be differences in behavior between
the shareholders who want to maximize profits and the company's managers, as well as
employees [9]. Managers may have other goals besides maximizing profits namely increasing
sales, increasing market share, and pursuing fast company growth. Managers are not owners,
but they are paid professionals to manage the company. The manager's salary tends to
increase according to the increase of total sales. Thus, it is understandable if managers tend to
increase sales (sales maximizer). However, there is also the behavior of managers who tend
to look other satisfaction from their work [10]. Symbols of satisfaction that are often used
are: luxurious office space, owning a nice company car, being a member of an executive club,
and so on.

In a group of employees, the profit maximization motive is not the main point, unless
the employee is also a shareholder. The pleasure and comfort work factors are the demands of

employees which may reduce profits. Perhaps the employee demands annual family
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recreation or the construction of sports facilities in the office. At a certain point, the demands
of employees can be carried out using demonstration which strikes at work. It often happens
in Indonesia lately [11].

The purpose of managers and employees in working is not only for profit. It can
trigger what is called X-inefficiency. Companies are forced to spend budgets that should not
be necessary for the survival and development of the company [12]. The contradiction often
occur between owners, managers, and employees regarding these life behaviors. In various
religious hospitals, conflicts between employees, hospital owners, and directors can also
happen.

Some of the company owners behaviour aims to find other satisfactions besides profit
from the company. In this condition, the owner think that the amount of the profit is not a
problem. The most important point is that the profit earned can help other things for the
company such as giving sponsorship to sports associations or giving scholarships. However,

in general, the owners want to increase their profits as much as possible.

2. The Model of Government-Owned Hospital and Private Non-Profit Hospital

All government-owned hospitals are non-profit institutions. Although the new
developments have emerged, such as service companies, regional technical institutions,
regional technical implementation unit (UPTD), or self-financing hospitals. Practically, the
government-owned hospitals have not turned into for-profit institutions. The clear thing is a
process that leads to the forms of business institutions, although there are hospitals which are
managed as bureaucratic institutions. Likewise, many various private hospitals which are
non-profit. Those are generally owned by religious, social, and humane foundations or
individuals. In discussion of non-profit hospitals, the concept was similarly to the for-profit

hospitals.
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In line with economic theory, profit is important for development of an institution.
The question is that why are there non-profit institutions in the world? The persistence of
non-profit business institutions shows that not all sectors of life are affected by the market as
depicted in the Circular Flow model. In various sectors such as education, health, and
transportation, there can be various things that cause market failure, for instance, the
existence of externalities and public goods. Externality will require the role of government.
By providing free medicines for a group of people with Tuberculosis, then the government
can protect the healthy people who have the possibility of being infected by those who are
sufferer.

Some health services are characterized by non-excludable public goods. It means that
it is impossible to limit the services provided to community. As an illustration, non-
excludable hospital services for the poor. This means that services must be free for the poor
who need them. Tariffs setting at this hospital will be difficult because the poor cannot afford
to pay [13].

In providing services to community who have externalities and who have the
characteristic of public goods, the government has a budget as a manifestation of the political
attitude of the welfare state. Then, the option to organize government health service agencies
has arisen [14]. Moreover, the number of government-owned institutions is insufficient to
provide services. Another option is by contracting out service activities to private institutions.
In this case, an oddity will arise if the government provides health services contract that
contain externalities and have the characteristic of public goods to for-profit institutions.
Logically, the government funds can be distributed to non-profit institutions through a
subsidy mechanism or the government ostensibly to buy services from this non-profit

institution [15].
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When viewed from the perspective of community funds, the provision to non-profit
institutions is still sustainable. Some people still have the intention to donate even though the
amount is not large. In the United States, up to 1996, 3% of total hospital revenue came from
humanity funds. The humanity factor is the background of this contribution from the
community. Also, in this aspect, the non-profit hospital can move better than the for-profit

one.

3. Non-profit Hospital Organizational Structure

The owner of government-owned hospitals is the Department of Health for the central
general hospital (RSUP), the province or district or city governments for regional hospitals,
while the armed forces and national police for military and police hospitals. The state-owned
enterprises hospitals (BUMN) are grouped into private hospitals. The government as the
owner of the hospital is in the position of board of trustee or superior of the appointed
hospital directors. The relationship between the owner and the manager is part of the
government bureaucratic system. Hence, the management positions in government-owned
hospitals still use a bureaucratic model with an echelon system. The higher the structural
position in the hospital, the more it requires a higher echelon. In this case, there is an obvious
separation between the owner and the manager. However, this relationship does not use the
concept of corporate governance but relies more on the relationship between superiors and
subordinates [16]. The criteria for the recruitment of government-owned hospital directors are
often incomprehensible. It was only in 2001 that a new system of recruitment of directors for
central government hospitals was carried out by the Directorate General of Medical Services.
In local government-owned hospitals, the government as the owner generally have a position

on the Board of Trustee.
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As discussed, the separation and working relationship between owner and manager
becomes important in the private for-profit hospital. In contrast to private for-profit business
institutions, for example in the form of limited liability company (PT), some private non-
profit business institutions operating in hospitals do not have a separation between the
owners, the managers or the employees. Hospital owners are commonly acts as foundations
and also as hospital managers. Within this framework, the relationship between the
foundations and the directors can be a problem. The ambiguous relationships between
directors and owners, make the internal control system which is the ‘fundamental’ of good
corporate governance can not be executed. The term of Board of Trustees as in non-profit
hospitals in the United States is not popular in Indonesian hospitals. This can be understood
since the corporate governance model in Indonesia is more influenced by the continental
model which uses the term Board of Commissioners, not the Board model like in the United
States. Conceptually, there is an unclear division of roles between foundations and hospital
managers in Indonesia.

Various factors can affect the emergence of problems in the relationship between
managers and hospital owners, among others: the members of the foundation who do not
have the understanding and expertise regarding hospitals, the foundation has concurrently
held positions with the board of directors which causes a conflict of interest; the managers do
not understand the importance of control systems and other things [17]. Consequently, it is
not surprising that conflicts arise between foundations and directors, or between members of
the foundation, or between members of foundations and foundation owners. This conflict also

occurs in religious institutions that should be free from conflict.
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4. Conclusion

As the name implies, a non-profit institution does not look for the profit. In this situation, the
important questions are; What encourages owners, managers, and employees to cooperate? Is
it financial motivation, heavenly motivation, humanitarian motivation, or others? This is
interesting to be observed because the owners of religious hospitals, for example, Catholic
hospitals, certainly have a heavenly mission to provide health services to those who need.
However, do the specialists or nurses who work in Catholic hospitals also have the same
motivations? Or is there another motivation? Various cases show incompatibility between the
owner and employee behavior. For instance, some of the directors of religious hospitals are
nuns working on a heavenly basis. However, the specialist doctors who work in this religious
hospital are professionals who have income based on the market desires and standards.
Consequently, there is a peculiarity namely that religious hospitals are currently ideal
workplaces for doctors to earn very high incomes. This is contrast to the principles of equity

and simple life which are religious teachings.
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