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Abstract

The Republic of Kazakhstan is constantly moving towards modernization of medical and healthcare services. The industry of
healthcare, while being a top priority for the government and a socially sensitive industry, has processes and business operations of
any other sector and therefore was a subject of reforms in terms of governing and control. Corporate governance has proven to be an
effective tool for large-scale businesses and therefore is chosen as a path to efficient and productive healthcare delivery solutions. This
is the first of a series of articles about corporate governance in healthcare in the Republic of Kazakhstan. It contains a brief overview of
corporate governance as it is and in healthcare settings and the national healthcare system.

Keywords: Corporate Governance, healthcare reforms, Republic of Kazakhstan.

Corresponding author: Serzhan Aidossov, Founder of the Republican Public Association “Kazakhstan Association of Healthcare
Managers”, Nur-Sultan, Kazakhstan
E-mail: serzhan.aidossov@gmail.com

J Health Dev 2022; 1 (45): 47-52
Recieved: 08-03-2022
Accepted: 14-03-2022

This work is licensed under a Creative Commons Attribution 4.0 International

SHo



Journal of Health Development, Volume 1, Number 45 (2022)

Introduction

Corporate Governance (CG) is usually referred
to as the collection of mechanisms or the system of
guiding principles according to which the companies,
organizations, and corporations are controlled and
operated. There might be various parties involved
in the decision-making process when it comes to an
organization's governance. While each party has its own
interests and motivations, there is a high possibility of a
conflict of interest between various entities in a system.
According to Grant [1], corporate governance is related
to the interplay between the key actors in a system-
shareholders and managers. In other words, the conflict
of interest might occur due to the differences in wants
between the shareholders, commonly referred to as the
«principle» and the upper management or the "agent".
Likewise, the diverging views between shareholders
are called "principal-agent problems". These conflicts
of interest could be resolved through the application of
corporate governance principles.

In essence, corporate governance principles
set the rights and responsibilities of each legal entity or
participant in a system to avoid conflict of interest and
make consensual decisions. Consequently, by ensuring
the rights of shareholders, reconciling the interests of
managers, and maintaining a transparent environment,
each entity within a system can contribute to the value
creation and growth of the organization [2].

Itis worth noting that the fundamental mechanisms
of corporate governance apply to corporations and any
organization where mitigation of conflicts of interests
between various stakeholders is necessary.

Even though the healthcare sector did not receive
much attention in the discussion of corporate governance,
the latter seems to be crucialin meeting the ever-increasing
demand for healthcare services and addressing the
political and economic challenges. Within the scope of this
report, the implications of corporate governance principles
in Kazakhstan's healthcare sector will be discussed. The
paper begins with a general overview of CG principles
outside and within the healthcare sector, outlining the
implications of CG integration into the healthcare sector
of Kazakhstan. The purpose of this paper is to familiarize
readers with some issues of corporate governance in
Kazakhstani healthcare settings.

The search strategy included:

» Examination for national legislative documents.
* The Health code.

« State Laws.

« State Health Care Development Programs.

* Selected peer-reviewed publications found on
Google scholar to examine the international experience

on the matter.

The principles of Corporate Governance

The current discussions of corporate governance
usually revolve around the three significant documents
released in 1990. These are the Principles of Corporate
Governance by the OECD from 1990, 2004, and 2015, the
Cadbury Report from the UK in 1992, and the Sarbanes-
Oxley Act from the US in 2002. The first two documents,
the OECD report and the Cadbury Report, describe the
general core principles of which business should operate
to be appropriately governed. Although within the scope
of these documents, Corporate Governance is discussed
extensively, there are four major and universal principles
of Corporate Governance:

1. Accountability;
2. Fairness;

3. Transparency;
4. Responsibility.

The governance within the organization is
performed through the Corporate Governance Code that
holds the board of directors or the «principle» accountable
to the organization's shareholders or the governing body.

Additionally, the Code defines the guiding principles for
the board of directors into the decision-making process
within the organization and into the monitoring of the
management or the "agent". The following principle,
fairness, refers to the idea that the interests and rights of
all shareholders must be protected, and each shareholder
must be treated equally in respect to others. In case
the rights of shareholders are violated, the board of
directors or the «principle» are obliged to compensate
for the shareholders' losses or, in other words, to redress
effectively. Along with the fairness component, Corporate
Governance is based on transparency. The organization
or the company must disclose all of the necessary
information on financial, environmental, or social situations
within it, including the evaluation of performance, the
ownership structure, and the governance structure. This
information must be accessible freely and on time to all
stakeholders. The last principle, responsibility, refers to
the idea that the organization that adopted the corporate
governance seeks cooperation with the individuals or
companies for its development and stability.

Corporate Governance in the context of the Healthcare Sector

Before discussing corporate governance in the
healthcare sector specifically, it is essential to point out
the two types of organizations present in the healthcare
industry: profit and non-profit. As described by Brickley
et al. [3], the first distinction to be made is that non-profit
organizations could be defined as those institutions
whose governing entities or the «principal» do not get
the residual profits. Because of that, while non-profit
organizations might be subjected to the lower levels of
conflict of interests between shareholders, the managerial
control mechanism arises. It means that the managers or
the «agent» might lack the discipline or the motivation to
improve their performance due to the absence of financial

stimuli. In addition, it is suggested that due to the non-
profit nature of the organization, the effectiveness of the
donor and customer monitoring mechanisms might be
limited.

Moreover, while for-profit boards or «principle»
access the performance of their organization based
on the quantitative measures as the profit they are
making, the non-profit boards have other measures of
effectiveness in terms of the quality of the patient care
services, social equity, improved access towards health
care and so on [4]. The significant difference between for-
profit and non-profit organizations arises from ownership
and control. The operation of non-profit organizations is
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usually initiated by a wide range of stakeholders, such as
the government. In contrast, the governance of for-profit
organizations is conducted through the accountability of
the boards of directors and upper management towards
the shareholders.

In general, the governance of the healthcare
sector is indeed an important subject that should not be
underestimated. The nation's well-being depends upon
the efficient governance of the healthcare sector and
timely and orderly decision-making within a system, but
the healthcare sector is also a substantial part of the
current economy [5]. Likewise, according to Boscheck
[6], the growth of up to 30% of GDP is expected by
the healthcare sector in OECD countries by 2030. The
challenges posed towards the healthcare sector in terms
of the rising costs, technological changes, complex ethical
issues, calls for sustainability, political and economic
changes, and escalating service demands add up the
burden to the management and operation of the system.

Along with these constraints, some healthcare
systems are owned by the government, where the
board of directors - "the principle" is appointed by the
government itself. As Li and Harrison [7,12] report, within

the governmentally owned and controlled healthcare
systems that are expected to provide non-profit and
patient-centered services to the population, it is expected
that the board and the management are operating
under the influence of "influential bureaucrats". On that
occasion, the business objectives and the funding might
be vague and unclear, posing another challenge for the
boards and management.

Despite the fact that the number of challenges
the healthcare sector faces is increasing more than
ever, the concept of corporate governance in the
healthcare industry did not receive much attention in
the literature. Nonetheless, as Eeckloo et al. (2004) [8]
suggest, corporate governance principles can serve
as a solid frame of reference to which the particular
organization can adjust its needs. To put it another way,
corporate governance can help find a balance between
the changing environmental and organizational factors
and configurations of the healthcare organization itself,
such as structure, the activity of the governing board, the
composition of the organization, etc.

Healthcare system in Kazakhstan overview

Despite its efforts, Kazakhstan still ranks lower
than the other CIS countries in the European Region
on important health and economic indicators [9].
Kazakhstani healthcare system is represented by the
Ministry of Health on the Republican level and through
healthcare departments of local authorities in each
region. Public healthcare facilities could be described as
a network of primary, secondary, and tertiary care facilities
owned and operated under the healthcare departments,
except large-scale national institutions. Even though the
Ministry of Health is at the top of the hierarchy, serving
as a major stakeholder, the executive power is mainly
performed by the regional healthcare departments that
have more or less autonomy. Along with the centralized
nature of healthcare in Kazakhstan, the system is facing
challenges in terms of the corruption levels that are
prevalent in healthcare and the whole country overall.
By the Corruption Perception Index that Transparency
International published, Kazakhstan occupies 102" place
in the world among the 180 countries covered in 2021
[10].

Almost all of the healthcare services are covered
through two major governmental packages. Each citizen

in Kazakhstan can receive medical services through the
statutory free-of-charge medical assistance (SFMA), and
some services that are not included are covered through
the Mandatory Social Health Insurance (MSHI), which
was introduced in 2020 [11]. Healthcare in Kazakhstan
is financed from several sources: public budget funds
(including assets of the social health insurance fund),
private financing (voluntary health insurance or VHI), and
other sources.

Financing of the healthcare system is proportional
to the country's gross-domestic-product (GPD) per
capita: the higher the GPD of the country, the higher the
spending on the healthcare system. In Kazakhstan, the
GDP share indicator was significantly lower than that of
developed countries and reached 4% of GPD in 2020,
according to the data from the tables of the National health
accounts of Kazakhstan [13]. In comparison, the USA
spending on healthcare constituted 18% of GPD. This
indicator generally shows that the limited expenditure for
healthcare, coupled with the corruption crisis in a country
and poor management, might create colossal losses for
the system.

The Importance of Implementing Corporate Governance in the Healthcare Sector

in Kazakhstan

The government of Kazakhstan recognized
significant issues. Several attempts are being made
to improve the healthcare services in the country
through comprehensive reforms, including adaptation
for corporate governance in the healthcare structures
in Kazakhstan. These principles were not entirely new
for the governments, as according to Law On state
property [14], Section 1, Chapter 1, Article 6 "Principles
of State property management", the management of
State property is carried out following the principles quite
similar to the corporate governance fundamentals:

1) legality;
2) accountability;
3) publicity;

4) effective use of state property for the benefit of
society;

5) creating conditions for competitive environment
development.

Moreover, Chapter 10, Article 142, "State-owned
enterprises on the right of economic management
[governing] bodies", states that the supervisory board
and the head of the enterprise are the governing bodies
of an organization. In addition, Article 148 says that an
authorized body of the relevant industry (local executive
body) has a right to initiate a supervisory board that
provides general management of the company's activities.

Accordingly, the importance of corporate
governance was highlighted in the National Plan of the
Republic of Kazakhstan —"100 concrete steps", released
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in May 2015 [15]. It was dedicated to the "treatment of
systemic diseases", and not smoothing out their "external
symptoms". Program formulated five institutional reforms
to ensure the country's stable development. Corporate
governance and the private sector development in
medicine outlined as the solution to increasing the
availability and quality of services in Step 81/100 under the
3rd institutional reform, "Industrialization and economic
growth". In addition, the National Plan emphasized the
introduction of mandatory social health insurance, and
national priority for primary health care strengthening, for
the prevention and early treatment of diseases in Step
80/100 [15].

These measures were outlined in several major
national healthcare development programs, including
the latest State Program for healthcare development for
2020 — 2025 [15]. According to the program, healthcare
organizations established supervisory boards with
independent directors. Additionally, medical organizations
were evaluated through rating assessment based on the
indicators of management, clinical and scientific activities,
and the level of corporate governance introduction. These
measures were adopted to increase the transparency
of medical organizations' activities, including the
remuneration system.

However, by the Decree of the Government of the
Republic of Kazakhstan dated 12 Oct 2021 No. 725, State
Program for healthcare development for 2020 — 2025 was
canceled [15]. The new National project "Healthy Nation"
did not emphasize the support for corporate governance
development in the healthcare sector, despite the fact
that the Ministry of Healthcare coordinates and monitors
activities on corporate governance issues in state legal
entities in the field of healthcare, according to Article 7 of
the National Health Code.

Considering the increasing demands for the
Kazakhstani healthcare system, the healthcare sector's
organization, governance, and management must be our
greatest priority. As it was discussed above, the integration
of Corporate Governance is a long-term solution for the
challenges Kazakhstan's healthcare system is facing right
now.

Literature suggests that incorporation of the
Corporate Governance principles into the organizations
increases the organization's appeal to the investors
because of the transparency and accountability of the
system, thus facilitating the organization's financing
externally. In turn, an influx of investors to the healthcare
system of Kazakhstan might create a more fulfilling

Conclusion

It seems evident that tackling the challenges
healthcare systems currently face requires adequate
and effective governance and management within
the system. While having non-profit and centralized
healthcare, Kazakhstan might benefit substantially
from the implementation of corporate governance into
the healthcare sector. While there might be several
adaptations to the CG guidelines into the Kazakhstani
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Tyningime

Kasakcman Pecriybniukacbl meduyuHarbik Keismemmepoi xaHrbipmy barbimbiHOa ineepi 0ambin kenedi. YkimemmiH 6acmbi
npuopumemi api aneymemmik cedimmar cana pemiHde deHcayribIK cakmay xyleciHOe Ke3-KkeneeH backa cana cekindi npoyecmep MeH
busHec-onepayusinap xypeisinyde. byn cana 6ackapy xoHe bakbiiay mypsbiCbiHaH mypii peghopmanapdaH emmi. Kopriopamusmik
backapy e3iH ipi busHec ywiH muimOi Kypan pemiHde kepcemkeHOIKMeH, MeduyuHarblk KOMeK Kepcemy YwiH muimOi xoHe Homuxeni
wewim pemiHOe maHOanobil. byn Komxasba - KasakcmaH PecrybnukacsiHOarbl OeHcayrnbiK cakmay canacbiHOarbl Kopropamusmik
backapyra apHarnfaH XapusinaHbiMOap cepusicbiHOafbl OipiHwi Makana. Komkazbada Kasipei maHOarbl OeHcaynblk cakmay
mekemenepiHOeai koprnopamusmik backapyObiH, coHOau-aK, yimmbiK OeHcay blK cakmay XyUeciHiH KbiCKawa wostybl YCbIHbITFaH.

TytiH ce30ep: koprnopamusmik 6backapy, OeHcayrblK cakmay pechopmanapsl, KasakcmaH Pecrybnukachi.
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Pestlome

Pecnybnuka KasaxcmaH Osuxemcsi 8 HarnpasneHuu MoOepHu3ayuu MeOUUUHCKUX U MeOUUUHCKUX ycrye. UHOycmpus
30pasooxpaHeHusi, 6ydyyu enasHbIM rnpuopumemom Onsi npasumenibcmea U coyuanbHO YyscmeumeribHOU ompacsblo, umeem
npouyecchl u 6usHec-onepayuu nbol dpyzoli ompacnu, u noamomy bbina npedMemom pegopM C MOYKU 3PEHUS yrpaeneHusi u
KoHmporis. KoprnopamusHoe yrnpaeneHue 3apekomeHOo8ano cebsi kak aghgheKkmueHbIl uHcmpymeHm Orisi KpyrnHo2o busHeca, U
88UAQY 3M020 OHO 8bI6PaHO 8 Kayecmee rymu K 3¢pghekmusHOMy U rMpoOdyKMUSHOMY peweHuto Orisi OKkazaHusi MeOUUUHCKOU nomMowu
HacerneHur. 3mo repsasi cmambs 8 cepuu rybrukayul, MOCessUeHHbIX KOpropamusHOMy yrnpasneHuto 6 cghepe 30pagooxpaHeHust
Pecnybnuku KazaxcmaH. B daHHOU pykonucu codepxumcsi Kpamkul 0630p KopropamugHO20 yrpaeneHusi 8 €20 HbIHeWHeM sude U
8 yupexdeHusix 30pagooxpaHeHUsi, a makxe HayuoHarbHOU cucmembl 30pagooxpaHeHUst.

Kntoyesnle criosa: KopriopamuegHoe ynpasneHue, peghopMbl 30pasooxpaHeHusi, Pecriybrnuka Kasaxcmar.



