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A significant share of the goods and services used by the public sector in Fin-
land are procured from private suppliers through competetive tendering. Suc-
cessful public contracts are hindered by the lack of end user and company in-
volvement and the view on procurement as a strictly transactional legal pro-
cess. Market dialogue is seen as an important means of improving procure-
ment. However, no definition exists for market dialogue and clarification of its

opportunities is needed.

The goal of this study is to find a definition for market dialogue in the Finnish
public procurement context, with a focus on municipalities. A theoretical view-
point of service-dominant logic was utilized in developing a framework for
market dialogue and its role in a service-oriented procurement process. The
empirical data consists of three case studies made in two large Finnish mu-
nicipalities and two workshops. The data was collected and analyzed using

qualitative methods.

Market dialogue is an encounter process between the public and the private
organizations as well as end customers. The main objective of market dialogue
is to help the procurement process to reach its goals: a successful contract that
serves all participants’ needs. The participants of market dialogue are procure-
ment professionals and substance experts of the municipality, end users and
private companies. Diverse communication methods can be utilized in market

dialogue.
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Merkittdva osuus Suomen julkisen sektorin kdyttdmistd tavaroista ja palve-
luista hankitaan yksityisiltd yrityksiltd kilpailuttamalla. Loppukdyttdjien ja
yritysten vdhdinen osallistaminen ja hankinnan nidkeminen yksinkertaisena
vaihdantaprosessina vaikeuttavat onnistuneiden sopimussuhteiden syntya.
Markkinavuoropuhelua pidetddn tdrkednd kehityskohteena, mutta yhtendista

madritelmad markkinavuoropuhelulle ei ole olemassa.

Tamén tutkimuksen tavoite on maééritelld markkinavuoropuhelu Suomen jul-
kisten hankintojen kontekstissa, erityisesti kuntien ndkokulmasta. Jotta arvon-
luominen julkisissa hankinnoissa olisi kokonaisvaltaista, markkinavuoropuhe-
lun teoreettisen kehyksen luomisessa hyodynnetddn palvelulogiikan (service-
dominant logic) ndkokulmaa. Empiirinen aineisto keréttiin ja analysoitiin laa-
dullisin menetelmin. Pddosa aineistosta koostuu kolmesta suuriin kuntiin si-

joittuvasta tapaustutkimuksesta, seka erillisistd tyopajoista.

Markkinavuoropuhelu on kohtaamisprosessi kuntien ja yritysten seka loppua-
siakkaiden valilla. Markkinavuoropuhelun tdrkein tavoite on auttaa hankin-
taprosessia pddsemadn tavoitteeseensa: toimivaan sopimukseen joka palvelee
kaikkien osapuolten tarpeita. Markkinavuoropuhelun osallistujat ovat kun-
nan hankintaosaajat sekd substanssiasiantuntijat, loppukaéyttdjat sekd yksityi-
set yritykset. Monia tapoja ja menetelmid voidaan hytdyntdd vuoropuhelussa

riippuen hankinnan vaiheesta.
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TED
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Chapter 1

Introduction

1.1 Background and motivation

Challenges in Public Procurement

The production of public services has a major significance on Finland’s eco-
nomic situation on both private and public sectors. The public sector ac-
counts for 56 percent of the GDP in Finland (Eurostat, 2012). The sector
comprises of the central government, governmental authorities and local
authorities, such as cities and other municipalities. These authorities have
certain tasks and responsibilities towards their citizens. Of these responsi-
bilities, providing public services, such as security, healthcare, and educa-
tion are central. Part of these services are produced by the municipalities
themselves, but a growing part is procured from private service providers.
Managing the process of securing good public services to citizens is ever
more important now, when the public economy is facing pressure for sav-
ings and structural change. In order to keep the municipalities on a finan-
cially sustainable track and simultaneously provide satisfactory services
to the aging population, it has been proposed that the public sector should
increase cooperation with private service providers (Lith, 2012).

The citizens are the beneficiaries of public services. Thus the goal of
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producing these services should be the municipal residents” and the end-
users’ well-being. The end-users are citizens, but also tax-payers, who pay
taxes to be able to receive the benefits of public services. Itis in their interest
to have these services produced well, and to have the public funds effec-
tively spent at the same time. Nevertheless, the citizens and end-users of
public services are not very much involved in municipal decision-making.
Often the objective in the municipality is to adhere to administrative pro-
cedures and the act of public procurement.

In Finland, public procurement accounts for approximately 32 percent
of the municipalities” operating costs (Lith, 2012). In most cases, if the
public authority is procuring goods or services that exceed the threshold
value of 30 000, the Finnish Act of Public Procurements (30.3.2007/348)
should be applied. The law requires a formal tender process. In the open
procedure, which is the most commonly used procurement procedure, the
requirements in the contract notice and in the invitation to tender need to
be set prior to receiving any offers, and the tender cannot be changed af-
terwards in order to ensure non-discriminating and unbiased procurement
process for all tenders.

In contrast, on the private market the same rules do not apply and a
company can buy the goods and services it needs freely from the mar-
ket. They can adjust their buying procedure to the situation and change
the specifications during the process more easily. Thus, they can focus
on buying in a way that fits their goals and needs. The municipality, on
the other hand, has to lock the specifications before it can release the in-
vitation to tender. Since the procurement law only governs competitive
tendering, municipalities tend to focus solely on following the procedure,
and leave the part that is not governed by law to very little consideration.
The procurement defined by the law does not include most activities that
a succesful procurement process would require. The focus on strictly fol-
lowing the procurement law and ignoring the preparation and contract im-

plementation phases both result in seeing procurement as a set of simple
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transactions. This distorts the people working with procurement to have
not ending up in market court as their main goal - instead of achieving the
best possible outcome. Procurement is not seen as a whole process that
includes the preparation, planning and contract follow-up and all actions
that support the process to reach its goals. Some procurement officials even
interpret the law so strictly, that dialogue with companies besides the offi-
cial process is seen as completely prohibited. In the light of these mindsets
and attitudes, it is not surprising that the actual reason for procuring goods
and services is often forgotten. The end user is quite rarely visible in the
procurement process. (See for example Iloranta and Pajunen-Muhonen,
2012; Lundstrom, 2011; Karisto and Lohivesi, 2007)

Market dialogue as a tool for value co-creation

A new kind of mindset is needed in public procurement. Cooperation and
dialogue have been observed to enable successful public contracts (Pata-
joki, 2013). A successful contract is a contract that realizes procurement
objectives and enables a satisfactory end result. In order for services to
fulfill the need of the customer, the parties of public procurement should
improve communication between all the different stakeholders. To simul-
taneously make budget savings possible, they should focus on developing
cooperation in order to achieve more efficient public services.

In order to fulfill the needs of end users, the end users in the context
of public procurement must be identified. Naturally the residents of the
municipality are at the receiving end of public services. On the other hand,
not all goods and services are provided directly for the end customer, also
the municipalities’ functional units and their employees are end users. For
example, a dentist who provides dental care to a patient, is an actual user
of the dental care instruments that help her to give dental care to the end
user. Thus, there is usually more than one user in the service process, and
users in different phases of the service process have different needs.

The municipal residents should be the beneficiaries of public services.
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The procurement mindset should be changed to promote the role of end
user and shift the focus to a more communication and cooperation oriented
- instead of the current transaction oriented view, where the administra-
tive processes play the most important role. In recent years, a theory of
service-dominant logic has been developed to portray the view of service
or product value creation as interactional (Vargo and Lusch, 2004, 2008).
Vargo and Lusch state that the value of a product or service is never created
by simple transactions between the buyer and producer, but in co-creation
with the user. Actually, value is never created by the service producer,
it can only produce value propositions for the customer. In the end it is
the end user who determines the value, and is always co-creating the ser-
vice together with the producers. Every stakeholder involved in procure-
ment preparation, competitive tendering and finally contract implementa-
tion are part of a network that creates the value proposition of a service to
the end customer.

Vargo and Lusch (2004) argue that since the industrial revolution, the
economic exchange has been modeled with a dominant logic focused on
tangible resources, embedded value and transactions. This goods-dominant
logic is the opposite of service-dominant logic. Although the economic
thought has shifted towards a service-dominant view in the recent decades,
the transaction-oriented goods-dominant logic is still prevalent in the so-
ciety. As described earlier, also in public procurement the general view
is following goods-dominant logic. Additionally, the traditionally very
transaction-focused legal thinking is reinforcing the goods-oriented view
to remain constant. Vargo and Lusch have presented the differences of
these views and argue that a shift from product-orientedness to a service-
dominant mindset is necessary. This paradigm shift is visible in the en-
tire economic system, and also emerging in the public sector. Thus, also
public procurement should be approached with a service-oriented view.
Therefore, in order to find ways to develop the operational focus of public

procurement, the viewpoint of service-dominant logic has been chosen to
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provide relevant theoretical background for this study.

Accordingly, the procurement professionals should focus more on col-
laboration and dialogue with all members of this network to be able to
create value propositions for the end users, that eventually will result in
real customer-value.

Many Finnish municipalities have already begun to develop their pro-
curement processes. Prominent directions of development have been, for
example, approaching the contracting process proactively, developing pro-
fessional competence of procurement officials and giving procurement a
strategic position in the municipality organization. In addition, the view
of the procurement process has been widened to include every step start-
ing from planning to implementation, in order to better achieve the goals
of procurement. (See for example Pohjonen and Koskelainen, 2012; Koske-
lainen et al., 2012)

Moreover, the concept of market dialogue has been discussed increas-
ingly over the last few years. Some municipalities have developed ways of
having dialogue with service provider companies especially in the prepa-
ration phase of procurement and developed their collaboration with vari-
ous other stakeholders. Also continous dialogue is taking place even with-
out any upcoming tendering, in order to keep both procurers and compa-
nies informed about long-term development. The dialogue with compa-
nies is often referred to as market dialogue. Although commonly used,
the term has not been defined, and no in-depth studies of the subject have
been made in Finnish public procurement context. A Government Bill
(HE2006/50) only mentions technical dialogue and request for informa-
tion as means of obtaining information from the market. However, these
two procedures are examples of one-way communication and offer very
limited dialogue - no collaboration with other stakeholders such as end
users is mentioned, thus they are not currently considered to be enough
for achieving successful procurement.

Both procuring authorities and companies want more dialogue and con-
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sider that there is far too little of it currently. In order to both clarify the
meaning of market dialogue and find ways to make use of it in public pro-
curement, this study was chosen to be made. Although the phenomenon
of communication and dialogue between public and private actors is not a
new one, it is relevant to define and study the concept of market dialogue
in the Finnish context, since there has not been a clear picture of what com-
munication is allowed within the boundaries of the law.

The goal of this study is to define the concept of market dialogue within
the Finnish municipal procurement context. Another point of interest is

the role of market dialogue in the current procurement process.

1.1.1 PRO2ACT project

PRO2ACT (Proactive Contracting Processes in Public Procurement — Pro-
moters for Partnership and Co-innovation) was a research project carried
out in SimLab research unit (Department of Industrial Engineering and
Management of Aalto University School of Science). The project was funded
by Tekes (the Finnish Funding Agency for Technology and Innovation),
Aalto University, partner cities, and Kuntaliitto (Association of Finnish Lo-
cal and Regional Authorities), lasting three years from September 2010 un-
til August 2013.

The objective of PRO2ACT was to study and develop municipal pro-
curement contracting processes in both pre- and post-contract award pro-
curement and during the contract period.

The project included two subprojects, where five different open proce-
dure procurement cases from cities of Espoo and Jyviaskyld were modeled
using the SimLab™-method. These projects resulted in process models
and idea portfolios for the cities to develop their procurement functions.

After these projects, a general process model for procurement contract-
ing was created based on proactive contracting principles. The model was
made for the benefit of all municipalities, in cooperation with representa-

tives from Kuntaliitto.
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For this study, PRO2ACT provided findings that helped to form the re-
search problem and research questions. Interviews and observations from
three procurement cases were also used as empirical data of this study,

although I was not involved in data collection.

1.1.2 VISO project

VISO (Visualized boundary objects for public procurement contracting) is
a two-year (October 2012 to September 2014) strategic research opening
project funded by Tekes and Aalto University. As a strategic opening, VISO
studies directions for future research. The objective of the project is to open

up novel approaches to public procurement contracting by asking:

1. Which are the essential expertise viewpoints in a successful procure-

ment,

2. What kind of interaction is required between the expertise quarters,

and

3. With what kind of user-friendly methods and tools (boundary ob-

jects) can the mutual understanding and collaboration be promoted.

Another objective of the VISO project is to identify the nature of the
challenges in small and medium-sized enterprises (SMEs) and public pro-
curer collaboration. The research has identified factors that hinder and ad-
vance demand-driven co-innovation and knowledge sharing. Also, what
kind of boundary objects foster SMEs” motivation and capabilities to take
part in public tenders, facilitate the collaboration between public procurers
and SMEs, and motivate knowledge sharing and co-designing is studied in
the project.

This study was conducted within the VISO project, which provided a
direction for choosing the research problem. During VISO, I collected em-

pirical data by facilitating two workshops.
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1.2 Research questions

In this section, the research problem and research questions are briefly de-
scribed. Market dialogue is an unspecified concept in the context of Finnish
public procurement. Therefore, defining market dialogue is the focus of
this study. As explained in the beginning of this chapter, there is a no-
ticeable gap between the transaction-oriented view of public procurement
and the more customer-oriented service-dominant logic. Additionally, the
process of procuring public services and goods needs redefining from the
service-dominant logic and value co-creation perspectives, since market
dialogue has been suggested to enable value co-creation.

The research questions were formed after reading through the inter-
view data of PRO2ACT project and the initial literature review. The inter-
views revealed the transaction-oriented mindset of municipality officials.
More importantly, the theme of market dialogue emerged from the inter-

view data.

1. What is market dialogue in public procurement?

(a) What are the goals of market dialogue?
(b) Who are the participants of market dialogue?

(c) What means and methods can be used in market dialogue?

With the first research question, I aim to investigate how can the partic-
ipants of public procurement process share, transfer and co-create knowl-
edge in addition to competitive tendering, and why this should be done.
This means all dialogue that is not specifically required by law. The concept
of technical dialogue (HE2006/50) is not a synonym for market dialogue.
Technical dialogue is only mentioned to be used for a certain purpose and
only between a procurer and potential service providers. Market dialogue
is a wider phenomena. Simply put, all techical dialogue is market dialogue,

but not all market dialogue is technical dialogue.
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In light of previous research, it is not clear who are the relevant partic-
ipants of market dialogue, and which purposes each of these participants
serve in market dialogue. In order to understand the phenomena and de-
fine the relevant participants and means for market dialogue, we first must

establish what are the overall goals of market dialogue.

2. What is the role of market dialogue in the transformation from prod-

uct to service-dominant logic in public procurement process?

With the second research question, an understanding about the role of
market dialogue in the entire procurement process is investigated. Thus,
an understanding will be formed of how the current product-oriented logic
of public procurement can transform into a service-dominant logic. The
hypothesis is that service-dominant procurement logic would incorporate
market dialogue as an important component.

The research questions will be answered by first exploring market dia-
logue via findings in current literature. The initial answer to research ques-
tion 1 will be provided. As there is a gap in current research concerning
market dialogue, this view will be complemented by theoretical findings
from the fields of service procurement, service-dominant logic and value
co-creation processes. The new framework will give initial answers to both
the research questions 1 and 2.

The theoretical framework will be validated and expanded through the
analysis of empirical data. The empirical material will deepen the view
of market dialogue and the operational understanding of its goals, partic-

ipants, as well as means and methods.

1.2.1 Scope of the research

This study is focusing on procurement where the open procedure is used.
According to current legislation, the open procedure should be used pri-

marily, thus it is the most commonly used procedure in Finland. The limi-
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tation is made since the initial interview data was deliberately collected for
a case study concerning open procedure procurement processes.

The objective of this study is to define market dialogue in the context
of public procurement in Finnish municipalities. Co-operation and dia-
logue between the buyer and the potential provider has been studied be-
fore in various contexts, in both private and public-private context, but not
in the Finnish public procurement context. This research does not focus on
studying the phenomenon as a whole, the goal is to define market dialogue
from the Finnish municipalities” and their stakeholders’ point of view, in
the context of public procurement using the open procedure. This study is
limited to municipalities’ procurement, but since the governing legislation
is the same for other public contracting authorities, the results of this study
can with caution be applied to the public sector in a broader sense.

The involvement of political decision-making of municipalities in pro-
curement is not within the scope of this study. Although the municipal
committees and the city council form the strategies that guide procure-
ment, the focus here is mostly on the operational side of procurement. The
strategic decisions in the background should be acknowledged, but are not
in the focus in order to maintain a reasonable scope for a thesis. The em-

pirical data has also been collected from an operational point of view.

1.3 Research process

Foundations for this study were laid in two developmental simulation projects
carried out in PRO2ACT project in 2011. All the interviews used as data in
this study were conducted as a part of these projects.

The VISO project was initiated based on the ideas and challenges found
during the PRO2ACT project. The writer started working in VISO project
in the spring of 2013 and participated in organizing of future workshop.
The future workshop was directed to small and medium sized enterprise

representatives, and focused on discussing the experiences they had about
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public procurement.

Based on the existing interview and simulation workshop data from
PRO2ACT and VISO workshop results, the research problem was chosen
and the initial research questions were formulated. Lack of market dia-
logue in the planning phase seemed to be causing problems in later phases
of the procurement process. On the other hand, there was a gap in scien-
tific research concerning market dialogue.

By studying the empirical interview data, a view of how services are
procured by public contracting authorities was constructed. Findings re-
lated to market dialogue were then analyzed and an initial framework and
definition of market dialogue in public procurement was created. A theo-
retical background for market dialogue was studied using previous liter-
ature on public procurement, service procurement and service-dominant
logic of marketing. Then, the theoretical framework of market dialogue in
public procurement was merged with the empirical findings. This model
was then tested in a workshop with representatives from public contract-
ing authorities and companies participating in public tenders.

Finally, a definition for market dialogue in public service procurement

is suggested. The entire research process is illustrated in figure 1.1.

+—>| THEORETICAL FRAMEWORK RESULTS

Definition for
market dialogue

Validated market
dialogue model:

Research problem

and
simulation
day data

Figure 1.1: Research process
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1.4 Research methods

In this section, the research methods used in this study are described.

1.4.1 Qualitative research approach

This study was conducted using a qualitative approach. Qualitative ap-
proach is in many instances the only way of obtaining data on areas where
quantitative data collection techniques will not be enough (Glaser and
Strauss, 2009) It allows the researcher to get at the inner experience of par-
ticipants, to find out how meanings are formed, to study complex relation-
ships and systems. With qualitative research, experiences can be connected
with the larger context in which they are embedded. Also, processes of ac-
tion or interaction that take place as responses to events, can be described
in order to find a more complete explanation. In contrast to quantitative
research, one aim of a qualitative study is to discover variables instead of
testing them. (Corbin and Strauss, 2008)

Qualitative research usually utilizes one or more of the following sources
of data: interviews, observations, videos, documents, drawings, diaries,
memoirs or newspapers to name a few (Corbin and Strauss, 2008). In
this study, semi-structured interviews and observation of workshops were
used. Qualitative research methods are commonly used in case studies.
Since the interview data for this study was collected and analyzed in three

case studies, the method is described briefly in the following section.

1.4.1.1 Abductive reasoning

In-depth case studies provide the best way to understand the interaction
between a phenomenon and its context. Researchers are utilizing different
reasoning approaches in their theory building. Deductive, inductive and
abductive reasoning are three different reasoning approaches that aim to

find understanding in between previous literature and empirical evidence.
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In a purely deductive research process, theoretical conclusions based on
existing theory are tested empirically. In an inductive approach, prior the-
oretical knowledge exists but the final framework is derived inductively
from empirical observations. (Dubois and Gadde, 2012)

The third approach, abduction, stems from the realization that often the
great scientific advances do not follow the pattern of deduction nor induc-
tion (Taylor et al., 2002). The emphasis of abductive reasoning is to find
suitable theories to an empirical observation (Kovacs and Spens, 2005).
Dubois and Gadde (2012) call this process “theory matching” or “system-
atic combining”. The researcher iterates constantly between theory and
empirical observations in order to understand both theory and the real life
phenomena better.

The abductive reasoning approach is suitable to this study, since the aim
is to establish a novel theoretical framework, and the different phases of
the empirical study could be fine-tuned according to the theory matching

made during the analysis. The figure 1.2 describes the abductive reasoning

process.
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Figure 1.2: Abductive reasoning (adapted from Kovacs and Spens (2005))
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1.4.2 Case study

The interview data used in this study was gathered for a case study. This
data was analyzed using within-case and cross-case analysis.

Case study is a research strategy that attempts to examine a contempo-
rary phenomenon in its real life context. In case studies, the boundaries
between the studied phenomenon and its context are not evident. The ap-
proach is especially appropriate on this study, since it applies well to new
topic areas. (Yin, 1981) When trying to build valid theory, the process
should be intimately tied with empirical evidence. Especially when little
is known about a phenomenon and current perspectives are not sufficient
because they lack empirical evidence, a qualitative case study is suitable
for theory building. (Eisenhardt, 1989)

Research that uses several cases can be approached with a case-comparison
approach. Cross-case research tactics have a high probability of capturing
novel findings in the data. (Eisenhardt, 1989) As the first step, an explana-
tion is constructed from each case. This is called within-case analysis. (Yin,
1981) The researcher should become familiar with each case as a stand-
alone entity. Before patterns can be compared and generalized across cases,
the unique patterns of a single case should be identified. (Eisenhardt, 1989)
Then, the explanation is modified by comparing the different cases. Here, it
is important to know the acceptable level of modification. (Yin, 1981) There
are different tactics to cross-case analysis (Eisenhardt, 1989) —in this study,
dimensions were selected and similarities within the cases were looked for.
Dimensions were suggested by the research problem as well as the existing
literature.

When conducting a case study using qualitative methods, there is a risk
that the theory yielded becomes overly complex. Also, building theory
from cases may produce a narrow and idiosyncratic image of reality. The
generalization of the theory can remain at a low level. (Eisenhardt, 1989)
The generality of this study was raised by including data gathered outside

the selected cases.
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Although empirical evidence is a starting point for this study, the new
knowledge creation involves continual cycling between theory and data
(Eisenhardt, 1989). This dialogue between theory and empirical findings

is described in the following chapter.

1.4.3 Literature review

The objectives of the literature review were to introduce the context of
the study and explore previous research as well as clarify the concept of
service-dominant logic. In a case study that utilizes an abductive reason-
ing approach, finding the initial theoretical foundation as well as match-
ing theory with emerging empirical evidence requires a literature review.
Searching for theory sources continued throughout the iterations of col-
lecting empirical data.

Literature describing the legislation, public procurement and services
were first explored to form a foundation for the theoretical framework.
Both basic literature and scientific publications were used. Then, a review
of previous theory concerning value co-creation processes and service-dominant
logic was conducted by searching scientific databases for articles and other
publications. No limitations to journals used for the review were deter-

mined. The following keywords and their combinations were searched:

e Public procurement / Public contracting

Service procurement

Service-dominant logic

Market dialogue

Technical dialogue

1.5 Structure of the Thesis

The first chapter of this study gives an introduction to the topic, the re-

search problem and the research questions. The research approach of the
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study is also briefly discussed.

In the second chapter of this study, the theoretical background is re-
viewed. A theoretical framework of market dialogue in public procure-
ment is presented.

In the third chapter, the findings from interviews and workshops are
described and interpreted and then theoretically merged together with view-
points from the theoretical framework. The final result is a visual model
that combines the theory with the empirical evidence. The model describes
the 1) objectives, 2) participants, and 3) means and methods of market di-
alogue. Finally, a definition of market dialogue in public procurement is
presented.

In the fourth chapter, the results of the study are discussed and evalu-
ated in terms of the combining theoretical and empirical findings.

In the fifth and final chapter, the results are concluded. The reliability
and limitations to the study are discussed. Both theoretical and practi-
cal implications are proposed. Finally, suggestions for further research are

given.



Chapter 2

Theoretical background

In this chapter, the theoretical background to the research is introduced
and discussed. First, the principles of public service procurement and the
tendering process are described. Then, the principles of service procure-
ment will be introduced shortly. The concept of market dialogue will be
shortly described based on the definition of technical dialogue and refer-
ences to market dialogue in previous research. In the fourth section, service
dominant logic and its relation to product dominant logic are discussed.
Finally, a theoretical framework, giving initial answers to the research ques-

tions, is introduced.

2.1 Public procurement

This section describes the basic principles of public procurement and the

act on public contracts, as well as the tender process.

2.1.1 Principles of Public Procurement

In order to define public procurement, procurement must first be defined.
Procurement is managing the external resources of an organization in a
way that the supply of all goods, services, capabilities and knowledge that

serve the organization’s primary and support activities, are secured

17
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(p. 250 Lamming, 1993; van Weele, 2010, p. 3). The difference in relation
to purchasing is that procurement also includes managing the distribution
channels, transport and quality inspection of the goods and services. Thus,
all the activities required to get the product from the supplier to its final
destination. Therefore, the total cost of ownership is essential in procure-
ment. (van Weele, 2010, p. 6) The procurement cycle spans from identifica-
tion of needs until the end of life of goods or ending a service contract.

Public procurement is different from procurement by companies and
other non-governmental organizations. Public purchases are goods, ser-
vices and works procured by governmental or other public bodies
(Karinkanta et al., 2012, p. 19). Its most important characteristic is its public
accountability. Public organizations are funded by tax income provided by
taxpayers. Therefore, public procurers have different incentives than pri-
vate companies, as they generally do not seek profit from their operations.

Public procurement has been subjected to regulation by law in order
to secure the proper and efficient use of public funds (Karinkanta et al.,
2012, p. 19). Since the 1970’s, the objective of the European Procurement
Directives has been to make the European market for public assignments
accessible to all suppliers in the region and prevent governments from pro-
tecting local and national interests (van Weele, 2010, p. 109).

According to a broad estimate, the total expenditure on public procure-
ments in Finland was nearly 35 Billion euros in 2010. Public procurement
accounts for nearly 20% of GDP in Finland. (European Commission, 2011)
Thus, public procurement has a significant role in the Finnish economy.
About half of all public procurement is made in municipalities. (Lith,2012)

Contracts that are above a certain threshold in value are announced
in TED (Tenders Electronic Daily), allowing suppliers from all European
countries to participate. In 2010, 23,6% of public procurement tenders (out
of total expenditure on public works, goods and services) was published
in TED. Thus, most of the public tenders are below the EU level threshold
and are tendered on the national level. In Finland during 2006 to 2008,
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the share of services in the above-threshold procurement value was 34%.
(GHK, 2010)

Considerable share of public contracts in Finland are made by munici-
palities. In 2008, local authorities accounted for around 25% of public con-
tracts above EU thresholds, which is relative majority (GHK, 2010). On a
national level there is no statistical information on the share of municipal-

ities, but it is considered significant.

2.1.2 The Finnish Act on Public Contracts

This section describes the legislation governing public procurement. Pur-
chasing & supply chain management: analysis, strategy, planning and practice
(van Weele, 2010, p. 105-123) and Yrityksen hankintaopas (A procurement hand-
book for businesses, in Finnish) (Karinkanta et al., 2012) are relied on as gen-
eral sources.

Four major principles are the foundation of the 2004 European Procure-
ment Directives: non-discrimination, equality, transparency and propor-
tionality. The Finnish Act on Public Contracts that came to effect in 2007 is
dictated by the EU directive and follow the same principles.

All suppliers should have an equal chance to participate in public ten-
dering despite their nationality. No specific brand or product name is al-
lowed to be required in tendering. All suppliers competing for the same
contract should be treated similarly and provided with the same informa-
tion at the same time. Contracts above a certain threshold must be pub-
lished. The requirements and conditions imposed on suppliers should be
reasonable and in balance with the scope and volume of the contract.

Threshold values represent the purchasing volumes beyond which
public institutions have to follow European and national legislation in their
purchase decisions. The threshold values are different for works, goods
and services. There are also differences between threshold values of cen-
tral government authorities and local contracting authorities, of which only

local authorities are a subject of interest in this study:.
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If a goods or services contract value is 30 000 euros or more, the pro-
curer must apply the regulations of the procurement act and a formal no-
tice must be made in HILMA. For contracts that are smaller than 30 000
in value, the public procurement procedures do not apply, and a notice in
HILMA' is not required. In case a contract is larger than 200 000 euros, it
must be tendered on EU level and the contract notice should be published
in TED?. The threshold values for sub-central contracting authorities that

apply for municipalities are shown in table 2.1.

Procurement type National level EU level
Goods 30 000 200 000
Services 30 000 200 000
Works 150 000 5000 000

Table 2.1: Threshold values on national and EU levels for contracts made

by municipalities (Karinkanta et al., 2012)

The division between goods, services and works is not always clear.
Goods usually relate to physical products like computers, toilet paper or
raw materials. Services often are not as simple to quantify as those cate-
gorized as goods. Works can also be seen as services, but usually building
projects and similar are classified as works.

There are exceptions to what contracts are subjected to the procurement
law, e.g. acquisition of military material, assignments aimed at protecting
state security, contracts placed as the outcome of an international treaty,
and intra-public contracts.

The act on public contracts does not determine what should be pur-
chased, it only regulates how the purchasing must be conducted. There are

different tendering procedures that can be used in public procurement, of

The official electronic web-based procurement notification channel, administered by
Ministry of Employment and Economy in Finland, in which procuring entities publish

their contract notices that exceed the national thresholds
2Tenders Electronic Daily, a supplement to the Official Journal of the European Union
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which the open procedure tendering should be used primarily. There are
other procedures that can be used in specific situations, such as restricted
procedure, negotiation procedure, and competitive dialogue but they will
not be in the focus of this study. Other than the open and restricted proce-

dure are applied in very specific situations only.

2.1.21 Tender process

In this section I will introduce the procurement process of the open proce-
dure. There are many phases in a procurement process, some of which are

regulated by the procurement law and some not.

|lContract notice | |lC(mtract awardJ

Planning and ol Contract
preparation tendering implementation

l_Y_)

Regulated by procurement law

Figure 2.1: Public procurement process, adapted from Koskelainen et al.
(2013)

Planning and preparation

The process usually starts by defining specifications of what the contract-
ing authority is intending to buy. This stage is not specifically regulated
by law, allowing that the principles of non-discrimination, equality, trans-
parency and proportionality are followed.

Technical dialogue is mentioned in a Government Bill (HE2006/50)

and is an acceptable procedure before the formal notice is published. In



CHAPTER 2. THEORETICAL BACKGROUND 22

technical dialogue, the contracting authority requests comments on the
tender documents that are in preparation. As there are no formal rules
on how to implement a dialogue between the contracting authority and
prospective suppliers, it can vary from email inquiries to personal meet-
ings. What can be discussed is not limited by law, as long as equality and
transparency are taken into account. Thus, a contracting authority cannot
offer an opportunity to discuss the specifications for only one prospective
provider. All applicable providers should be heard and informed equally.

In practice, the preparations often include copying documents from
previous tenders for the basis of the new contract. The procurement unit
defines the specifications by utilizing the information provided by previ-
ous contracts and asking requirements from the specific functional unit,
and possibly by having a market dialogue with prospective providers be-
fore finalizing the specifications. For more complex contracts, the require-

ment specification can be outsourced to an external (consulting) company.

Contract notice

The official procurement process begins with a formal notice. The notice
must state the qualification criteria that prospective suppliers should meet,
and the characteristics and specific requirements of the assignment. This
includes the information about whether the contract will be awarded based
on price or whether the most economically advantageous bid will be pre-
ferred. The prospective providers should also be able to find out, how to
ask for documents related to the purchase and ask for more information.
The choice between the lowest price and the most economically advan-
tageous offer has to be communicated in the contract notice. Choosing the
lowest price is most practical in case of buying simple commodities, where
there is hardly any other decisive criteria than price. Thus, the selection
criteria can be used to include only those providers that meet e.g. certain
technical, quality or environmental standards. The other option is to tender

using the best economic offer criterion, where different aspects are deter-
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mined a weighting. These aspects can be quality, cost and technical merit
to name a few. Which of these two criterion is better, is determined by how
the selection criteria for the lowest price and the weighting of different as-
pects are formed. If tendered using the best economic offer criterion with
70% weight on the price, the end result of the tendering might be exactly
the same as with using the lowest price criterion.

The contract notice is final - it defines the whole tendering process, since
the terms, specifications and award criteria can not be changed after it has
been published. In case a provider has something different to suggest or
the buyer otherwise wants to change criteria, it cannot be taken into acount

in the tendering, or the process needs to start all over again.

Supplier selection

After the prospective providers have sent their bids to the procurement
unit, the suppliers and their bids are evaluated against the exclusion and
suitability criteria. In case the supplier does not meet the terms of the cri-
teria, they will be excluded. Exclusion can often occur if the company has
not paid its taxes or is facing severe financial problems. Also if the supplier
does not meet the suitability criteria defined in the formal notice, e.g. does
not demonstrate specific expertise or experience in a certain technology.
After excluding the bids that do not meet the supplier selection crite-
ria, the remaining bids are evaluated against the contract award criteria.
Now, the contracting authority chooses either the lowest price or the most
economically advantageous bid, as defined in the contract notice already.
Thus the decision process is quite simple and straightforward. All partic-
ipants will be notified of the contract award and the contract is executed
after the 15 days have expired in which the losing tenderers may object to

the decision.
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2.2 Service procurement

Traditionally, the concepts of purchasing and procurement are dealing
with buying goods. Buying services is often considered troublesome since
the target of the purchasing is more difficult to define and measure. In this
chapter, I will introduce the characteristics of service procurement.

First, we must look at the definition of service. Services are often de-
fined by comparing them with goods and products. Most commonly ser-
vices are defined as intangible and inseparable from user, and as something
that cannot be stored. Gronroos (1990; 2000) defines services according to

a broader view:

A service is a process consisting of a series of more or less
intangible activities that normally, but not necessarily always,
take place in interactions between the customer and service em-
ployees and /or physical resources or goods and/or systems of
the service provider, which are provided as solutions to cus-

tomer problems.

In recent years, many of the basic characteristics of services have been
questioned. There are often very tangible elements in a service process: the
result of a haircut is inevitably very concrete, and the food and drinks in a
restaurant service are an essential part of the customer value. (Gronroos,
2000)

Services are often considered to be produced in direct interaction with
the customer. In fact, many activities in a service process are often very sep-
arate from and invisible to the user. The customer or the user may only be
in interaction with the service for a minimal part. If customers buy from an
online clothing store, the only visible part is where they browse for clothes
and place the order, and none of the order processing, item collecting, pack-
ing, sending, transport and delivery happens in interaction with the user.
(Gronroos, 2000)
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Although services often cannot be kept in stock, customers can: peo-
ple wait to be seated in restaurants and wait for weeks for a doctors ap-
pointment. In fact there are many products that cannot be stocked for
(Gronroos, 2000)

The basic principles of procurement are similar for goods and services.
Only the low level activities specific to procuring certain products or ser-

vices can vary. The basic procurement process goes as follows:

1. Defining needs and requirements

2. Evaluating the impact on the overall economic cost, short- and long-

term effects and profitability

Scanning supplier market opportunities and potential
Defining contract and supplier criteria

Competitive tendering

Follow up of contract and managing supplier relationship

N & o= W

Monitoring the market and alternative offerings in preparation to the

next contract

In conclusion, procurement begins by defining needs, evaluating ef-
fects, and scanning the supplier market. After the criteria for the contract
are set, competitive tendering can be started. After awarding the contract,
the contractual relationship requires follow-up procedures and fostering
the supplier relationships. The market offerings should be continously

monitored in preparation for future contracts.

2.3 Market dialogue

Market dialogue has not been defined as a concept within the public pro-
curement context. Thus, the term and the phenomenon are mentioned in
scientific papers and other publications. This section will give a brief de-

scription of market dialogue and its relationship with technical dialogue.
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2.3.1 Technical dialogue

Technical dialogue is mentioned in the Government Bill (HE2006/50) as
a method of asking for technical information about a product or service.
As described in section 2.1.2.1, the prodecure is not detailed in the law.
However, Mikeld (2011) gives guidance on how technical dialogue can be
used for the benefit of the procurer and in a legally proper manner.
Mikeld (2011) describes technical dialogue as market research con-

ducted by the public contracting authority prior to the procurement, using
dialogue with market participants. The purpose of technical dialogue is
to find out the number of potential suppliers in the market, their delivery
capacity, pricing and willingness to bear risks, the products and solutions
on the market that could fulfill the need, as well as the prevalent contract
terms in the industry. Technical dialogue should mainly be used in non-
routine procurement cases. It is usually conducted together with supplier
companies, although in some special areas only experts can be used.

Technical dialogue should be conducted distinctly earlier than the con-
tract notice release. This is to guarantee an equal tendering for suppliers.
Usually the dialogue can be initiated via HILMA or the procuring author-
ity’s website, or contacting one or more companies directly. Dialogue with
only one company is not against the equality, transparency, openness and
non-discrimination principles, if equal opportunities still remain during
the actual competitive tendering phase. In some cases, dialogue with only
one supplier will result enough information, although dialogue with mul-
tiple companies may bring a more diverse view of the opportunities. In
practice, the technical dialogue can be conducted in many different ways:
either orally or in writing, through open discussions or specific questions.
Also, potential suppliers can be asked to comment on the draft version of
invitation to tender. An event can be organized for discussing the procure-
ment with suppliers, mainly to inform suppliers of the upcoming procure-
ment and discuss high-level opportunities instead of details.

Dialogue should not be conducted in a manner that endangers the equal
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opportunity of all suppliers to participate in competitive tendering. No
supplier should be given more information than the others, and the dia-
logue should be documented properly. All suppliers should be informed
of the process and granted equal access to information. Conflicts of interest
may be a concern for municipal officers conducting the technical dialogue,
since companies may affect the specifications considerably. In all cases,
the contracting authority holds the right to make decisions concerning the
final tender documents and selection criteria.

Technical dialogue represents communication where the procurer is the
initiator and the potential suppliers are informants, and there is hardly any
interactive dialogue. Technical dialogue in its current definition cannot be
initiated by the companies or other stakeholders. The concept of market
dialogue, on the other hand, has been used to describe all forms of interac-

tion between the buyer and the supplier prior to a competitive tendering.

2.3.2 Market dialogue in literature

Market dialogue has been referred to as all the interaction taking place be-
tween the procurer and markets prior to the tendering phase (Patajoki,
2013). Market dialogue is often initiated by the procurer, but in some cases
the suppliers are more active to open the dialogue while the procurer re-
mains passive (Jylhd, 2011). Pohjonen and Koskelainen (2012) state that
procurers need to develop new capabilities in buying in order to find fitting
solutions from the market and also to create new markets to fulfill their
needs. Being able to procure innovative solutions would require market
dialogue, which helps to produce attractive invitations to tender.

Market dialogue is often referred to in research papers, but the term
has been left undefined. In most cases, market dialogue is seen as the in-
teraction between the procurer and the suppliers before the competitive
tendering begins, especially in cases where new and innovative solutions
are sought for. The interaction can be initiated by market participants or

the procurer, and technical dialogue is one procedure that can bee included
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in market dialogue.

2.4 Service-dominant logic

The fundamental nature of services is integral in developing a comprehen-
sive view of public procurement of services. In this section, a theoretical
perspective called service-dominant logic is introduced.

Dominant logic has been defined by Bettis and Prahalad (1986, 1995)
as the “information filter” of an organization, stored via shared schemas,
cognitive maps or mindsets. The filtered information is incorporated into
strategies, systems, values, expectations and reinforced behaviour of an
organization. Organizations tend to make decisions, such as resource al-
location, by focusing on data deemed relevant in terms of the dominant
logic, ignoring any other data. Therefore, the existence of dominant logic
remains largely unrecognized by the people making decisions in the orga-
nization. Traditionally, economic exchange, thus buying and selling, have
been viewed from the perspective of goods or product dominant logic. Re-
cently, this perspective has been challenged through the introduction of
service-dominant logic, a more holistic view on exchange.

Service dominant logic is a perspective on marketing, originally intro-
duced by Vargo and Lusch (2004). It is a mindset or a lens through which
one can view social and economic exchange phenomena. (Vargo and Lusch,
2008) This new dominant logic moves away from product-centered view-
point, described as goods-dominant view. Central to the goods-dominant
view is a focus on tangible output and discrete transactions. Specifically,
product and service offerings have been marketed and sold by concen-
trating on the physical, measurable product and transactions related to it.
(Vargo and Lusch, 2004) Even service companies often do very product-
oriented marketing (Shostack, 1977).

In contrast to the goods-dominant view, the service-dominant logic fo-

cuses on intangibility, exchange processes and relationships. Vargo and
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Lusch (2004) define services as the application of specialized competences,
such as knowledge and skills, through deeds, processes and performances
for the benefit of another entity (or the entity itself). This definition is ap-
plicable to all marketing offerings ranging from tangible goods to very in-
tangible services.

This broader service-dominant viewpoint regards all products as ser-
vices and views the creation of value differently. Goods are produced by
applying specialized knowledge and skills to the manufacturing process
of the product. The value of a product is not created while producing
that product; it is created when a customer or user is using the product
to reach a certain benefit. Value is not a property of an object or offering,
but an outcome from the relational enactment and interaction between a
provider and a receiver (Ng et al., 2012). Vargo and Lusch (2004) argue
that the benefit gained from a tangible product is often different for differ-
ent users and can be as abstract as the benefit and value of a service, as can
be seen when a pharmaceutical product can replace medical services.

Often both services and products consist of both tangible and intangible
properties, such as time, experience, and process (Shostack, 1977). Train
travel does not leave you with any tangible result; the main elements of
a journey are the promise of the destination and experience. Still, many
very tangible elements can build the service: the vehicle, the seats, and
the decor. If you buy a tangible good, such as a bicycle, you get tangible
elements as well as intangibles — the ability of a bicycle to co-create the
value of transport together with the user. Thus, all goods and services are
indeed market entities, combinations of discrete tangible and intangible
elements linked together.

The service-dominant view has already been present in the beginning
of human civilization. When there were no currency or complex distri-
bution systems, services were exchanged between people. As stated by
Vargo and Lusch (2004), all economies are service economies, since services

are always exchanged for services. Goods are only a distribution mecha-
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nism for service provision. Service is actually the fundamental basis of
exchange: basically all goods and activities have always been performed
in some manner, which are thereafter separated into microspecializations
and exchanged with one another. Today, we deal increasingly with indi-
rect exchange, which masks the fundamental basis of exchange. (Vargo
and Lusch, 2004)

The indirect nature of exchanging services and goods has created a
mindset called goods-dominant logic, that focuses our attention in transac-
tions. Thus, the fundamental basis of goods as services is hidden behind
the complex systems of making, selling and consuming. In order to cre-
ate value for customers, as well as for anyone who should gain value from
the service, the exchange process must be explored from a service-oriented
point of view.

The procurement process is fundamentally a process of value co-creation.
In the following section, value co-creation processes are discussed from a

service-dominant logic perspective.

2.5 Value co-creation process

Service-dominant logic views marketing as a process of creating value propo-
sitions (Payne et al., 2008). The process creates value propositions for the
customer. These processes consist of the procedures, tasks, mechanisms,
activities and interactions which support the co-creation of value. Simi-
lar to marketing in private businesses, public procurement is as well a set
of processes and resources with which the contracting authority seeks to
create value propositions. The relationship between the provider and the
contracting authority is a dynamic and interactive set of experiences and
activities performed by both of them. The process takes place within a cer-
tain context using tools and practices that are partly explicit and deliberate,
and partly based on routine and unconscious behavior.

A framework for process-based value co-creation has been presented
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by Payne et al. (2008). The framework consists of three main components:

1. Customer value-creating processes - the processes, resources and prac-
tices which customers use to manage their activities. If a customer
is an organization, also the processes used to manage their business

and relationship with suppliers are included here.

2. Supplier value-creating processes - the processes, resources and prac-
tices used by the supplier to manage its business and customer rela-

tionships

3. Encounter processes - the processes and practices of interaction and ex-
change within customer and supplier relationships which are man-

aged in order to develop co-creation opportunities

The customer’s value-creation process consists of activities performed
by the customer to achieve a certain goal. The customer is an active player
who co-develops and personalizes their relationships with suppliers, and
also adopt different roles. (Payne et al., 2008) The customer can be a con-
sumer, a competence provider, a controller of quality, a co-producer, and
a co-marketer (Storbacka and Lehtinen, 2001). Thus, the value of a pub-
lic service is co-created with the user. Their relationships with suppliers
are more important in creating customer experiences than product features
are.

There are several techniques for analyzing customer processes: process
mapping, customer activity cycles, service-blueprinting, activity mapping,
and customer-firm touch point analysis. (Gronroos, 2000)

Supplier processes assist value co-creation through designing and de-
livering customer experiences, as well as the facilitation of organizational
learning. Reviewing co-creation opportunities and planning, testing and
prototyping value co-creation opportunities with customers are the first
activities in supplier process. Then, the supplier implements customer so-
lutions and manages customer encounters. Finally, the supplier should de-

velop metrics to assess whether the company is making value propositions
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that customers are able to turn into value. The supplier’s business strategy
should focus on identifying and understanding the customer’s value cre-
ating processes and selecting which of these processes the supplier wishes
to support. The scope of the value proposition is determined by the cho-
sen positioning within the customer’s processes. The ”silo mentality” of
product-oriented view should be challenged - since customer encounters
are often delivered by different organizational functions, the supplier pro-
cesses should be designed cross-functionally. (Payne et al., 2008)
Encounter process consists of two-way interactions and transactions oc-
curing between the customer and the supplier. These can be for example
“touchpoints” or other interaction, either on the initiative of the company
or the customer. Payne et al. (2008) suggest that value co-creation is fa-
cilitated by three forms of encounter: communication encounters, usage en-
counters and service encounters. The encounters that are central for value
co-creation can be referred as critical encounters (Gremler, 2004). Some en-

counters, on the other hand, are critical in building customer experiences.

2.6 Theoretical framework

The theoretical framework consists of four parts. The first part defines pub-
lic procurement and public services context from a service-dominant logic
viewpoint. Then, the public procurement process is framed as a value co-
creation process. Then, an initial definition of market dialogue is intro-
duced. Finally, the role of market dialogue in transforming the public pro-
curement process into a service-dominant and value creation focused is
described.

2.6.1 Public procurement defined with service-dominantlogic
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The ten foundation premises of service-dominant logic have been trans-
lated to correspond to the context of public procurement. These new premises
give an applied viewpoint to public procurement of services. The table in
2.2 consists of ten foundation premises of service dominant logic, their ex-

planations and finally the application to public procurement.
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S-D Logic Foundation Premise
(FP)

Explanation

Application to public service
procurement

FP1: Service is the fundamental
basis of exchange

The application of operant
resources (knowledge and skills),
“service,” as defined in S-D logic, is
the basis for all exchange. Service is
exchanged for service.

The knowledge and skills of all
suppliers, the contracting authority
and other actors in the
municipality are combined in a
value co-creation process.

FP2: Indirect exchange masks the
fundamental basis
of exchange

Because service is provided
through complex combinations of
goods, money, and institutions,
the service basis of exchange is
not always apparent

Since public procurement is
provided through combinations of
goods, funding and institutional
processes, the basis of exchange,
service, is not always visible

FP3: Goods are a distribution
mechanism for service
provision

Goods (both durable and non-
durable) derive their value through
use - the service they provide.

The goods and services procured
by public authorities derive their
value through use and the service
they provide.

FP4: Operant resources are the
fundamental source of
competitive advantage

The comparative ability to cause
desired change drives competition

Knowledge and skills of the public
contracting network are the basis
for service competence

FP5: All economies are services
economies

Service (singular) is only now
becoming more apparent with
increased specialization and
outsourcing

Service foundation of public
procurement is now more apparent
due to increased outsourcing, but
has always been a part of service
economy

FP6: The customer is always a co-
creator of value

Implies value creation is
interactional

Value is created only in interaction
between the public service actors
and beneficiaries.

FP7: The enterprise cannot deliver
value, but only offer value
propositions

Enterprises can offer their applied
resources for value creation and
collaboratively (interactively)
create value following acceptance
of value propositions, but cannot
create and/or deliver value
independently

The supplier or the contracting
authority cannot deliver value
independently. Their value
propositions can be accepted by
beneficiaries to collaboratively
create value.

FP8: A service-centered view is
inherently customer
oriented and relational

Because service is defined in terms
of customer-determined benefit
and co-created it is inherently
customer oriented and relational

Public services are defined by the
value perceived by the beneficiary.
As the value of a public service is
created in interaction with the
user, itis inherently customer
oriented and relational.

FP9: All social and economic actors
are resource integrators

Implies the context of value
creation is networks of networks
(resource integrators)

Actors in the public contracting
network exist to integrate and
transform competences into
services demanded by
beneficiaries.

FP10: Value is always uniquely and
phenomenologically determined by
the beneficiary

Value is idiosyncratic, experiential,
contextual, and meaning laden

The beneficiary of the public
service determines the value,
which is dependent on context and
experience.

Figure 2.2: The foundation premises of service-dominant logic and their
application to the context of public procurement (developed from Vargo
and Lusch (2004, 2008), inspired by Smeds et al. (2010))



CHAPTER 2. THEORETICAL BACKGROUND 35

2.6.2 Public procurement as a value co-creation process

When service is considered to be the fundamental basis of exchange (Vargo
and Lusch, 2008), the public procurement process can be seen as a process
of value co-creation.

Recognizing customer processes is crucial in public procurement, since
the end user is the one deriving the value of a service. It must be noted, that
a customer in a public procurement process can be many different people:
a municipal resident, an employee at the municipality, or a third party rep-
resentative. All users within the procurement chain or network should be
considered and their roles in the value co-creation mapped.

The supplier’s value creating processes should be designed by start-
ing with the customer’s process. By aligning supplier processes with the
customer’s value creation activities, more value can be created. In the pro-
cess of public procurement, the private service providers are suppliers and
should design the value-creating activities according to their customers
processes. Here, the public contracting authority is both the customer and
the supplier. They are simultaneously the customers of the private service
providers and the suppliers of public services for the end users. Thus, both
the service provider and the contracting authority are responsible for sup-
porting the customer’s value production.

Payne et al. (2008) state that the dominant logic in marketing should be
changed from ”“making, selling and servicing” to ”listening, customizing
and co-creation”. The procurement process is traditionally seen as buying
products or services that are defined by the contracting authority and the
supplier. If procurement is considered to be a value co-creation process,
it should be about customizing and aligning with customer and end user
processes.

Also encounter processes should be recognized. In a public procure-
ment process, there are several different series of encounters: encounters
between each actor involved in the process. Some of the encounters are

communication encounters, like those between the procurement profes-
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sionals and the supplier, since the procurement experts carrying out the
tender process will not be the beneficiaries of services. Service and us-
age encounters occur for example between the supplier, the end customer
and the municipality functional unit during the procurement process. The
encounter processes are critical in delivering value propositions to the cus-
tomers.

In conclusion, public procurement is a value co-creation process where
participants of public contracting process (1) encounter in order to (2) bene-
fit the customers by (3) creating value propositions that are (4) aligned with
both customer and supplier processes. The figure 2.3 illustrates the differ-

ent actors, their processes, and the encounter processes between them.

i Encounter
! processes

Customers, end users, taxpayers : )

Customer
processes

Service provider company ;
I N

Figure 2.3: Public procurement as a value co-creation process

Supplier
processes
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2.6.3 Market dialogue definition

Market dialogue, as well as technical dialogue as a part of it, is a two-way
interaction between suppliers and the contracting authority. Thus, it is a
process of communication encounters.

Market dialogue is one of the encounter processes in public procure-

ment, consisting of the following characteristics:

1. Communication between the contracting authority and potential ser-
vice providers prior to competitive tendering where, the company
provides expertise and the procurement unit has the power over de-

cisions

2. Market mapping, concerning features of the specific industry pricing

and common contract terms, as well as the composition of the market

Market dialogue is crucial in the planning and specification phases of
procurement process and often determines the success of the contract as a

whole.

2.6.4 Role of market dialogue in transforming procurement

process logic

A service-oriented procurement process requires market dialogue in or-
der to deliver appropriate value propositions to the customers. Market
dialogue is an encounter process between the supplier processes and cus-
tomer processes. It is needed to help suppliers map customer processes
and align their processes accordingly, in order to create value propositions.
Both the private companies and the public contracting unit are suppliers in
public procurement. Customers are both the internal users of the contract-
ing authority and the end users. The following figure illustrates the value
propositions, value creation and market dialogue as part of encounter pro-

cesses in public procurement.
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Encounter
processes

Customers, end users, taxpayers

Customer
processes

Municipality procurement | Municipality functional
unit unit
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propositions

Supplier
processes

Service provider company

Figure 2.4: Role of market dialogue in the public procurement value co-

creation process
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Empirical study

3.1 Data collection and analysis methods

In this section, the methods of data collection and analysis, as well as the
progress of the case studies are described. Short descriptions of the pro-
curement cases are given. The data collection methods used in this study
are semi-structured theme interviews and observations of group discus-

sions during two simulation days and two workshops.

3.1.1 Description of the case studies

Most of the empirical data in this study was collected for a case study dur-
ing the PRO2ACT project. I was not involved in this project and its data
collection. The case studies were conducted during 2011 in two municipal-
ities. They were carried out as developmental process simulation projects.
The first one, conducted in the spring 2011, consisted of three procure-
ment processes of the City A. The second one consisted of two procure-
ment processes in the City B and was carried out during the fall 2011. The
procurement processes chosen for the study were intentionally selected to
represent the different distribution of work as well as diverse subjects of

procurement.

39
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The aim of the simulation projects was to identify both challenges and
good practices in the procurement processes. The goal was also to find so-
lutions to these challenges. Both subprojects culminated with a simulation
day during which municipal officials and suppliers together discussed the
challenges of the procurement processes with the help of visualized pro-
cess models. Results of these developmental process simulation projects
were described in final reports.

The case studies were conducted by using qualitative data collection
and analysis methods. The initial data was collected using semi-structured
interviews with representatives of the city and companies. After first anal-
ysis, more data was collected during the observation of process simulation
and group discussions during the simulation day. Additionally, both in-
ternal and public documents concerning the procurement processes, such
as contract notices, invitations to tender, tenders, and contracts were used
to complement the empirical data.

In the first case study, the procurement processes of dental technical
laboratory work, bakery products and wood- and metalworking machines
were examined. Of these processes, I chose the dental laboratory work and
wood- and metalworking machines as the material of this study. I selected
these cases because they represented different instances of procurement
and included data concerning market dialogue.

The second case study consisted of procurement processes of a cleaning
service and a building contract for a renovation of a school yard. I chose
the cleaning service procurement process to be included in the material
of this study, since it represents a very typical service procured by public

authorities.

3.1.2 Interviews and simulation day

In the first phase of this study, the semi-structured theme interviews were
the main source of data. The interviews were conducted face-to-face.

In the case study conducted in City A, the interviews were made during



CHAPTER 3. EMPIRICAL STUDY 41

a three-month period in spring 2011. The cases of dental technical labora-
tory work and wood- and metalwork machines for schools consist of 14
individual interviews with representatives of the city, end users and com-
panies. In addition, the simulation day group discussions with 18 partici-
pants was used as data.

In City B case study, the interviews were conducted in fall 2011 over
a period of two months. The 18 interviews concerned with the cleaning

service procurement case as well as simulation day recording are used as

data for this thesis. The simulation day group discussions had a total of 44

participants.
Municipality
Dental technical Wood- and metalwork ) .
Procurement case . Cleaning service
laboratory work machines for schools
Municipality
procurement 5 6
professionals
Municipality substance 1 5 7
professionals
Private comPany 1 1 4
representatives
End users 1 = 1
Interviews in total 8 11 18
Slml..llé.ltlon day 18 44
participants

Figure 3.1: Interviewees and simulation day participants of PRO2ACT,
2011

The interview length varied between 30 and 180 minutes. The record-
ing of the simulation day consists of a video recording of three-hour pro-

cess simulation and an audio recording of the workshops. All interviews
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were tape-recorded and transcribed. In each interview at least two re-
searchers were present, one acting as the primary interviewer and another

recording notes and observations.

3.1.3 Observation of future and market dialogue workshops

Another set of empirical data was collected as a part of the VISO project, in
a half-day future workshop held in April 2013. I participated in organizing
and facilitating the workshop. The workshop was aimed at company rep-
resentatives, mainly from small and medium-sized companies. Workshop
participants shared experiences from public procurement and created an
ideal future procurement environment in smaller groups. Each group was
facilitated by one researcher. The program of the workshop can be found
in Appendix B.

The objective of the workshop was to gather a diverse group of rep-
resentatives from private organizations, in order to record opinions and
experiences from various different industries. Thus the participants” back-
grounds were not limited, and open invitations were distributed via project
steering group members and the project mailing list. Eight business repre-
sentatives participated, of which six were from private companies and two
from unions representing small businesses. Some participants had previ-
ous experience in public procurement and some did not.

I collected the third and final part of the empirical data during the mar-
ket dialogue workshop in November 2013, also organized within the VISO
project. I planned and prepared the workshop with other researchers and
acted as the main facilitator. The objective was to discuss and share expe-
riences regarding market dialogue, and create definitions for the concept.
The workshop started with a facilitated discussion regarding the procure-
ment process as a whole, and participants shared their experience of the
most difficult tasks and phases in the process. I then facilitated a discussion
about the participants, methods and goals of market dialogue. Visualiza-

tions that I had created based on the earlier data were used as boundary ob-
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jects for the discussion. Participants shared their experiences and insights,
both supporting and conflicting, during the session. Finally, the group was
divided into smaller groups for a short group work assignment. The small
groups were asked to formulate a simple definition for market dialogue.
The program of the workshop can be found in Appendix C.

This workshop was aimed at both company and public procurer repre-
sentatives, and participants were invited via the project mailing list. Few
participants who were being interviewed as a part of VISO project were
invited additionally. A total of 15 particants took part in the workshop.
Majority of them were procurement professionals of a municipality, one of
them working in a catering unit instead of a procurement centre. Three
participants represented other public contracting authorities. Two partic-

ipants were from companies and three were procurement experts repre-

senting unions.

. . Participants in
Participants in .
market dialogue
future workshop
workshop
Private organizations 6 2
Public contracting authorities - 10
Municipality procurement 5
professionals
Municipality substance professionals - 1
Other than municipality procurement 4
professionals
Other (e.g. unions) 2 3
Total 8 15

Figure 3.2: Workshop participants, VISO 2013
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Coding and analysis of the interview and workshop data

The PRO2ACT interviews and simulation day had been tape-recorded and
then transcribed by the researchers working in the project in 2011. I had
a chance to work with the same researchers, thus it was possible to gain
insight on the data from those who had conducted the interviews and the
simulation event. First, I read through the transcriptions to get a holistic
picture of the data. Then, the most suitable cases were selected. Future
workshop observation gave additional ideas for research questions. Based
on the research questions and the theoretical foundation, I formed an ini-
tial framework. Then, all parts of the interview data referring to market
dialogue, the goals, activities and participants were marked. These find-
ings were categorized first within each individual case. Then, I gatego-
rized these findings according to each part of the research questions, and
further into subcategories. Subcategories were for example overall goals
of procurement process, comments by or about companies’ participation,
and market dialogue methods in the preparation phase. Categories were
identified, added, combined and removed as the study progressed.

Since the original goal of the interviews had not been to directly seek
knowledge of market dialogue, the data was rather limited for the pur-
poses of this study. Therefore, I also included data from two workshops,
and analyzed it in a similar manner as the interviews. Also transcriptions
and recordings were available from the workshops. I was involved in or-
ganizing the future workshop, thus I was very familiar with the data. I
organized the second workshop with a clear focus of validating the initial
findings deemed from the interviews and the future workshop. The work-
shop results were analyzed according to the categories set by the analysis

and synthesis of the previous interview and simulation day data.
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3.2 Market dialogue in public procurement

3.2.1 Case descriptions

In this section, the three cases are described and the role of market dialogue

in each of them is discussed.

3.2.1.1 Dental technical laboratory work

The procurement of dental technical laboratory work began as the previous
contract expired in the end of 2009. A merger of health care organization
was coming up, so the contract was extended until May 2010 in order to
cover the new organization as a whole with the new contract. The contract
was renewed many times after this because the start of tendering was de-
layed and there were many complications in the process. The tender was
divided into three sub tenders.

The procurement expert working in the City’s procurement center took
care of carrying out the competitive tendering, while the director and two
specialists at dental health care unit acted as experts. A project team was
formed by the procurement expert, the dental health care director and one
of the dental care specialists to coordinate the preparation work. The spe-
cialist began working on the two sub tenders, while the third one was as-
signed to another specialist. This second specialist did not participate in
the meetings of the project team, and no cooperation or checking was tak-
ing place between the two sets of tender specifications. Eventually the
specifications were combined in the invitation to tender, and five offers
were received. At this point, it was noticed that the third sub tender was
not considered precise enough and the offers received could not be com-
pared fairly.

The product specification preparation was difficult for everyone involved
in the process. Brand names could not be used, and the dental care special-

isthad a hard time trying to find general names for different products. Also
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quantifying all the different components of dental products was laborous,
since there were thousands of different products on the list and every final
product was always unique, since they were always produced for individ-
ual client according to their condition and treatment plan. Since the tender
was decided to be carried out as a product tender, a generic listing of dif-
ferent parts was the only way to conduct a feasible competitive tendering.
It is obvious, that the tender also included a significant amount of unique
work applied to the final product, and should therefore clearly have been
classified as a service. Furthermore, since the dental unit continued to or-
der the service using brand names, the supplier interpreted that they could

charge more than what was agreed in the contract for non-brand items.

Use of market dialogue

In the case of dental technical laboratory work, no market dialogue with
potential suppliers was used. Thus, there was no common understand-
ing about pricing criteria, and the most appropriate approach to tendering
was not discussed with stakeholders. This resulted in a difficult tender-
ing of the laboratory work services. Limited dialogue prior to the com-
petitive tendering resulted in an inaccurate invitation to tender and mis-
understandings between the supplier and the buyer during the contract
phase. The end user took an essential role in the tender preparation work,
although the lack of communication between parties within the munici-

pality and with companies affected the contract negatively.

3.2.1.2 Wood- and metalworking machines

The case of wood- and metalworking machines was included in a larger
construction project, where a new day care center was built on a school
lot, while also the school building was extended. A new wood- and met-
alworking classroom was built. The education unit and the school were

responsible for the procurement. The financial planner of the education
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unit carried out the tendering in spring 2010. A procurement expert as-
sisted him with procurement regulations whenever necessary.

The school principal represented users together with the crafts teacher,
who helped to define the machine requirements. Also an industrial safety
delegate was helping with safety requirements.

The tender was divided into two sub tenders. The invitation to tender
attracted two offers. In these, the offers only corresponded to the require-
ments of the second sub tender, thus the first sub tender could not be com-

pleted. Eventually, the second part was procured as a direct purchase.

Use of market dialogue

The suppliers were actively in contact with the end users at municipalities.
They initiated the contact and informed the teachers about their products.
In the case of City A, the person preparing the tender was in contact with
the machine provider and asked how different issues could be resolved.
With the information provided, he was able to draft the invitation to ten-
der. The supplier was contacting the end users from time to time in order
to stay informed about upcoming tenders and also promote their products
or services. The case involved both end users and companies in the prepa-
ration of the tender, of which both took an active role instead of a passive

one.

3.2.1.3 Cleaning service

The cleaning services for a school were tendered in 2011 as a part of a larger
competitive tendering of cleaning locations of the City B. The education
unit was the buyer in the contract, while the Public Works unit took care
of contract follow-up as well as planning and tendering of the cleaning
services. The Procurement center also participated in the preparation and
tendering phases, and assisted in reclamation handling.

The Public Works unit had drawn up a service description that had been

in use since 2005, which had been approved by the education unit. When-
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ever this description was changed, the end users were notified. However,
the service provider of the time had exceeded the defined service level.
The school heard about the ending of the contract and the upcoming ten-
der from their service provider.

The service providers were able to participate in a review of the school
after the invitation to tender was released and ask questions, which were
answered on the municipality website.

Once the contract was awarded, the new service provider and the Works
Unit held a kick-off meeting. During the contractimplementation, the unit’s
cleaning supervisors made monthly quality control rounds together with
the service provider representative. Also spot checks were made. The com-
munication between the service provider and the school end users was
mainly carried out by using a notebook. This was necessary because the
cleaning staff worked mostly during the evenings.

The previous service provider was very much appreciated in the school
community. The principal was content with the provider’s being present
for the children and acting as an educator. However, the provider lost the
tender since their tender did not correspond to the requirements. This end
result was very dissatisfying for the end users but was in line with the unit’s

strategy.

Use of market dialogue

In the cleaning unit of the municipality, market dialogue has not been used.
Only time the unit representatives have been in contact with a provider
prior to tendering, was when they were procuring a new kind of service.
The people in the unit are very careful not to engage in any dialogue during
the competitive tendering, but also think that it is not allowed during any

part of the process.

“We don’t have that too much, and we haven’t been very ea-
ger really [...] Now, if there is an event or we are invited some-

where, we’ve agreed not to go during the process, and not really
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at other times either. [laughs] [...] We have to think about how
it looks to the outside, it is not enough that we know ourselves
that nothing illegal is going on, it also has to seem that it doesn’t
happen.”

Substance expert

The management personnel of the unit and procurement professionals
had a different kind of view. They thought that market dialogue should
be used much more. In their opinion, companies know what kind of invi-
tations to tender best suit their business and are understandable to them.
Also dialogue during contract implementation phase is not seen to be tak-
ing place enough. The reason for minimal market dialogue is thought to be
the culture within the unit, which focuses on doing things using their own
previous experience as the only source of knowledge. Also the procure-
ment law is thought to forbid dialogue with companies. The management
is in the opinion that leadership and management support would be the
key for more market dialogue taking place. However, they also think that
there is simply not enough time and resources to use e.g. technical dia-

logue during every procurement.

“I think we are doing minimal communication before the
tender. It's somehow considered here to be against the law,
to ask and discuss with the companies about upcoming invi-
tations to tender. It’s kind of an unwritten rule, that we just do
the tendering and won’t use companies” help; we just use our
previous experience. [...] no one knows better than the com-
panies, how the invitation to tender should be made.”

Substance expert

“Complying with the process itself takes so much time, so
in the end there is not enough time to spend on something as

useful as technical dialogue. You just don’t have the time to do
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that as much as you'd like. It would probably be really useful
to organize a technical dialogue every time.”

Procurement professional

3.2.2 Goals of market dialogue

In this section, the goals of procurement activities and particularly findings
related to market dialogue goals are be described. At the end of the section,

key findings are summarized.

Goals of the procurement process

The substance experts in the cleaning unit of City B mention varying goals
for the procurement process: one says the goal is to get customers the ser-
vice that has been agreed. Another wants to get the work done and try to
improve tenders if they can. A goal of getting a well-functioning contract
with trustworthy providers is also mentioned by one official. Not having
to interfere constantly was an important feature in a good contractual rela-
tionship. The procurement officials, on the other hand, emphasize the eco-
nomic goals as well as the benefit to end users. They also have a view that
the functional units” goals are sometimes different from the City’s goals
concerning procurement — the procurement center tries to take the whole

city into account.

“Of course the main goal is to get good contracting parties,
who are able to deliver the quality we have paid for, with as
little fuss as possible [...] they follow the contract without us
monitoring too much...”

Substance expert, City B

“This is my job. [...] Of course I try to make it better ev-
ery time, but the law restricts so much that you really can’t do
everything you want.”

Substance expert, City B
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“The customer should get what has been agreed.”

Substance expert, City B

“...It’s a matter of honour for us, because they [services] are
needed by the elderly, the children, everyone, therefore the ser-
vice has to be good.”

Procurement professional, City B

“Our goal is, on our part, to influence to the City’s contract-
ing so that the contracts are both economically most advanta-
geous and beneficial for the citizens.”

Procurement professional, City B

Goals of the end user are very different from the other participants’
goals. A principal of the school is worried about long-term goal, which is
educating the children to become good citizens, being corrupted by short-
term savings goals. The principal, thus the end user, is concerned about
the service being valued only as something that is produced, without tak-
ing human factors into account. The end user emphasizes that in a school
environment, all adults should be present for the children as one of the ed-
ucators. If there is no personality attached to the cleaning work, the chil-
dren will not learn “where cleanliness comes from”. If there is no human
example of keeping the environment clean, the children are not motivated
to help keep the common spaces tidy. In the end user’s opinion, if money
is saved in the short-term, more money will have to be spent in the future
to fix the problems caused by poor cleaning service and lack of adult’s ex-

ample for the children.

“If the attitude towards cleaning work is like, it is just a me-
chanical task, I hope you could get rid of that thought at least in
the school environment where, at least according to our wish,
every adult is an educator who is present there, an example for

the children. [...] The current system is not good for improving
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the level of service. Slowly the schools will deteriorate, if you

neglect basic upkeep...” End user, City B

Defining the need: Service or product?

According to the participants of the tendering, getting the product or ser-
vice they want is an important goal. The definition of the need is not a
simple task. The difference between a specific item that is easy to quan-
tify and a complex service is significant, and there are many different ways
to communicate the need in the invitation to tender. Procurers were often
worried that the companies do not understand the actual need, since the
description has to concisely present what the tenders should include. In
the case of dental technical laboratory work, the task of productization is
found difficult by the substance experts of the dental health care unit. For
the tendering, a list of some products that could be ordered was produced,
but the problem was that every product is actually a unique one. The prod-
ucts change constantly and the technician usually makes a custom product
for each customer. Thus, it is the service provided by the technician that
is procured instead of a bulk product. The specialists making the specifi-
cations were told by the procurement officials that they cannot use brand
names in the tender documents, and this made their work more compli-
cated. They were afraid that the service providers would not understand
the criteria without the brand names. On the other hand, they were ap-

proaching service procurement with a product-oriented approach.

“You cannot have a sliding scale of parts, you have to have
the specific amounts and sizes in order to get an exact price. In
that sense it is difficult for the person making these invitations,
since all our products are customized.”

Company representative

“We had to think, how to change the name of the product to

a generic name, which is very difficult in our trade, in our spe-
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cialty. It’s too hard to find a name that all the companies would
also understand. [...] This competitive tendering includes only
a small portion of a large repertoire; the technicians have thou-
sands of items on their product list. And that list is constantly
developing and changing. [...] For this tender we just tried to
find a list of products to make it possible for the companies to
compete equally. [...] We cannot have them all included in the
tender, since no product that is made is the same.”

Substance expert, City A

Cooperation for the best end result

The cooperation of different parties within the municipality was deemed
to be important. The mutual understanding of the importance of plan-
ning as well as specifying the need together with different stakeholders
was observed to be crucial for the success of the procurement. The lack of
understanding between different parties, lack of time and resources and
the difficulty of gathering a project team were considered to cause most

problems.

“[...] it is about how you do this, how we cooperate and
do things together, everyone should understand why we even
do tendering, people should not just look after their own base,
but understand that the more thoroughly we do the preparation
with the team, and think how it benefits us in the future..”

Procurement professional, City A

Less reclamations and negative feedback

In the Public Works unit of City B, lack of dialogue between different par-
ties is seen as a problem that results in reclamations and even threats to
service providers. Communicating by complaints seems not to help in get-

ting the best end result: the respondent hoped everyone could sit down to
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discuss the cooperation before problems appear, instead of making recla-

mations every time something goes wrong.

"It is a great deficiency, since the only ones I hear are about
making reclamations here and there, because they didn’t do this
and that, and threatening that we will no longer order service
from you [...] instead if we would sit down here, our man-
agement here, the people who govern that, we could get much
further and get better results. Usually they are only in contact
about bad things, and that is so wrong.”

Substance expert, City B

The preparation phase and market dialogue require most resources

The procurement professionals recognized the preparation phase to be the
most crucial for the success of the procurement, and also the most difficult.
There was an assumption that devoting time and effort in the preparation
would decrease appeals to market court. The time currently used to deal
with complaints could be used for better preparation instead, and again
avoid unnecessary complaints. One of the reasons for using too little re-
sources on preparation and market dialogue seems to be the “old culture”

that discourages dialogue.

“The supplier selection phase is the easiest. The most diffi-
cult is, in the beginning, to find out who is involved in the pro-
curement and how to get the needed information from them”

Procurement professional, City A

”I think we would get less complaints and cases in market
court, and as a result, the time that would be released from
the end, we could probably use for a better preparation. That’s
what usually happens, when people do things in a hurry, they
don’t have enough time to consider all the options there might
be.”
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Procurement professional, City B

“You really need to put resources to [preparing invitation to
tender], it's the most important one. But before that, we really
need to do market research and get information. The better you
have researched the market, and the better you also do that mar-
ket research also here in our organization, what is our need, the
real need, not so that you check the previous tender and repeat
the same thing. There is a problem with the old culture, it was
like, you didn’t ask much anything, it needs to be changed. The
key is to define the correct specifications, and if you do it well
with all the quality criteria and all, then the rest goes without
problems. But if you are lazy, sloppy or do it in a hurry, you
can tell that it will go wrong the whole way until the contract
implementation.”

Procurement professional, City A

Partnership as a goal

City B is aiming to build partnerships with its suppliers. The procurement
centre describes partnership as having a common goal and committing to
working for that goal. Committing to partnership also comprises flexibility
and ability to engage in dialogue during the contract. Technical dialogue
is considered to be a good method for asking providers about what kind of
operational models would support partnership in their specific field. On
the contrary, one of the respondents saw that real partnership is impossi-
ble with the current legislation. One respondent describe partnership as
a wider concept: partnerships are also about using technical or market di-
alogue to influence the market. Also interacting with unions and interest
groups concerning their procurement strategies can be seen as partnership
activity. Additionally, contracting collaboration with other municipalities

was considered as a very important form of partnership.
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“They [successful partnerships] are so unusual, that I would
not advertise them as good examples.”

Procurement professional

“If you don’t think of partnering only as a contractual rela-
tionship, but more like as a collaboration relationship, then we
have the whole market involved... ”

Procurement professional

Goals of each participant

The procurement officials of municipalities have the goal of reaching better re-
quirement definitions for the tender documents, so that they are able to ask
for what they really need. They also want to understand the market better
- they want to find out what actors exist in the market and what can they
provide. They also engage in dialogue in order to find out which tendering
approach is best suited in each situation, especially how can more bids be
gained for tenders and further increase competition between companies. It
is crucial for the tendering and the contract implementation phase success
to have an understanding of a specific industry logic, especially concerning
contract terms and pricing.

Companies have the goal of having a profitable business relationship
with a reliable customer. They want to sell their service to public organi-
zations, since the volumes are often stable and they can trust the customer
to pay on time. Still, in order to successfully participate in tenders and
also have a good contractual relationship, companies need more knowl-
edge about the official tender process and of the public contracting au-
thorities” operational and decision-making logic. They would also want
long-term relationships and partnership to develop the contracts.

The substance experts and unit employees of the municipality, who are of-
ten also end users, wish to have reliable service providers and service that
match the agreed service level. The also want to keep their budget on

planned levels. In order to avoid unexpected problems and costs during
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the contract term, the substance expertise unit should engage in market
dialogue that ensures that contract terms, service levels, communication
responsibilities and pricing are clear to all participants.

End customer has the goal of receiving a service they can be content with.
End users want their voice heard in the decisionmaking processes and also
an opportunity to give feedback. Many users are ready to actively take part
in procurement planning.

Viable business

\L

Trouble-free preparation and contract
follow-up Partnership
Service level is what we need
and we stay on budget

Service supports
my work

Happy end user
and citizen

Figure 3.3: Goals of market dialogue

3.2.3 Participants

This section describes the findings related to the participants of market
dialogue. The characteristics of each participant, their responsibilities in
the process and the relationships between participants are covered in the

following descriptions. The main findings are summarized in the end.

End customer

In public procurement, the users and customers are not only the munic-

ipality citizens, but also the municipality employees working in different
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units. Often the procured services and products are used in producing
the service to the end customer. Thus, the needs of different internal and
external customers of the municipality should be considered.

The end users feel that they are not involved in the procurement pro-
cess at all. The substance experts often hear negative feedback about price
being the only criteria for service provider selection. In cleaning service
procurement, the end users do not take part in defining quality criteria,
and don’t even know what the criteria are. Service descriptions are shown
to the school principals but made by the substance experts according to
a standard template that has been in use for more than five years. One

substance expert sees the education unit as their customer.

“The role of the principal is quite minimal. We are merely
notified, who will be cleaning.”

End user

The substance experts also get direct and user feedback concerning the
quality of cleaning. The users often complain about things that are visible
but not too important concerning the health requirements, which are the
substance experts’ biggest concern in cleaning. Thus in their opinion, cus-
tomers often don’'t know what the real need is. Substance experts suggest
that end users are often very passive. With very little consideration, the
need for cleaning could be made smaller, since a costly cleaning profes-
sional is not required to collect trash from the floor. A lot of money could
be saved, if the cleaning staff could concentrate on special tasks instead of

cleaning the blackboards no one bothered to wipe.

“Basic furniture arranging and tasks caused by unnecessary
littering, these can take up to half of the total cleaning time. You
want cleaning to cost as little as possible and be efficient, then
you have professional people who are paid to do special clean-
ing tasks, with machines and so. I don’t understand why a dif-

ferent person has to come clean a blackboard, why can’t the user
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clean it after use. [...] And then these new directors say, that
we need to produce what the customer wants, since we want to
profile ourselves as a good service producer. Then at least I am
against it, come on, the tax-payers are paying for it in the end, if
I am cleaning people’s coffee makers, fridges or something like
that... ”

Substance expert

End users are also tax payers. They are not only interested in the ser-
vices they receive, but also how their tax money is spent. End users are not
familiar with the procurement law, and do not understand the decision-
making processes of the municipality. Even when they are involved in the
service process to a particular extent, they do not know how the service
has been produced and how much budget was used for it. If end users
would have more knowledge and would be more actively involved in the
procurement process, they would be able to help in prioritizing different

service needs and also lower the need for service in some areas.

Functional unit and substance experts

The procurement officials thought that market knowledge is the respon-
sibility of the substance experts. Being in contact with the end user and
taking care of contract follow-up was seen also as the responsibility of the
substance experts. The procurement center did not have a good under-
standing of whether the substance units were actually doing any market
dialogue prior to tender or mapping end customer needs - their conception
was that most probably these activities are quite minimal. The productiza-
tion and defining specifications is the responsibility of substance experts,
but sometimes they are not interested and the procurement officials must

participate in specifying the product or service.

“It’s quite hard to move forward, you try to find the informa-

tion somewhere, but you don’t know if it’s fulfilling their need,
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everything is then left open. I make a suggestion and ask them
if it’s ok, they might reply that it’s ok, but it’s possible no one
even read it through.”

Procurement professional, City A

Even when the substance experts are active in preparing the procure-
ment, they sometimes have problems in finding specific expertise concern-
ing a new kind of product or service. Sometimes they can find an expert

within the municipality and sometimes not.

“I had to try and find the kind of expertise, and luckily I
found a physicist at the hospital district, whom I gave our things,
I had also copied some DICOM-standards and such from the
hospital district’s invitations to tender, they were all Greek to

me...

Substance expert, City A

The company representatives are in the opinion that in the cleaning ser-
vices, the invitations to tender are usually done well. This is because the
substance experts of the municipality are experts in the field of cleaning
and experienced in tendering.

One of the cleaning service provider companies thought that it was
much more difficult to work with a public procurer compared to a pri-
vate client in case they had improvement ideas during the contract term.
They felt that the municipality was often dictating everything, even sim-
ple practicalities without consulting the service provider. However, one of
the substance experts agreed with the view and thought the service could

improve if the companies ideas would be accepted more openly.

"I think there is a certain attitude here, we say, how things
are and will be, this is what you'll have to do. I think our people
could be more open to listen and accept better modes of opera-
tions.”

Substance expert
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Procurement professionals

Working communication between substance experts and the procurement
unit was seen as an important aspect in successful procurement. The pro-
curement unit’s main responsibility is to provide procurement and legal
expertise. Technical dialogue is the responsibility of the procurement pro-
fessionals, since it is thought to require expertise that the substance experts
don’t have. Also, since technical dialogue is mentioned in the Government
Bill, it is considered almost a legal activity, and therefore the procurement
professionals with their legal expertise should be conducting it. Some sub-
stance experts think that almost all kinds of dialogue with the market are
forbidden, and therefore procurement center is the only party that can or-

ganize meetings or info sessions for companies.

“I guess that the principles of the law determine, that com-
panies’ help can’t be used here. I know that the law allows some
procedures, like requesting for information or organizing these
info sessions, where current markets can be mapped. These
have always been organized by the procurement center, since
they have the legal expertise and they know what is appropri-
ate, how can these meetings be held.”

Substance expert, City A

Companies

Participation of companies was considered to be difficult in many senses,
since the logic of buying and selling is different in the public and private
sectors. Companies have to learn, how to approach public authorities with
their offering, not to mention the specific procedures they have to know in

order to participate in tenders.

“And the more there are differences between the public and

private [ways of operating], the harder it is for companies to
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participate in these tenders, because they don’t understand, it’s
like a foreign language to them.”

Procurement professional, City B

Summary

End customer is the beneficiary of public services. They are familiar with
their own needs, but often have very limited knowledge of municipality’s
decision-making and the procurement process.

Substance experts of the municipality have know-how of the services they
produce and procure from companies. They are often also the end users.
They are not always very familiar with the constraints and possibilities of
procurement law, and also do not possess contract management expertise.
Some substance experts are not motivated to take part in procurement, and
refuse to share information with the persons preparing tender documents.
On the other hand, some substance experts are very motivated and take
the responsibility of tender preparations, and also engage in dialogue with
suppliers and end customers. Lack of resources often limits substance ex-
perts’ participation.

Procurement professionals are experts of procurement law and procedures.
In large municipalities, there is a centralized unit for procurement exper-
tise. In many cases, procurement experts may also work at specific func-
tional unit and specialize in a certain area. Usually, procurement experts
lack knowledge of specific services and products and the industries pro-
ducing them. They are often not familiar with end user needs, and have to
rely on the information provided by functional units. Expertise on proac-
tive contracting and contract management is often limited and not within
their interest. The procurement professionals” workload is often so large
that they don’t have time or resources for market dialogue or contract man-
agement.

Companies are experts of the service they provide. They also usually

know the customer needs well. Companies are not familiar with the op-
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erating logic of public organizations and have limited knowledge of the
procurement law, as well as little resources to allocate for preparing tender

offers. Thus sometimes their cooperation with municipalities is difficult.
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Figure 3.4: Participants of market dialogue and their primary activities

3.2.4 Means and methods

In this section, the means and methods of market dialogue are described.
The findings are divided to three parts, two of them describing the prepa-
ration and contract implementation phases and the third concentrating on

continuous market dialogue. Finally, the findings are briefly summarized.

Preparation phase

Prior to releasing the invitation to tender, there are many means to engage
in market dialogue. Some companies had not participated in market dia-
logue with public procurers. They thought that discussion before the of-

ficial process would help both parties find good modes of operation and
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cooperation, and recognize where also savings could be made. The com-
panies wanted to know, how and by whom the tenders are evaluated in
specific cases, in order to tailor their tender to get more points. The com-
panies were following new tenders on a regular basis, and thought it took a
lot of effort from them to always know about coming tenders in their field.
The notices at HILMA are sometimes missed because the company does
not know when to expect it to be released. Some companies, who had pre-
viously participated in tendering, received notifications from the procurer

if a new tender was coming up.

“We could together find savings and the optimal service level
for each location [...] Some schools are older and require more
or different kind of cleaning.”

Company representative

The companies felt that it is impossible to influence on the future con-
tract terms, since in their field there is no dialogue before the tender. Those
companies, who had a chance to participate in dialogue before the tender,
thought it was beneficial for both parties. They had had a chance to ask
questions and give comments on a tender draft. However, they were hop-
ing to have several rounds of commenting and asking questions before the
final invitation to tender, because one round is often not enough to clear

out all the errors and unclarities.

“We could send questions about unclear things by a certain
date, because at that point the tender can still be adjusted. I still
thought it was quite slow though, it could have started earlier
already with the tender drafts and then after correcting it, we
could still ask more questions.”

Company representative

One of the interviewed companies was in a close contact with the mu-

nicipality during the preparation period. The end users, who were also
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involved in specifying the procurement requirements, notified the com-
pany every time they knew a new purchase was coming up. The company
was also actively informing the municipality about their products and ser-
vices. When the procurement preparation began, a municipal officer con-
tacted the company to ask for help in defining the specifications, since they
did not have sufficient expertise to find solutions to the challenges of the
particular case. The municipality representatives were able to decide the
best solution based on the company’s help and continued by releasing the

official invitation to tender.

“I got to know about the tender when he called me, and said
they have a really small space, what can we do with this? I got
the pictures and made a suggestion about machines that would
fit the space and how to place them. We had experience from
similar challenges and they could consider based on that.”

Company representative

The company also hoped for a chance to discuss with the end user be-
fore the tendering. In their opinion, it is even more important that everyone
within the municipality would discuss together and involve the end user
in order to find out the real need.

The substance experts thought that holding info sessions before tender-
ing was a good way to inform the companies about new contract terms and
policies. Some of the substance experts thought it was illegal to have dia-
logue with companies, thus they only held info sessions after publishing
the invitation to tender. This way, the companies could no longer influ-
ence the tender specifications. The companies, who participated, usually
did not ask many questions.

The procurement officials of the municipality had more experience of
market dialogue. It was usual, that they first searched the internet for infor-
mation. In addition, they often consulted with companies they currently

or previously had contracts with. Officials mentioned that they do both
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specified form and free-form dialogue. In the preparation phase, it was
considered most fruitful to have meetings with potential suppliers as well
as communicate the need in writing. Informants stated that before prepar-
ing the final documents, it is easier to get information from companies if

the initial drafts are already being used in the discussions.

“The specified form means for example that we announce
at HILMA, that we are preparing a tender and ask them to sign
up for technical dialogue, then we send them questions. Free-
form dialogue, it can basically mean that you make a few phone
calls to suppliers who you think are good, and ask them for
information.”

Procurement professional

The procurement professionals also hold meetings and info sessions
with potential suppliers. Having a certain theme for the meeting was con-
sidered important. Whether the meeting is about a single procurement or
a general session concerning all procurement of a municipality unit, de-
fines who of the municipality substance experts should be involved and
which companies should be invited. Massive events were not considered
effective for dialogue. Generally, if there are many companies present at
the same meeting, they are not very open to discuss their offering, and
only show up to monitor the situation. One-on-one meetings are usually
to most productive. The willingness to discuss openly seems to depend on

the industry.

“In social and health services, we have these service providers
who are in the business for ideological reasons, so they are usu-
ally most open to discussions. [...] Of course in IT, there is no
discussion at all.”

Procurement professional

The interviewees clarified, that technical dialogue is only one way of

getting information for a specific case. Prior to specific questions, knowl-
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edge of the market should already exist. The procurer should find out,
what kind of companies are there, what is the market situation in terms
of pricing and competition, and choose the right procedure and approach
for the tender accordingly. Dialogue is especially important in cases that
are tendered rarely. Since in some areas the technical development is not
very fast or the needs are already well known by the substance experts and
current suppliers, dialogue in the preparation phase is not as crucial.

In the procurement center, there were no negative experiences concern-
ing market dialogue, they had not received any complaints or appeals re-
lated to it. In the end, all the information regarding the tender is given in
invitation to tender. They thought there was nothing to fear about market
or technical dialogue, but acknowledged that not everyone in the munic-
ipality were thinking the same way. Realizing the opportunities and not

only the restrictions of the law is the key for good market dialogue.

“Maybe it’s because in the old days people wanted to do
tenders in silence, and they have kept that tradition, they have
thought that silence will make sure everyone is treated the same.
Maybe it also has to do with the fact that we are officials, and
officials are used to working in a certain way.”

Procurement professional

A company participating in the tendering of wood and metalworking
machines was hoping for more market dialogue. Market dialogue is not
just about giving information and demonstrations, but also interaction.

The company was also prepared to introduce customers to reference sites.

“I think that being in contact, interacting and demonstrating
and so on, I think it’s really important. I mean, if I'm buying
something, I want to see, not the brochure but to hear and see
what is out there. [...] And every time we can, we can ask the
customer to come and see reference sites with us. But this needs

to happen before HILMA [invitation to tender].”
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Company representative

Involving the end user during the preparation is an area that munici-
palities have not widely considered. In some cases, the end user actually
defines the service or product to be purchased — for example a wood and
metalwork teacher is discussing with both the procurement team and com-
panies and also takes part in decision-making. In most cases, the end cus-
tomer is seen more as a threat, since they might ask for things there is no
budget for. However, the procurement officials are trying to find meth-
ods to map end user needs and prioritize them as a part of specifications

definition.

“It will be the thread we will take into account in the future
[...] We will think of how the end user is acknowledged in each
area and how to improve it [...] I think you have to get rid of
your mindset and go to the end users and really listen to them.
[...] Youhave to place the needs in priority order and think how
they could be taken into account, it should be the guiding light
in procurement, not only in services but also in products...”

Procurement professional

A general procurement preparation can, in many typical cases, follow
the process described here. The preparation process begins with defin-
ing the initial need in the municipality’s functional unit, by the responsi-
ble substance expert. Procurement professional (or procurement center) is
contacted in order to get support for wording the specifications for the offi-
cial tender documents. The responsible substance expert gathers a team of
all those experts who are needed for defining specifications and choosing
the award criteria. In some cases, more information is requested from com-
panies via email or phone calls, and also by starting a technical dialogue in
HILMA. If the case is rare or complex, there is not enough expertise within

the municipality or a completely new service or product is being procured,
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meetings with potential suppliers should be organized. Giving the compa-
nies a possibility to comment drafts of tender documents and the contract
itself and ask questions are effective ways to find the right wording and
spot errors before the official process is started. Several rounds of ques-
tions and comments also helps to achieve tender documents that are clear
for both the procurer and the companies. This process is a suggestion that
can be applied in several situations, however not in all, thus the methods
should always be adjusted to suit the specific case and its needs, as well as
the organization in question.

Dialogue prior to releasing the contract notice is not only advantageous
for acquiring information about products or services, but also for finding
out the specific contract and pricing terms of the industry. Better knowl-
edge of the operating mode of the suppliers reduces misunderstandings

during the contract term.

Contract implementation phase

After the official procurement process is finished and the contract has been
awarded to one or more suppliers, the contract implementation phase be-
gins.

The companies, who took part in the tendering but did not win the
contract, can request to see the tender documents and reasons behind the
final decision. Some municipalities offer a chance to arrange a meeting
where reasons for the company’s losing or exclusion from tendering can
be discussed thoroughly. In City A, these meetings were considered to
be fruitful, since the companies could get a better understanding of what
they should have done different. As a result, the companies don’t make

groundless appeals to market court.

“Right after competitive tendering, once the contractis awarded,
we have given an opportunity for the lost companies to come

and discuss and give feedback, they can share their experience
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and how they think something should have been done differ-
ently. We can also note right away the things we should remem-
ber next time.”

Procurement professional

Once the contract is signed, methods for feedback and contract adjust-
ments have to be put in place in order to enable effective cooperation. Feed-
back should be gathered between end users, municipality employee end
users, companies and substance experts. Feedback is traditionally seen as
coming from customers, or the procurer.

Service quality is usually monitored by holding meetings and periodi-
cal checks on site. The quality levels are followed closely by the substance
experts together with the service provider. If quality is not on the agreed
level, complaints are made and the service monitored more closely. Also
spot checks are made. If the quality monitoring procedures were agreed
already in the tendering phase, and contact persons were clearly assigned,
the system usually worked well for both the companies and the municipal-
ity. However, despite feedback channels, follow-up meetings and assigned
contact persons, sometimes there were disagreements and lack of commu-
nication between the provider, the municipality unit and the end users.

The companies experienced problems in the communication with the
municipality during the contract term. For the cleaning service provider,
the contact person is usually a service supervisor in the municipality’s
cleaning unit. The supervisor does monthly quality checks together with
the company representative, and the report is sent to the school principal.
The arrangement worked well for quality rounds, but the since the service
supervisor did not work daily at the school, the information about space
schedule changes was often not transferring to the cleaning company. The
company representatives would want one person, possibly an end-user,
who knows the day-to-day activities at the school, to pass them informa-
tion about schedule changes. It is also important that the end users know

who is providing the service to them and what is included in the contract.
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Meetings between service provider and end users are an effective way to

begin the cooperation.

“It took me only an hour to be there, and in the same manner
in any school, to discuss with them [the teaching staff] about
what we will do there, what is our responsibility, they can ask
us. They can ask about their garbage cans, when will we empty
them...”

Company representative

Often the end user who did not know the contract, was complaining
about things that the company was not even paid to do in the first place,
and processing these groundless complaints took a lot of effort to process

together with the municipality.

“The customer gets to influence a lot, sometimes too much,
and I think at that point the City should tell them, what is ap-
propriate. We can’t go to the principal and tell him what is in-
cluded in the cleaning service, I think the City should be on our
side there, and let them know what suitable cleaning level is.”

Company representative

The substance experts have recognized the same problem with end users.
Therefore, they try to avoid the end user being in contact directly with the
service provider, since they might ask for things that are not part of the
contract. Involving the end users from the beginning and informing them
about the contract content might reduce groundless complaints.

Companies often felt that if there were problems with the service, the
municipality or the end users were dictating the actions taken, and the
company could not address the problems originating from the municipal-
ity side. Some of the interviewed companies implied that their position
during the contract term was not equal with the municipality. The compa-
nies felt that if problems occurred, they were always blamed and develop-

ing the contract was always dictated by the municipality.
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In the companies’ point of view, if they had ideas for developing the
service, presenting them to the municipality is too big of a risk during con-
tract term. Service providers often have good ideas for saving money and
resources, but they feel they have no right to make suggestions. Especially
when they saw a need for extra service, they were afraid that the munici-
pality would just see the company as a profit-seeking crook. However, the
company in question has not tried to open discussion about these topics
with the municipality and has chosen to stay quiet.

For some services, special communication and feedback systems are
being developed. The end customer will know when and by whom for
example a repair will be made, and can send feedback after the service has
been delivered. This way the service provider can communicate directly
with the end customer without having the responsible unit in the middle.

Municipalities also would want an electronic system for reporting and
reclamations during the contract term, which would help in monitoring
the whole municipality’s contract implementation.

Procurement professionals emphasize the importance of gathering lessons
learned from both tendering and contract term to be taken into account the
next time similar products or services are tendered. But because the con-
tract follow-up is usually done within the functional units instead of pro-
curement center, collecting experiences should be the substance experts’
task.

Continuous dialogue

Substance experts mentioned that they often do not know any other com-
panies in the market except those who have participated in tendering. It
is considered crucial that the units procuring services and products follow
what is happening in the market, even without a procurement coming up
in the near future. Once knowledge of the market and providers already
exists at the start of a tender process, the preparation and case-specific mar-

ket dialogue can move forward faster. Also monitoring whether public
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contracts are causing disturbances in the market is important in order to
have healthy competition in the market during future tenders. Accord-

ingly, the municipality should plan keeping the long-term effects in mind.

“Operating without spending time on researching the envi-
ronment and long-term effects, you are only putting out fires,
only when problems surface you take care of them. But we
should operate in a way, where we predict things before they
happen and also put enough resources on that.”

Procurement professional

If the companies know well in advance, what the municipality is plan-
ning to invest in in the future, they can prepare early enough. Holding pe-
riodic info sessions is one solution to keep the companies informed about
strategic directions and future needs. The companies also need guidance
in participating to tendering, especially if they have never tendered before.
Companies often do not know the public authority and the logic behind
their processes. Also discussion meetings with trade organizations would

help both sides understand each other’s operational logic.

“A monthly meeting, where we could have a dialogue with
trade organization. Not just for certain companies, since we
would not discuss a specific tendering, I mean you cannot dis-
cuss anything specific, but have a dialogue on a general level
about procurement. ”

Procurement professional

The municipality as a whole should also collect feedback of all procure-
ment processes from participated companies, in order to get the suppliers’
view. Also collecting feedback from companies who have won contracts
with the municipality might help to gain awareness on how the munici-

pality appears as a contractual partner.
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Companies should also be active in inviting municipalities to learn about
new solutions and technologies. These meetings should not be “sales meet-
ings”, but concentrate on discussing the needs and solutions, since the pro-
curer cannot negotiate a purchase without a competitive tendering.

A need for means of dialogue between not only two but all participants
was identified by workshop participants. They thought that since procure-
ment has an effect on so many parts of the society and the whole picture
can not be clarified through interactions between just two, a forum should
exist to integrate all views together. In this way, also planning for long term
would become possible. No speficic structure was suggested for this, but
it seems realistic to achieve structures similar to this by developing orga-
nizational communications and management models. It was stated, that
high-level dialogue should be facilitated by the strategic decision-making

of the municipality in order to have practical relevance.

Summary

Means and methods of market dialogue in different procurement phases
are summarized in this section. A visualized process model of market di-
alogue can be found in Appendix D.

In the contract preparation phase, the contracting authority should in-
form potential suppliers about upcoming tenders well in advance. They
can organize events, workshops or one-on-one meetings to discuss the con-
tents and procedures or the procurement. Drafts of requirement specifica-
tions and invitation to tender can be sent to potential suppliers for com-
menting, also specific questions can be asked from suppliers. These ac-
tivities can be performed by either procurement professionals or subtance
professionals. However, also companies should be active in informing the
municipality of their solutions and ideas. The end user can be involved
in the process by using service design methods as well as feedback from
previous contracts. When end users are involved, the probability of them

being content with the service is much higher, and needs can also be pri-
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oritized. Companies can also map end user needs. It is crucial that these
activities are carried out well in advance of releasing the contract notice,
since after that the specifications are final.

After the contract has been awarded, communication responsibilities
and contract follow-up procedures are set. All parties should have appro-
priate channels for communication and feedback. All participants should
also be infomed of the content of the contract - once they know what has
been agreed about, there will be less unnecessary complaints. The con-
tracting unit should give a possibility to suppliers who lost the tender to
discuss reasons for the end result. Feedback should be gathered from all
participants during the contract implementation and utilized during the
next tender process.

Also forms of continuous dialogue should take place between the par-
ticipants. The substance experts should keep themselves informed of mar-
ket situation, companies on the market and the development of their of-
fering. Once the foundation is already laid before the tendering begins,
market dialogue does not require too much additional time or resources.
The municipality can plan for the long term better once they know how
the market is developing. Companies should be active in informing mu-
nicipalities of their new solutions, although there would be no upcoming
tenders planned. Periodical info sessions can be held to keep both sides

informed of current situation and also of long term plans.
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Figure 3.5: Means and methods of market dialogue between different par-

ticipants
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3.3 The role of market dialogue in transforming

the dominant logic of public procurement

In this section, the empirical findings related to market dialogue’s role in
transforming the logic of public procurement is briefly discussed.

Informants stated that the operational logic of public organizations should
change in order to keep the public economy on a sustainable track and
tulfill the citizens’ increasing demand for services, caused by aging of the
population. One of the greatest concerns were, that public authorities first
procure services and products using the cheapest price criteria, and then
are forced to buy more because the service does not fulfill the need. Many
risks were identified because the time and resources needed for prepara-
tion are constantly underestimated. When contracts are not planned well
enough, and decisions are made with very limited knowledge of the mar-
ket, the end result is often poor.

Many informants stressed the importance of cooperation between all
participants of procurement. Lack of holistic long-term vision and plan-
ning was seen to cause many of the problems associated with public con-
tracts. There is not enough planning and preparation in order to foresee
contract issues and problems, and the effects of short-term savings on the
long-term budget were not always considered. Also the service’s impact
on other service needs and costs associated to them are often not taken
into account. Additionally, the attitude of municipal officers who saw the
procurement law only as a restrictive structure was considered to hinder
effective procurement.

Thus, market dialogue as a form of communication that enables collab-
oration would affect the success of public procurement if it was used more
widely. There is no collaboration without communication and common
understanding. There are great barriers between public authorities’, com-
panies” and end users’ cultures and ways of working, and market dialogue

is needed to cross them.
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In conclusion, the empirical findings suggest that in order to change
the operational logic of public contracting authorities into collaboration,

an encounter process such as market dialogue is needed.



Chapter 4

Discussion

Here I discuss the results of my research. Findings from both the theoret-
ical framework and empirical research are brought together. First, I will
discuss the concept of market dialogue. Then, I will discuss market dia-

logue as enabler in the transformation of dominant logic.

4.1 Market dialogue

Forming the initial framework for market dialogue was challenging due to
very limited previous research on the topic. Evidence in previous literature
mentions the communication between the procurer and the supplier in or-
der to help specifying challenging solution purchases. Technical dialogue,
which is also mentioned in the Government Bill as one way of preparing
tender speficications, had not been studied in great extent either.

The empirical findings revealed more about market dialogue and the
need for it in public procurement. Results of the analysis show that all
participants of public procurement should also be involved in market di-
alogue, which was also confirmed by the theoretical framework, that ex-
plored public procurement as a value co-creation process.

The empirical findings suggest that market dialogue can utilize more

diverse methods than what the means of technical dialogue allow. The
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findings also show that market dialogue is not needed only in the tender
preparation phase, but it should be carried out in some form continuously.
It is obvious that some of these activities are common in many organisa-
tions, they just have not been labeled as market dialogue. However, it was
discovered that many public organisations engage in hardly any dialogue,
communication or collaboration during any phase of procurement. They
may not even see procurement as a larger process that spans across plan-
ning, preparation and contractimplementation. Thus, defining the concept
of market dialogue to cover all participants and phases that are crucial in
terms of communication and collaboration, is necessary.

Empirical and theoretical data showed a need for increasing market di-
alogue. Participants of public procurement have so far deemed market
dialogue as a difficult topic, since the procurement law has not explicitly
defined, what procedures are non-discriminating, open, transparent and
proportional. The assumption in many cases has been, that anything not
specifically allowed by the legislation must be forbidden. The municipal
officers often do not want to take risks in procurement, since the fear of
ending up in market court is so prevalent. However, those that saw market
dialogue in a positive light, had not experienced any appeals or court cases
related to market dialogue.

Finally, some of the findings called for not only two-way interactions
between participants, but for a “market integrator” that would act as a
communication forum between all actors. An integrator would be needed
to gain understanding of the comprehensive situation and consider long-
term effects to different stakeholders. It is not very likely that a separate
participant should make sense to be added in the process, but similar ad-
vantages could still be gained by developing communication of the net-

work and the management models of organisations.
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4.2 Dominant logic transformation potential of

market dialogue

Implied by the empirical and theoretical analysis, public organisations fol-
low a product-dominant logic, focusing on “making, selling and consum-
ing”. In a product-dominant view, organisation views the procurement of
goods and services as a set of transactions, which are correct in the eyes of
the procurement law.

This logic has led to many problems in procurement: the very limited
time and resources spent on planning and preparing specifications and
contracts cause extensive issues during the contract term. When issues are
not prepared for in the tendering phase, unexpected problems occur dur-
ing contract implementation. This often also brings additional costs. Also,
when all participants of the value creation process are not involved or taken
into account, the value will not be realized by the end customer. Only the
customer can create value, but the suppliers of the service, thus the mu-
nicipality and the service provider company, have to co-create the value
proposition for the customer.

According to the theoretical framework, market dialogue is an encounter
process between the supplier and the customer processes. This encounter
process consists of communication encounters between different actors.
Without these communication encounters between the companies, pub-
lic procurement authorities, their employees and end users, the supplier
processes cannot be aligned with the customer’s. In other words, if the
supplier does not know how the customer creates value, no effective value
propositions can be made. This is because public procurement can only be
succesful if it is carried out with a goal of end user value.

According to the results of the empirical study, the procurement pro-
cess needs market dialogue to transform its logic to a service-oriented one.
The relationship of the process of procuring services and the service itself

is interesting. This thesis has focused on explaining the procurement pro-
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cess from a service-dominant point of view. However, also the target of
procurement activities, the actual service, should be considered with this
dominant logic.

Strategies and strategy-making in municipalities have a great impact
on public procurement. Strategies affect the budget and priorities of pro-
curement. Leadership and management structures determine, how much
resources are allocated to procurement and contract management activi-
ties. The problem identified in this study is concerned with low priority of
procurement in municipalities. The decision makers do not always under-
stand the significance of procurement, although it has an impact on both
the budget and the quality of public services. Strategies’ relationship with
procurement, as well as the effect of political decision-making, are not in

the scope of this study and thus have not been addressed further.



Chapter 5

Conclusions

5.1 Results

This section concludes the thesis and provides the main results and an-

swers to research questions.

1. What is market dialogue in public procurement?

(a) What are the goals of market dialogue?
(b) Who are the participants of market dialogue?
(c) What means and methods can be used in market dialogue?

2. What is the role of market dialogue in the transformation from prod-

uct to service-dominant logic in public procurement process?

What is market dialogue?

The goal of market dialogue is different for different participants. How-
ever, all parties have the goal of market dialogue, that results in a well-
functioning contractual relationship, fulfills the needs of users and helps

the public services to develop into a sustainable direction.
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Participants of market dialogue are the procurement professionals and
substance experts of the contracting authority, the service provider com-
panies and the end users.

The means and methods of market dialogue have been identified to in-

clude the following:

Prior to invitation to tender

¢ Informing of future tenders, training events, workshops

Face-to-face meetings, video calls
e Document commenting

e Mapping user needs

Participatory design

Informing of new solutions

Industry fairs

After tendering

o Feedback of services
e Contract follow-up

e Feedback for tender documents

Continous means

e Discussions concerning long-term plans
e Feedback of services
e Informing of new solutions

e Industry fairs
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Summarizing all three subquestions into one definition, the following
can be concluded:

Market dialogue is an encounter process where

o The participants of public contracting process share and transfer knowl-

edge in addition to the tendering process regulated by law,

o To achieve successful contracts between the public contracting author-

ity and the service provider as well as

o Benefit the customers by co-creating value propositions that are aligned

with both customer and supplier processes.

What is the role of market dialogue in the transformation
from product to service-dominant logic in public procure-

ment process?

Market dialogue is an encounter process between supplier processes (both
private company and public contracting unit) and customer processes (both
internal user and end user). The logic of public contracting authorities
can be transformed from product-oriented into service-oriented through
an encounter process such as market dialogue. Market dialogue, as de-
fined by the first research question, supports reaching the goals of the en-

tire procurement process.

5.2 Evaluation of the research

Validity of a qualitative study can be referred to as plausible, credible, trust-
worthy and defensible research. Johnson (1997) has described three types
of validity: descriptive, interpretive and theoretical validity. Descriptive
validity refers to accuracy of the facts that the researcher reports. Interpre-
tive validity means the degree that the researcher is able to understand and

correctly report the participants” viewpoints, thoughts and experiences.
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Theoretical validity refers to the fit between the data and the resulting the-
ory, thus the explanation must fit the data in order to be credible and de-
fensible.

Descriptive and interpretive validity can be achieved through involving
many different data sources, methods and researchers, also called triangu-
lation. In this study, many different data sources were used, and the data
was collected by multiple investigators. I was able to confirm the inter-
pretations with other members of the research team during data collection
and analysis, since they had been present through the entire data collec-
tion. Documenting the data in notes, transcripts and recordings helped to
ensure descriptive validity. Data sources from different organizations were
used, and the data was collected in multiple instances and locations.

Theory triangulation means that the researcher utilizes multiple the-
ories and perspectives to assist in interpretation and explaining the data.
This research posed a problem of basically non-existent previous research
on the topic of market dialogue. Therefore, few general frameworks of eco-

nomic exchange processes were chosen to help in theory construction.

Theory limitations

The limitations of the theoretical part of this study is discussed in this sec-
tion.

The first limitation was posed by the nature of the research problem:
there was hardly any previous scientific literature concerning market dia-
logue. Therefore, theoretical foundation hade to be built using literature
from other disciplines and from the private sector point of view. Charac-
teristics of public sector were taken into account in utilizing private sector
sources, though some misleading assumptions may have been made.

Because of extensive amount of empirical data used in new theory for-
mation, the scope of the theoretical background was left rather narrow.
However, considering the defined scope and the goals of the study, the re-

sults gained fit the theoretical foundation well.
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Data limitations

Some data limitations also exist in the study. The interview data was col-
lected in another research project than the workshop data. I was not able
to take part in the previous data collection, and the focus of the study was
different. The data did not offer direct answers to the research questions.
Therefore, some of the results that were solely dependent on case data,
must be viewed with caution. However, most of the empirical findings,
which are also weighted in the final conclusions, were validated in the
workshops. Also, since majority of the analysis did not take place during
data collection, previous findings did not affect its progress.

The informants of the study are a large and rather heterogenous group,
but end users were not represented in the same extent as other participants
were. This may have resulted in a limited view of the end users to be seen in
the end results. On the other hand, other participants also had experience
from being an end user and were able to discuss issues related to end users

of the procurement process.

5.3 Theoretical implications

The theoretical implications are limited due to the novelty of the research
area. The scope was also limited to public procurement in Finnish munici-
palities, thus generalizations can only be made in that context. On the other
hand, municipalities share many characteristics with other public contract-
ing authorities in Finland and within the European Union. The legislation
principles are the same in the whole EU, although the role of the public
sector varies between countries. Still, the framework can be cautiously ap-
plied in similar contexts.

The theoretical framework draws attention to aligning supplier pro-
cesses with customer processes, and by using the encounter process of
market dialogue, the suppliers are able to co-create value propositions to

customers. Market dialogue consists of communication encounters, which
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take place between all actors of the procurement process and utilize several

different means and methods.

5.4 Practical implications

The goal of this study was to find a definition and a description to the con-
cept of market dialogue. The results uncover many practical implications
that participants of public procurement can utilize.

Public procurers should be encouraged to engage in market dialogue,
and reserve enough time prior the competitive tendering in order to get
the most benefit. The specific procurement case determines, how much di-
alogue is needed. Especially when new or innovative solutions are sought,
or there is no previous experience of procuring a certain product or service,
market dialogue is recommended. There is no exact recipe for conducting
market dialogue, it depends on the case, which methods are the most ad-
vantageous.

Also companies can be active in market dialogue, waiting for the pub-
lic authority’s invitation is not always the best way to sell your solution.
Companies must focus on informing the public procurer on solutions that

fulfill the needs of end users.

5.5 Suggestions for future research

Procurement and service production strategies of municipalities have been
left out of the scope of this study. Also the implications of political deci-

sions on procurement have not been addressed.

e How are the strategies and strategy-making of the municipality present

in procurement?

Transforming the logic of operating is not an easy task, since dominant

logic is often not recognized by the persons who make decisions. Although
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the problems with the current dominant logic have been identified, a more
important question is, how the logic of the people working with public

procurement can be transformed.

e How to transform the mindset of participants of public procurement

from product to service-oriented view?

Legislation seems to guide the thoughts and actions of procurement of-
ficials. Therefore, the impact of legislation to these processes and mindsets

needs further investigation.

e How can legislation support changing the mindset?
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Appendix A

Interview questions

The interviews were made in Finnish, here they are translated into English.

1. Warm-up

(a) Your name, organization, job description?

(b) Your role in the case study process?

2. Goals

(a) What are your goals in the procurement process?

(b) What kind of goals do other parties have?

(c) How did your goals change during the process?

(d) How could parties be better aware of each other’s goals in the
future?

3. Roles and responsibilities

(a) What things/tasks do you think you are responsible for?

(b) What is you most important motivator?

(c) What things/tasks do you think others are responsible for?

(d) Do you feel that you are not always able to complete your tasks

properly because someone else has failed to do his/her share?
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(e) Are roles and responsibilities clear? (between departments)

(f) What changes should be done in responsibilities?
4. Collaboration

(a) How was collaboration in the process? (With whom?)

(b) How do you benefit from the expertise of others?

(c) Do you feel you are able to bring out your own perspective?

(d) What kind of cooperation do you wish there to be in the future?

(e) Do you seek for partnership style cooperation with suppliers?
5. Preparation of contract

(a) Suppliers: How did you get information about the invitation to
tender? Why did you decide to take part in tendering? / Why

not? Were there any discrepancies in the invitation to tender?
(b) Do you get enough good tenders?

(c) How did you choose the procurement procedure? Experiences

from different procedures?

(d) Is product specification usually successful? How about the ex-

tent of procurement?

(e) What has to be taken into account when preparing an invitation

to tender / a tender?

(f) Who takes part in preparation? How would you describe col-

laboration?

(g) Are you familiar with the market? Should market dialogue be

improved?

(h) What is most challenging when comparing tenders?
6. Contract monitoring

(a) Are risks fairly/efficiently shared in contractual relationships?
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(b) Are practices consistent with the contract?

(c) Are the lengths of contracts suitable?

(d) How are contracts monitored?

(e) Do you feel the procurement was successful? Why?
(f) How does budgeting affect procurement?

(g) How do you prepare for the change of supplier?
7. Development

(a) Who gives feedback? What kind of feedback?
(b) How are previous experiences utilized?

(c) What should procurement experts, representatives of municipal
sectors, and suppliers learn from each other? How could knowl-

edge be transferred?

(d) Is end user taken into account? How this could be improved /
is it even necessary?

8. Procurement in municipal organization

(a) Which regulations (legislation, instructions, strategies) is your
job based on?

(b) Black economy and its influence on procurement?

(c) Differences between cleaning services and construction?

(d) How do you see the procurement process? (procurement and

its role in municipal organization)

(e) How does municipal procurement look in 5-10 years?
9. Who else should we interview?

10. Questions? Wishes?



Appendix B

Program of future workshop

Future workshop 17.4.2013

8.45 Registration

9.00 Welcome

9.30 Sharing positive and negative experiences from public procure-
ment in small groups

10.00 Break

10.15 Future recalling: Forming an ideal future public procurement en-
vironment

- Group 1: Interaction between procurers and suppliers before the com-
petitive tendering phase in 2018

- Group 2: Interaction between procurers and suppliers in the contract
implementation phase in 2018

11.45 Conclusions

12.00 End of the workshop
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Appendix C

Program of market dialogue

workshop

Market dialogue workshop 12.11.2013

12.00 Introduction
12.30 General contracting process model
13.10 Break
13.20 Market dialogue model
14.20 Group work

15.00 Free discussion and networking

99



Appendix D

Market dialogue process model
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APPENDIX D. MARKET DIALOGUE PROCESS MODEL

o™

AN
0
(e
ot o et Oﬂ.m

oo

gue®
oo

ee®

hcmnoﬁ

a0

xan<®
mmroﬂm

,o‘mmw

et®

Continuous dialogue

Continuous dialogue

. !
b 1
H !
1 m !
! H8 H=
L =)
H l
° z 2 i
o a
' Informing of L W - m ﬂ_
needs all2
=g |,
Finding information 2|2 |
about markets RIS
: H3I HS “
1 e
1 ERE
H 3 |
. | HEpD
T Giving feedback 1 “
[
|
1

Need
identified

The providers interested in
tender are asked to sign up

Open event or
separate meetings

Invitation to tender
sent to companies for

—

T
I

Contract draft,

Market dialogue previcus

specific

tender begins contracts and other

Contract draft
Invitation to tender draft

Il

Editing invitation

Infarmation
collection:
substance experts,
employees, end

users

o tender

Final contract
notice and
invitation to
tender to Hilma
{and TED)

Competetive
tendering

Companies who lost the
tender have a chance to
meet and discuss reasons
behind the finsl sutcame

Finding information
about markets

Service
development

I

swajshs yoeqpaay

S|3ULEYI UBIIEIIUNWILLGT HUKI3(I

Giving fredback H

it et~ ettt Inintniels it




	Cover page
	Abbreviations and Acronyms
	Contents
	1 Introduction
	1.1 Background and motivation
	1.1.1 PRO2ACT project
	1.1.2 VISO project

	1.2 Research questions
	1.2.1 Scope of the research

	1.3 Research process
	1.4 Research methods
	1.4.1 Qualitative research approach
	1.4.1.1 Abductive reasoning

	1.4.2 Case study
	1.4.3 Literature review

	1.5 Structure of the Thesis

	2 Theoretical background
	2.1 Public procurement
	2.1.1 Principles of Public Procurement
	2.1.2 The Finnish Act on Public Contracts
	2.1.2.1 Tender process


	2.2 Service procurement
	2.3 Market dialogue
	2.3.1 Technical dialogue
	2.3.2 Market dialogue in literature

	2.4 Service-dominant logic
	2.5 Value co-creation process
	2.6 Theoretical framework
	2.6.1 Public procurement defined with service-dominant logic
	2.6.2 Public procurement as a value co-creation process
	2.6.3 Market dialogue definition
	2.6.4 Role of market dialogue in transforming procurement process logic


	3 Empirical study
	3.1 Data collection and analysis methods
	3.1.1 Description of the case studies
	3.1.2 Interviews and simulation day
	3.1.3 Observation of future and market dialogue workshops

	3.2 Market dialogue in public procurement
	3.2.1 Case descriptions
	3.2.1.1 Dental technical laboratory work
	3.2.1.2 Wood- and metalworking machines
	3.2.1.3 Cleaning service

	3.2.2 Goals of market dialogue
	3.2.3 Participants
	3.2.4 Means and methods

	3.3 The role of market dialogue in transforming the dominant logic of public procurement

	4 Discussion
	4.1 Market dialogue
	4.2 Dominant logic transformation potential of market dialogue

	5 Conclusions
	5.1 Results
	5.2 Evaluation of the research
	5.3 Theoretical implications
	5.4 Practical implications
	5.5 Suggestions for future research

	Bibliography
	A Interview questions
	B Program of future workshop
	C Program of market dialogue workshop
	D Market dialogue process model

