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Abstract

Despite a significant progress achieved in the healthcare sector during last
decades, we need to admit the fact that many urgent problems remain un-
solved even in well developed countries. Along with other major factors,
economic causes of these problems hold a prominent position. It is then
necessary to think about a need of shifting from a view of hospitals as ever
being institutions existing by default in any society to a view of hospitals as
organisations with an incorporated economic mechanism, adapted to social
changes and relevant economic risks. With this regard, this paper seeks to
incorporate the concept of economic security of the hospital into Simons’
LOC model used in hospital management. We provide a brief overview of
the concept of economic security of the organization. We adjust this concept
for hospital management considering the healthcare system as an economic
system and taking main problems of the hospital and interests of stakehold-
ers in the core of strategy development. Further, we accommodate the con-
cept with the levers of control. The result of the paper is a revised Simons’
LOC model which provides a theoretical framework for further research on
hospital management and serves a modified management instrument.

Key words: HCO strategy, risk, economic security, health care management,
HCO management control.
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Introduction

In 1957, the World Health Organisation (WHO) defined a hospital as an
“integral part of a social and medical organisation, the function of which is
to provide for the population complete health care, both curative and pre-
ventive, and whose out-patient services reach out to the family in its home
environment; the hospital is also a centre for the trainings of health workers
and for bio-social research” (WHO, 1963: 9). This definition still remains
relevant. Hospitals are among the most important elements of health sys-
tems all around the world. The list of functions executed by hospitals is very
long; first of all, they are a meeting point for patients and doctors.

At the same time, as with any other organisation, the hospital is an ele-
ment in a network of stakeholders. The government, political parties and
NGOs, patients, employees, investors, and sponsors surround and interact
with the hospital. These stakeholders provide various resources: financial,
material, organisational, human resources, science-based support, etc. Si-
multaneously, they have their expectations regarding the performance of
the hospital. Some of these expectations are similar for all interested groups,
while others are specific for a certain group of stakeholders. Consequently,
it is erroneous to reduce hospital tasks to the provision of medical services.

Fulfilment of obligations to main stakeholders is an important prerequi-
site for a hospital’s survival and its stable functioning in the future. How-
ever, this side of the hospital life is overlooked. Moreover, hospitals operate
in an environment that is characterised by risks and uncertainty that make it
difficult to achieve all desired goals. Increase in resource demand for hospi-
tals is provoked by several causes, among which are a swell in world popula-
tion and ageing of population in developed countries; the emergence of new
diseases; an increase in the number of persons with chronic and incurable
diseases; climate changes; and economic and financial crises. These, and
other problems, are challenging for hospitals in both developing and de-
veloped countries. Inability to solve them effectively creates the need for
a new approach to hospital performance management that will allow find-
ing the optimal integration of the medical, economic, and social goals that
the hospital must achieve.

For this reason, this paper opens a discussion on the utility of the concept
of economic security of the hospital (ESH), which may serve as a modern
approach in hospital management. By integrating the economic and man-
agement vision of the hospital and focussing on the protection and realisa-
tion of stakeholders’ interests, ESH supplements other approaches to strate-
gic management, such as Simons’ levers of control.
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1. Economic problems of the hospital

Nowadays, it is usual to speak about hospital problems through the prism
of budget constraints. According to the World Health Organisation, more
than a billion of the world’s population do not have access to medical serv-
ices because of poverty (WHO, 2013a). 11.9% of all expenses on healthcare
systems of the world are “out-of-pocket expenditures” (WHO, 2010; WHO
,2013b). In some of the most impoverished countries, this indicator exceeds
70%. More than 57 countries in the world suffer from a critical shortage of
healthcare workers, and insufficient financing plays a vital role in this case.
All these problems specifically concern hospitals taking into account that
they absorb the largest part of financial resources (McKee, Healy, 2002).

At the same time, we cannot solve the problem of financing only by in-
creasing the budget. Previous research demonstrates that the countries with
highest expenses not necessarily have the most efficient healthcare systems
(WHO 2010; Stasse, 2012). It calls for a search of different approaches to
decrease expenses and simultaneously maintain the volume and quality of
medical services on the necessary level. Firstly, healthcare is not only an in-
dividual problem; it has a social nature (Stasse, 2012). Many diseases appear
because of risky behaviour. Malnutrition provokes obesity, diabetes, and
cardiovascular disease; smoking provokes cancer, specifically, lung cancer;
alcohol and drug abuse; violation of rules of personal hygiene; and practice
of a disordered sexual life that provokes a decrease in the number of sexu-
ally transmitted diseases, which include incurable diseases like AIDS and
hepatitis C. The fight against this type of behaviour becomes one of the
main objectives of hospitals. In this case, the economic goal is linked with
the medical and social goals, because a decrease in number of patients with
such diseases allows hospitals to solve some urgent social problems and
economise their limited resources.

Secondly, many hospitals continue using outdated methods, technolo-
gies, and medications because of limited access to new technologies and
new, more efficient medications. Moreover, absence of qualified personnel
decreases the effectiveness of medical treatment, increases secondary un-
desirable effects, and increases the number of days in hospital. As a result,
the costs of treatment rise considerably. Therefore, it becomes inevitable
and necessary to involve medical workers in the struggle against hospitals’
economic problems.

Finally, organisation of work at hospitals can be inefficient and coun-
terproductive. For instance, the use of manual procedures for the reception
and maintenance of documents may require more time and costs than an
electronic system. In turn, inefficiency of reception or poor organisation of
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medication delivery may negatively influence subsequent performance of
medical services. We can provide a number of similar examples that consti-
tute operational problems in hospital management.

2. Presentation of the concept of the economic security
of a hospital

The idea of economic security came from the research fields of politics
and macroeconomics (Baldwin, 1997; Collins, 2013), which consider the
state, region, family, or individual an object of security. Initially, economic
security was associated with the idea of protection of economic interests of
an object of security. This approach became one of the most discussed in re-
search papers on economic security of the organisation in Russia, Ukraine
and other post-Soviet countries (Ivanova, 2011; Kozachenko et al. 2003;
Shemaeva, 2010).

Further studies on the economic security of the organisation link eco-
nomic security to other concepts and notions (Shutyak et al. 2014). Among
these concepts on the first place are risks, threats and opportunities of the
external and internal environment of the organization. Simultaneously,
some researchers propose to study the economic security of the organisa-
tion as a combination of several components that represent different di-
mensions of organisational activity. Similarly, we propose to represent the
economic security of the hospital by taking into account the specifics of
hospitals’ functioning.

With regard to this study, the interests of the hospital must be formu-
lated by taking into account the interests of its stakeholders. Therefore, we
propose a simplified definition of hospitals’ economic security as a state of
organisation that assures the accommodation and realisation of its stake-
holders’ interests from a short- and long-term perspective through the elim-
ination of threats and use of opportunities that are limited by principles of
medical ethics. Based on this definition, we present ESH diagrammatically
(see Figure 1).

In this context, a hospital’s strategy must be developed with due consid-
eration of interests and expectations of its stakeholders. Further, we must
take into account the fact that it is difficult to speak about an individual’s
security without assuring a certain level of collective security. At the same
time, to achieve this goal, all interested groups must be involved in the
process of maintenance of ESH. The principle of collaborative work, or the
implication of all parties, becomes obligatory on the executive/operational
level.
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Further, the four main interrelated dimensions of ESH include the budg-
etary, medical, social, and operational dimensions. The budgetary dimen-
sion seems to be the most important because many hospitals’ problems are
considered from the point of view of deficient finance resources. However,
a focus on the economy of hospitals does not give lower priority to medical
aspects. As mentioned above, there are reciprocal links. The quantity and
quality of limited resources determines, in large part, the quality of serv-
ices provided by the hospital. Simultaneously, medical activity influences
the utilisation of hospitals’ resources.

Figure 1. The revised concept of economic security adopted for hospitals

Strategic level =
= The principle of accommodation of interests of stakeholders

The dimensions of economic security of hospital (ESH)
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Threats and opportunities of the external environment
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Social and operational components also play important roles. Social di-
mension is connected to diseases caused by risky behaviours, such as mal-
nutrition, smoking, abuse of alcohol and drugs, etc. (Stasse, 2012). The fight
against such behaviour becomes one of the highest-priority tasks for hospi-
tals. And, in this case, it involves prevention of both economic and medical
negative consequences. In turn, the operational component is linked to the
organisation of work within a hospital and determines the efficiency of pro-
grammes within the three previous dimensions of ESH.

Finally, it is necessary to take into account the specificities of the hospi-
tal environment, which is characterised by changes that are provoked by the
general economic, social, and political situation in a country. Uncertainty
of the external environment creates conditions for threats and opportunities
for the hospital. Simultaneously, opportunities are always limited by the
principles of medical ethics (Lartigau, Nobre 2011; WMA, 1994), which
serve as a filter for managerial decisions.
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3. Simons’ levers of control

Despite certain critics, Simons’ levers of control have been used fre-
quently for both private and public organisations, including hospitals (Alc-
ouffe et al. 2013; Lartigau, Nobre, 2011; Tessier, Otley, 2012; Widener, 2007).
Simons built his theory as a system of opposing positive and negative forces
(see Figure 2).

According to Simons, an organisation may implement its strategy suc-
cessfully if it balances these forces. In his model, two levers of control — be-
lief systems and interactive control systems — represent positive inspiring
forces when two others — boundary systems and diagnostic control systems

— are negative constraining forces (Simons, 1995).

Belief systems concern core values communicated within an organisa-
tion to “inspire and guide organizational search and discovery” (Simons
1995: 36). It helps tackle problems and motivates employees to be creative.
In turn, boundary systems serve to limit employees’ behaviour based on
risks to be avoided. Simons underlines that managers cannot dictate to in-
dividuals which opportunities to use. Instead, they may communicate some
basic rules defining what employees should not do. With this logic, bound-
ary systems become “a prerequisite for organizational freedom and entre-
preneurial behaviour” (Simons, 1995: 41) and, along with belief systems,
create a focussed space within which employees exploit organisational
opportunities.

Figure 2. Simons’s levers of control

Beliefs Boundary
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Source: Simons, 1995.

The other positive forces, interactive control systems, focus on strategic
uncertainties and represent “formal information systems that managers use
to involve themselves regularly and personally in the decision activities of
subordinates” (Simons, 1995: 95). Simultaneously, diagnostic control sys-
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tems are used by managers to monitor organisational performance and in-
tervene in cases of deviation from established standards.

4. Integration of ESH with Simons’ levers of control

The concept of ESH is especially interesting for strategic management
since it determines a horizon of action and objectives and specifies priori-
ties. Strategic values of the concept of ESH make it worth operationalising
for further utilisation in practice.

Simons’ model proved its usefulness in hospital management (Lartigau,
Nobre, 2011). Moreover, the levers of this model can be easily superimposed
with the elements of the concept of ESH. Therefore, we propose to integrate
the concept of ESH with the Simon’s model of levers of control (Lartigau, No-
bre, 2011; Simons, 1995; Tessier, Otley, 2012) as demonstrated in Figure 3.

Firstly, we propose to place in the core of the model four dimensions of
ESH and thus four dimensions of hospital strategy: budgetary, social, medi-
cal and operational. These dimensions are connected to one or another way
to all levers of control.

Belief systems. This is a very important lever of control with regard to
the economic security of an organisation because its purpose is to “secure
the commitment of employees towards common goals while inspiring them
to search for organizational opportunities” (Arjalics, Mundy, 2013). Belief
systems aim at cultivating among employees an understanding that their
individual economic security interrelates closely with organisational secu-
rity. It is important for an organisation to assure that an individual will not
practice opportunist behaviour in search of personal economic security to
the disadvantage of the organisation. For security reasons, the goals of em-
ployees should not be in conflict with organisational goals. Therefore, we
incorporate in the Core Values the principle of collaboration or the principle

“one for all and all for one” as a value that managers should communicate to
other employees and implement into practice at all organisational levels.
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Figure 3. Revised Simons’s levers of control
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Boundary systems. The boundary systems in hospital management con-
trol are based on relevant risks and threats to hospitals. Among them, spe-
cial attention is on threats to realisation of principles of medical ethics (Lar-
tigau, Nobre, 2011). This lever allows managers to assure the secure behav-
iour of employees and simultaneously give them a certain level of freedom.
It enables the exploitation of opportunities in a conscious, responsible way.

Interactive control systems. Interactive control systems allow managers
to search for new positions and best strategies in changing environments
that are characterised by risks and uncertainty. It allows assuring econom-
ic security of an organisation in a dynamic way rather than maintaining
a fixed state of organisation during a long period of time. As positive forc-
es, interactive control systems allow an organisation to assure its security
through dynamic, flexible, and well-timed decision making.

Diagnostic control systems. Critical performance variables must corre-
spond to the four dimensions of a hospital’s economic security — budget-
ary, medical, social, and operational. Diagnostic control systems, similar to
boundary systems, set limits on employees’ behaviour, on the one hand, and
direct employees’ efforts towards clear goals on the other. Unlike interactive
systems, diagnostic systems tend to orient an organisation towards a certain
state that is characterised by clear performance indicators. Simultaneously,
it does not mean freezing the organisation at a certain level of development.
It is, rather, a road map where indicators as road signs not only forbid but
also prevent and orient a driver.
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Network system of stakeholders. The key change in Simons’ model is
the introduction of the fifth lever, which is responsible for the harmonisa-
tion of a hospital’s interests with the interests of its various stakeholders.
We introduce this lever of control as a separate dimension of managers’
attention, which is one of the core elements of the concept of ESH. What
is important with this lever is that it presents a trade-off or contradiction
between positive and negative forces. On the one hand, the organisation
needs to protect its own interests and struggle for its full realisation, which
can be interpreted as the necessary and inevitable infringement of the rights
of other stakeholders. On the other hand, no organisation can survive in
isolation and is dependent, to one or another extent, on its stakeholders and
needs to take their interests into account. Although the “win-lose” strategy
has been proven effective in certain situations for the long-lasting prosper-
ity of organisations, including hospitals, the “win-win” strategy is the only
key to success.

Conclusions

The aim of this paper was to adopt the concept of economic security to
managerial practice in hospitals. Based on the literature on the economic
security of the organisation and hospital management, we revised the theo-
retical foundation of this concept of economic security by highlighting dis-
tinctive features that are relevant to hospitals as specific organisations. First
of all, we took into account the main problems that hospitals in all countries
face. We focussed on the four main dimensions of economic security of
the hospital — budgetary, social, medical, and operational — in their strong
interrelation with the interests of the various stakeholders of a hospital. In
addition, we took into account a vital need to assure compliance with the
rules of medical ethics.

When integrated into Simons’ LOC model, the concept of ESH can be
useful for managers of hospitals as well as for representatives of interna-
tional organisations who are responsible for the development and implemen-
tation of universal politics in the healthcare sector. Thus, the article contrib-
utes in several ways to managerial application of the concept of ESH. First,
we argued in favour of practical implementation of the concept through the
use of the levers of control model, which has already proved its utility in
the hospital environment. Second, the fifth lever of control that we added
to Simons’ model focuses managers’ attention on an important component
of a hospital’s economic security: the network of stakeholders. This lever
contributes to the goal setting and choice of decisions at an organisation’s
strategic level. It requires managers to build their decisions in a way to
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protect the organisation’s interests simultaneously with their accommoda-
tion of the interests of groups of stakeholders. Third, we proposed to build
belief systems around the core security principle of collaboration.

Finally, the paper provided a conceptual framework for future research.
Thus, there is a need to develop instruments to measure economic security
of the hospital, perception of this security by hospitals’ employees, imple-
mentation of the principle of collaboration, and compliance with the re-
quirement of interest harmonisation.
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