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There is an increasing demand to find solutions for improving cost-efficiency in health 

care. The demand for services continues to increase and there is a need to control the 

increasing resource requirements. Market-oriented organization models and 

management methods have been seen as one way to address the challenge and as an 

alternative to traditional hierarchical organization models in health care. Researchers 

highlight the importance of investigating how different kinds of changes actually 

impact the organizations’ ability to be more efficient. This master’s thesis focuses on 

researching the efficiency of internal purchaser-provider model in producing public 

specialized health care. Internal purchaser-provider means splitting up the support 

functions such as laboratory or meal services as their own entities within the 

organizations. The core services are produced by hospital areas that buy the needed 

support services from these internal producers. 

 

This research investigated the Hospital District of Helsinki and Uusimaa (HUS) in 

years 2004-2014 as an empiric case study. Employees who had central role in the 

change process throughout the ten years were interviewed. Also written material was 

analyzed such as annual reports to support the conclusions. Furthermore, a university 

hospital benchmark analysis was conducted related to the costs of medical support 

functions. The research was structured by CIMO-model. CIMO –model helps to 

investigate how in certain Context (C) certain Intervention (I) creates a Mechanism 

(M) that produces certain Outcome (O). To understand the academic background, a 

literature review was conducted about the special characteristics of health care as 

professional public service, the dynamics of organizational change and the purchaser-

provider model in general. 

 

This research suggests that internal purchaser-provider model helps a traditional 

hierarchical public organization to specialize and differentiate its service production. 

Furthermore, it helps to evolve entrepreneurship mindset inside the organization and 

develop cost awareness. Differentiation of the functions creates scale benefits and 

helps to fulfill the increased demand of services. 

 

The original cost-efficiency and operational improvement targets were achieved to a 

great extent. Despite this positive outcome, the model arises negative connotations 

within organization mostly because the lack of target setting for purchaser side. The 

challenge of internal purchaser-provider model is that integration of services can suffer 



 
 

and transaction costs increase when functions are differentiated. At the same time as 

providers developed their operations, purchaser did not develop at the same rate. 

Impaired readiness to utilize the model emerged - purchasers did not actively define 

the services or analyze the costs. The budgeting process did not seem to serve as a 

useful facilitation tool for the relationship between purchaser and provider. Moreover, 

it seemed to even increase challenges for creating functioning quasi-markets. 

 

The findings of this research indicate that to prevent sub-optimization defining shared 

targets and metrics for success is vital when differentiating functions. The research 

suggests that internal purchaser-provider model serves as a way for public hierarchical 

organization to differentiate its functions and develop its operations to increase 

efficiency and achieve scale benefits. The findings also indicate that the model can be 

utilized as a sort of development phase to increase readiness to do subcontracting. 

Alternatively, model can be utilized as an intermediate phase for changing the 

organization culture towards more entrepreneurship oriented direction. 
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Language: English 
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Terveydenhuollon palvelutuotannon tehostamiseen etsitään jatkuvasti uusia 

vaihtoehtoisia ratkaisuja. Palveluiden kokonaiskysyntä kasvaa ja käytettävissä olevien 

resurssien määrää ei voi kasvattaa hallitsemattomasti. Ratkaisua haasteeseen on etsitty 

muun muassa tuomalla perinteisesti hierarkkisiin terveydenhuollon 

toimintarakenteisiin markkinaehtoisten toimijoiden organisaatiomalleja ja 

johtamistapoja. Tutkijoiden mukaan on kuitenkin epäselvää, miten erilaiset muutokset 

todella vaikuttavat organisaatioiden kykyyn tuottaa palveluja tehokkaammin. 

Tutkimusta kaivataan erilaisten toimintamallien vaikutuksesta erilaisissa tilanteissa. 

Tässä diplomityössä tutkitaan sisäisen tilaaja-tuottajamallin tehokkuutta julkisten 

erikoissairaanhoitopalveluiden tuotannossa. Sisäisellä tilaaja-tuottajamallilla 

tarkoitetaan tukifunktioiden, kuten laboratorio- tai ruokapalveluiden erottamista omiksi 

kokonaisuuksikseen organisaation sisällä. Ydinpalvelua tuottavat sairaanhoitoalueet, 

tilaajat, ostavat palvelunsa näiltä sisäisiltä tuottajilta. 

 

Tutkimus toteutettiin empiirisenä tapaustutkimuksena, jonka kohteena oli Helsingin- ja 

Uudenmaan Sairaanhoitopiiri (HUS) vuosina 2004–2014. Tutkimuksessa haastateltiin 

avainhenkilöitä muutosprosessin eri vaiheista kymmenen vuoden ajalta. Johtopäätösten 

tekemisen tukena hyödynnettiin lisäksi kirjallista aineistoa kuten tilinpäätöksiä. 

Tutkimuksen tueksi tehtiin lisäksi vertailu yliopistosairaaloiden välisistä 

sairaanhoidollisten tukipalvelujen kustannuksista. Tutkimus jäsenneltiin CIMO-mallin 

mukaan. CIMO-mallissa tutkitaan, miten tietyissä olosuhteissa (Context) tietyt 

toimenpiteet (Intervention) aiheuttavat tapahtumien sarjan, mekanismin (Mechanism), 

josta seuraa tietty lopputulos (Outcome). Tutkimuksen taustaksi laadittiin 

kirjallisuuskatsaus, jossa tarkastellaan terveydenhuollon erityispiirteitä julkisena 

asiantuntijapalveluna, organisaatiomuutoksien dynamiikkaa sekä sisäistä tilaaja-

tuottajamallia yleisesti. 

 

Tutkimus antaa viitteitä siitä, että sisäinen tilaaja-tuottajamalli auttaa perinteisesti 

hierarkkisesti järjestäytynyttä julkista terveydenhuollon toimijaa erikoistamaan ja 

eriyttämään palveluntuotantoaan, tuomaan sisäistä yrittäjyyttä organisaation sisälle ja 

kehittämään kustannustietoisuutta. Toimintojen eriyttäminen luo skaala- ja 

keskittymisetuja vastaten edelleen palvelutuotannon kysyntään.  

 

Mallille alun perin asetetut kustannustehokkuuden luomiseen ja toiminnan 

kehittämiseen liittyvät tavoitteet kyettiin suurissa määrin saavuttamaan. Tavoitteiden 



 
 

toteutumisesta huolimatta malliin ei silti oltu tyytyväisiä, mikä johtui ostajapuolen 

unohtamisesta tavoitteiden asettamisessa. Sisäisen tilaaja-tuottajamallin haasteena on, 

että toimintoja eriytettäessä toimintojen integraatio voi kärsiä ja transaktiokustannukset 

nousta. Samaan aikaan kun tuottajat kehittivät omaa toimintaansa, ostajat eivät 

kyenneet kehittämään omaa organisaatiotaan samassa suhteessa. Syntyi eräänlainen 

osaamisepätasapaino, jossa ostajat eivät aktiivisesti määritelleet haluamiaan palveluita 

eivätkä analysoineet kustannuksia. Tilaajien ja tuottajien välisen suhteen ohjaamisessa 

käytettävä budjetointiprosessi ei edesauttanut toiminnan suunnittelua toivotulla tavalla 

ja jopa lisäsi haasteita toimivan näennäismarkkinan syntymiselle. 

 

Tämän tutkimuksen löydökset osoittavat, että toimintoja eriytettäessä yhteisen 

tavoitteen määrittelyn tärkeys korostuu ja tätä varten on hyvä kehittää yhteiset, yli 

organisaatiorajojen ulottuvat onnistumista kuvaavat mittarit. Tutkimus antaa viitteitä 

siitä, että sisäinen tilaaja-tuottajamalli on toimiva tapa auttaa perinteistä hierarkkista 

organisaatiota eriyttämään toimintojaan sekä kehittämään toimintaansa operatiivisen 

kyvykkyyden paranemiseksi, kustannustietoisuuden lisäämiseksi ja skaalaetujen 

tuomiseksi. Löydökset viittaavat myös siihen, että mallia voidaan hyödyntää myös 

eräänä kehitysvaiheena toimintojen ulkoistamisen opettelussa. Vaihtoehtoisesti mallia 

voidaan hyödyntää välivaiheena sisäisen organisaatiokulttuurin muuttamisessa 

yrittäjämäisempään suuntaan.  

Asiasanat: 

Tilaaja-tuottaja malli, terveydenhuolto, organisaatiomuutos, 

CIMO 
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englanti 

  



 
 

Table of Contents 

1. Introduction ......................................................................................................................................... 8 

1.1 Purpose and background of the study ........................................................................................ 1 

1.2. The objective of the study and research questions .................................................................... 5 

1.3. Limitations ................................................................................................................................... 5 

1.4. Definitions ................................................................................................................................... 6 

1.5. Structure of the work ................................................................................................................ 10 

2. Methods and research material......................................................................................................... 10 

2.1. Researching organizational change ........................................................................................... 11 

2.2. Research methods..................................................................................................................... 15 

2.3. Research material ..................................................................................................................... 17 

2.4. Description of the case organization HUS ................................................................................. 20 

3. Context............................................................................................................................................... 26 

3.2. Infrastructural context .............................................................................................................. 27 

3.3. Organizational context .............................................................................................................. 31 

3.4. Interpersonal and individual context ........................................................................................ 36 

3.5. Context of the case ................................................................................................................... 38 

4. Intervention ....................................................................................................................................... 43 

4.1. Purchaser-provider model in the literature .............................................................................. 44 

4.2. Purchaser-provider model in the case organization ................................................................. 61 

5. Mechanism ........................................................................................................................................ 75 

5.2. Creation of entrepreneurship and ownership .......................................................................... 75 

5.3. Defining the service .................................................................................................................. 78 

5.4. Towards active purchaser behavior .......................................................................................... 80 

5.5. Misaligned incentives and sub optimization ............................................................................. 84 

5.6. Perceived strengths and weaknesses ....................................................................................... 86 

6. Outcome ............................................................................................................................................ 88 

6.1. Outcomes compared to the initial targets ................................................................................ 88 

6.2. Realization of anticipated risks ............................................................................................... 108 

6.3. Outcome and successfulness of target setting ....................................................................... 110 

7. Discussion and future research ........................................................................................................ 113 

7.2. Discussion ................................................................................................................................ 113 

7.3. Reliability and validity ............................................................................................................. 121 

7.4. Managerial implications .......................................................................................................... 123 

7.5. Future research ....................................................................................................................... 124 

8. Sources ............................................................................................................................................. 126 

 



 
 

 

Figures and tables 

Figure 1 The structure of the study ............................................................................................................ 10 

Figure 2. HUSLAB – the development of costs and their relation to the total costs of HUS. ..................... 23 

Figure 3. HUSLAB revenue by clients (TEUR) in 2014. ................................................................................ 23 

Figure 4. The HUS Medical Imaging Center – the development of costs and their relation to the total 

costs of HUS. ............................................................................................................................................... 24 

Figure 5. The HUS Medical Imaging Center revenue by clients (TEUR) in 2014. ........................................ 25 

Figure 6. HUS Servis – the development of costs and their relation to the total costs of HUS. ................. 26 

Figure 7. HUS Servis revenue by clients (TEUR) in 2014. ............................................................................ 26 

Figure 8 The timeline of establishment of public enterprises in HUS ........................................................ 42 

Figure 9 An illustration of the basic elements of the Service Machine framework (Lillrank and Särkkä, 

2011) ........................................................................................................................................................... 49 

Figure 10 The basic elements of purchaser-provider model (Kallio et al., 2006) ....................................... 50 

Figure 11 The management mechanisms in the purchaser provider model according to Effektia 

(2004) in Kuopila (2007) ............................................................................................................................. 56 

Figure 12 Illustration of HUS organization structure before the change ................................................... 62 

Figure 13 Illustration of HUS organization structure after the change ...................................................... 62 

Figure 14 The relationships between different actors – framework adopted from Effektia (2004) .......... 64 

Figure 15 The internal purchaser-provider model of HUS illustrated through service machine 

framework (Lillrank, 2012) ......................................................................................................................... 64 

Figure 16 Indication of different development phases of the internal purchaser-provider model ........... 68 

Figure 17. Efficiency development in HUS measured by the number of DRG products compared to 

the number of full-time equivalent personnel (FTE) and total cost (EUR). ................................................ 90 

Figure 18 Productivity of different university hospitals in 2000-2014 ....................................................... 91 

Figure 19 Productivity of laboratory services in different university hospitals (cost / total DRG points 

produced) ................................................................................................................................................... 99 

Figure 20 Laboratory services cost per DRG point in 2014 ......................................................................... 99 

Figure 21 Number of transactions and cost per transaction of HUS Medical Imaging in 2010-2014 ...... 103 

Figure 22 Productivity of medical imaging services in different university hospitals (cost / total DRG 

points produced) ...................................................................................................................................... 105 

Figure 23 The production size in DRG points compared to the medical imaging cost per DRG in 2014 .. 105 

Figure 24 Summary of the case - development of Service Machine elements over time, framework 

adopted from Lillrank and Särkkä (2011) ................................................................................................. 120 

 

Table 1 CIMO-logic - the Components of Design Proposition (Denyer et al. 2008, p. 396) ....................... 14 



 
 

Table 2 List of interviewees ........................................................................................................................ 19 

Table 3. The different variations of the purchaser-provider model (Kallio et al., 2006) ............................ 52 

Table 4. The roles of purchaser and provider in the internal purchaser-provider model (Kuopila, 

2007). .......................................................................................................................................................... 57 

Table 5 Summary of the strengths of the internal purchaser-provider model .......................................... 60 

Table 6 Summary of the weaknesses of the purchaser-provider model .................................................... 61 

Table 7. Perceived positive mechanisms of the internal purchaser-provider model. ................................ 86 

Table 8. Perceived negative mechanisms of the purchaser provider model.............................................. 87 

Table 9. HUS Group level: Original targets and outcomes ......................................................................... 92 

Table 10 HUSLAB original targets and outcomes ....................................................................................... 95 

Table 11 The original targets of HUS Medical Imaging Center compared to outcomes .......................... 100 

Table 12 HUS Servis - Finance processes' initial targets and outcomes ................................................... 107 

Table 13 HUS Servis HR processes' initial targets and outcomes ............................................................. 107 

Table 14 HUS Servis other processes' initial targets and outcomes ......................................................... 107 

Table 15 Anticipated risks and their realization ....................................................................................... 110 

Appendices 

Appendix I – Non-scaled results of laboratory benchmark between university hospitals 

Appendix II – Non-scaled results of medical imaging benchmark between university hospitals 

Appendix III – Non-scaled results of hospital university productivity benchmark 

  



 
 

 

 

Acknowledgements 

I would like to thank my thesis advisor Lasse Lehtonen for the opportunity to 

research this interesting topic, insights and helping to acquire all the needed 

information. I also want to thank Professor Paul Lillrank for all the guidance, 

structuring and finding the essentials. I am particularly thankful for Riikka-Leena 

Leskelä who helped to brainstorm and pivot the thesis in times when it was difficult 

to make progress. I would also like to thank Miika Linna for helping to come up with 

analysis idea and giving guidance on how to proceed. I want to also thank the 

individuals from University Hospitals and National Institute for Health and Welfare 

for helping in compiling the data needed for benchmark analysis. Finally, I want to 

thank my colleagues, family and friends for supporting me throughout the process.  

 

Helsinki, May, 2016 

Anni Iso-Mustajärvi



1 
 

1. Introduction 

1.1 Purpose and background of the study 

The purpose of this study is to evaluate the efficiency and functionality of an internal 

purchaser-provider model in public, specialized health care services. Here, internal 

refers to a situation where both purchaser and provider are located within the same 

organizational hierarchy and company structure. The purchaser is responsible for 

collecting the requirements for services and buying the required services from the 

provider. The provider is responsible for organizing the resources according to the 

purchaser’s requirements and delivering services against purchase orders. The 

purchaser-provider model takes a hierarchical public organization towards a market-

oriented mechanism in which the functions are differentiated. 

The simplified definitions above reveal the key questions this study aims to answer. 

The questions are the following: Is it possible to achieve true competition with both 

the purchaser and the supplier located within the same organization? Can the 

efficiency of this model be quantified and measured with key performance indicators; 

have such indicators been determined? Does specialization within the organization 

impair the integrated delivery of services? Is an internal purchaser-provider model too 

artificial within a single organizational structure; can this model be culturally accepted 

among the employees and stakeholders? Can this model be applied more extensively 

in specialized health care services? 

This study aims to answer these questions with a literature review and a case study. 

The case study examines the efficiency and functionality of an internal purchaser-

provider model in public, specialized health care service by evaluating the outcome of 

the application of such a model in the Hospital District of Helsinki and Uusimaa (HUS) 

in the years 2004–2014. HUS is the largest hospital district in Finland and under 

continuous pressure to streamline its organization towards operational excellence. The 

size and importance of HUS in Finland makes HUS an interesting case for the present 



 
 

study. A university hospital benchmark of medical support function from years 2000-

2014 is also conducted give perspective to the findings. 

The health care sector is facing considerable changes due to the aging of the 

population and the rapid development of technology and medicine. According to the 

World Health Organization (WHO), health services account for over ten per cent of 

total service provision, and the share continues to grow in the Western world. These 

developments have created an increasing demand to innovate more cost-efficient 

solutions and new ways to organize health care services. Subsequently, there has been 

a substantial amount of restructuring within the health care sector during the past 

decades. The mechanisms and organizational models of this restructuring have been 

partly inspired by the success of the market mechanism and the imperatives of the 

private sector (Bazzoli et al., 2004).  

Health care is provided as a public service for all Finnish residents. Public health care 

covers both primary care and specialized health care. Primary health care can be 

understood as the first step in the patient inflow, where an initial diagnosis is given. It 

also functions as a gateway to self-maintained wellbeing or further referral to 

specialized health care. Specialized care is given by specialized physicians and includes 

for example hospital treatment. According to the constitution of Finland, “The public 

authorities shall guarantee for everyone . . . adequate social, health and medical 

services and promote the health of the population” (The Constitution of Finland, 

Section 19). 

The share of public health care in Finland is three-quarters of the total health care 

expenditure (THL, 2013). It has become increasingly topical to find cost-effective and 

high-quality methods to arrange health care organizations due to the growing demand 

for services and the limited resources for their supply. The Finnish health care 

expenditure was 9.1% of the gross domestic product in the year 2013, and it continues 

to grow. Specialized health care accounts for a major share of the costs, totaling up to 

6.8 billion of the total health care expenditure, which is 18.5 billion euros. In 2013, the 

total expenditure grew by 1.9%, and specialized care was the growth driver for the 



 
 

costs with an annual increase of 3.7%. Therefore, there is a need for effectivity and 

sustainability. Indeed, a complete restructuring of the social and health care service 

model in Finland has been a focus for the current and past Finnish governments (STM, 

2015). A major nationwide organizational change has been prepared and will likely 

take place in the near future.  

In Finland, the way for the introduction of market mechanisms into the public health 

sector was paved by the renewal of state subsidies in the beginning of the 1990s. This 

renewal encouraged specialized health care providers to rethink their service provision 

and their approach to municipalities, which now had a new role. Local authorities were 

now the customers who paid directly for the services. These recent and ongoing 

changes make the subject relevant for the current situation and warrant further study. 

The increasing demand for cost-efficiency in the health care sector has been followed 

by a large wave of organizational changes as a response, which in turn has resulted in 

major restructurings. The present study suggests, however, that the benefits achieved 

through organizational change remain debatable. A comprehensive literature review 

on the subject has highlighted the need to focus on understanding “what has worked 

in the past, what failed and why” (Bazzoli et al., 2004, p. 76). The complex and iterative 

change processes that are inevitable in large-scale transformations have proven 

difficult for scholars to determine. Furthermore, it has been highlighted that 

organizational change should not be considered as the silver bullet that automatically 

repairs unsatisfactory organizational performance (Lee et al., 2013). The underlying 

belief of organizational change as a way to increase cost efficiency combined with the 

obscurity surrounding the subject render it an important object of study. 

To address the difficulty of reaching a clear understanding of organizational change, a 

model has been developed that attempts to capture its different and easily tangled 

dimensions. The context-intervention-mechanism-outcome model (CIMO) aims to 

tackle these issues by providing a framework for researchers focusing on 

organizational change. At the core of the model is the attempt to provide concrete 

results for management decision-making. The focus of this study is to investigate the 



 
 

pre-change drivers for choosing the purchaser-provider model, analyze the change 

process, and identify the consequences of the change in the case organization 

according to the CIMO model. The heuristics of this case may provide interesting 

guidelines for policy makers in their future considerations (Denyer et al., 2008). 

The present case study focuses on the efficiency and functionality of an internal 

purchaser-provider model in public, specialized health care service. This model is one 

attempt to introduce a market-like mechanism into the public sector. The change is 

driven by the aim of attaining cost-efficiency without jeopardizing quality of service. 

The purchaser-provider model entails the differentiation of the services and 

specialization within the organization. As a potential downside of this development, 

the integration of service delivery may suffer. The ultimate goal of health services 

should be the contribution to individuals’ health outcomes, which is increasingly 

challenging to achieve across specialized organizational units (Lillrank, 2012).  

This study examines the effects of the organizational restructuring of support functions 

in the hospital district of Helsinki and Uusimaa (HUS) in the years 2004–2014. The 

purpose of this restructuring was the deployment of an internal purchaser-provider 

model into specialized health care in order to improve its overall efficiency and quality. 

The purchaser-provider model has been in use in the public sector for the past few 

decades in Finland, but also in other countries such as England and Sweden with 

varying results.  

This study focuses on understanding the changes and effects following the 

implementation of the purchaser-provider model by describing the intervention itself 

and the mechanisms the change triggered within the case organization. The research 

was guided by the available general literature regarding organizational change in 

health care and the purchaser-provider model. 

The outcomes of the change are analyzed both quantitatively and qualitatively in order 

to understand the effectivity and success of the change. In addition, this study also 

attempts to arrive at a deeper understanding of the participants’ reflections and 

perceptions of the organizational change, since people and organizations react to 



 
 

changes both emotionally and practically. In conclusion, this paper contributes to the 

study of organizational change and of the application of an internal purchaser-provider 

model within the context of health care by presenting a case study of the largest 

hospital district in Finland, HUS. 

1.2. The objective of the study and research questions 

The following research problem and sub-questions aim at achieving the goals of this 

study. The study aims to answer these questions throughout the chapters. The main 

research problem is as follows: 

Has the internal purchaser-provider model between support functions and clinical 

functions, implemented in 2004–2008, produced the desired outcomes?  

The research problem is further divided into the following research questions by 

utilizing a research design that Denyer et al. (2008) propose to be especially suitable 

for the study of organizational change and its impact: 

1. What were the reasons and targets for implementing the internal purchaser-

provider model in the case organization? 

2. What kinds of mechanism did the change trigger in the case organization and 

how was the case perceived by the people involved? 

3. What is the outcome of implementing the model – were the initial targets met? 

What strengths and weaknesses did the model have? 

4. How does the internal purchaser-provider model work in the context of a large 

specialized health care organization? 

The motivation of this study was the case organization’s desire to better understand 

the impact of the organizational restructuring around the internal purchaser-provider 

model. This is needed in order to understand and develop the organizational structure 

in the future.  

1.3. Limitations 

The timeline of the present analysis is limited to the years 2004–2014. The time line for 

hospital university benchmark was chosen to be 2000-2014 in order to see the impact 



 
 

of the change implemented in 2004. This study focuses on the internal purchaser-

provider model within the HUS hospital district. This internal purchaser-provider 

model has been established between the HUS clinical units and support services that 

are organized as public enterprises. Public enterprises are autonomous sub-

organizations within HUS. The concept of public enterprise is defined in the following 

section. There are also other, both internal and external, purchaser-provider relations 

within HUS that are excluded from this study. This study does not cover, for example, 

the purchaser-provider model between HUS and municipalities nor the relationship 

amongst its clinical functions. 

Furthermore, this study focuses on three specific enterprises within HUS: HUSLAB, HUS 

Servis and the HUS Medical Imaging Center (in Finnish: HUS-Kuvantaminen). The 

support functions established as public enterprises within HUS can be divided into two 

main categories: support functions related to medical care and support functions not 

related to medical care. The scope has been chosen so that HUSLAB and the HUS 

Medical Imaging Center represent medical support functions, while HUS-Servis 

represents non-medical support functions. 

This study does not aim to cover the problematics of the political decision-making 

related to public services. Also the external relations such as municipality relations or 

relationship of public enterprises to their external customers are excluded. 

Furthermore, the change process and the stages in developing the purchaser-provider 

model are only identified and described on an abstracted level. The focus of the 

interviews is to study participants’ views and their perception about the successfulness 

of the purchaser-provider model. The more detailed purchaser-provider process model 

is not analyzed. 

1.4. Definitions 

The key concept of this study is the internal purchaser-provider model. In order to 

present this concept in its context, definitions are given also to the concepts of public 

enterprise and joint authorities as organizational forms specific to Finland. The health 

care specific terms DRG and productivity in health care are elaborated. Furthermore, 



 
 

the special characteristics of the case organization require a definition of the related 

concepts of services, hierarchical organizational models, markets and quasi-markets.  

Services 

Services differ from products in multiple ways. First, services cannot be stored; they 

are consumed at the same time as they are produced. Second, service provision 

usually requires the presence of both the customer and the provider in the same 

space, the customer in effect coproducing the service. The added value of the service 

is created in communication together with parties co-creating the service. Due to this 

nature of services, they are mostly heterogenic and cannot be fully standardized. 

Furthermore, one cannot own a service in a similar way that one can own a product.  

Hierarchical organization model  

Traditionally, hierarchical models have been employed in the organization of 

operations in the public sector. In a hierarchical model, everything is organized under 

one organization, so that decisions concerning services, producing, financing and 

owning are made by the same organization. The management of operations is usually 

based on authority and decisions concerning the amount of resources to be used. The 

relationships between employees in the organization are hierarchical, and the 

management of operations is based on the decisions made by superiors. Typically, 

resourcing and costs are controlled by annual budgeting and resource allocation. 

Markets 

A market emerges when services or products are exchanged. Markets are called free 

markets if no interventions to this exchange are carried out by the government by such 

means as taxes or subsidies. Real-world markets are never perfect, as they have both 

regulation and market imperfections such as monopolistic players or information 

asymmetries. A perfect market would have characteristics such as many small buyers 

and sellers, equal access to information and comparability of products.  

Quasi-markets and planned markets 



 
 

The terms quasi-markets and planned markets denote a situation in which certain 

chosen components of the market mechanism are introduced into the public sector. 

This is an intermediate form that combines characteristics of both planned economy 

and market-driven economy. The organizational models that employ quasi-markets 

and planned markets include all the variations of the purchaser-provider model and 

entail the provision of vouchers to end customers in order to empower them in their 

decision making.  

Public enterprise 

A public enterprise is one way to organize operations in the public sector in Finland. 

This way of organizing is used for example in municipalities and hospital districts. 

Accounting is carried out separately for the public enterprise, and it is given greater 

liberties compared to other operating units within the organization. Public enterprises 

prepare a separate financial statement including a profit and loss account, balance 

sheet and financial statement. Public enterprises are part of the governance and 

finance of the organization and therefore not publicly accountable. Public enterprises 

are not allowed to sell their services to external customers starting from 1 January, 

2015, because of their protection against bankruptcy, which gives them an unfair 

advantage over their competition. 

Joint authority 

Local authorities buy the specialized care needed by their residents from what are 

known as joint authorities. These specialized care joint authorities are also called 

hospital districts. Joint authorities receive their funding from municipalities who have 

signed together a basic contract that also defines the processes of decision making 

within the joint authority. A joint authority is a legal entity to which municipalities can 

assign certain tasks. Joint authorities are also used for organizing other public services 

such as education. A joint authority is financed by its member municipalities. 

Internal purchaser-provider model 



 
 

The purchaser-provider model is one way of introducing market characteristics into 

public organizations. In practice, it means structuring operations so that the purchaser 

is separated from the provider. In other words, the purchaser typically manages the 

demand and places orders. The provider receives the orders and organizes the 

operations independently from the purchaser in order to meet the demand. Typically, 

the relationship is managed through contracts, productization and pricing. The 

purchaser-provider model has a variety of installations and its exact definition remains 

ambiguous. This is further discussed in the literature review.  

In the present case, the purchaser-provider model is internal, meaning that the 

provider is part of the purchaser’s organization and that there is no competition 

between providers. The providers are independent bodies within the purchaser’s 

organization and have their own accounting. The purchaser buys the needed services 

from these internal providers.  

DRG point 

Diagnosis Related Groups (DRG) are a way to standardize the output of specialized 

health care. DRG points tell the amount of output considering the degree of difficulty 

in the given service events. DRG points make the comparison of different hospitals 

possible. 

Productivity in health care 

Productivity is commonly defined as the ratio between output and input. Output can 

be the number of products, number of service events or other type of desired 

outcome of the given input. In health care services the measurement of output is not 

always easy. Measures related to service events and transactions are typically used 

when measuring health care output. DRG product is one example of a standardized 

way to measure health care output. Even though it is possible to measure the input 

and output in these terms, it is still hard to establish the relationship between 

effectivity and output. Effectivity could mean for example an improvement in the 

condition perceived by the customer in the health care context.  



 
 

1.5. Structure of the work  

This study is organized into five main chapters: context, intervention, mechanism, 

outcome and discussion following the CIMO model (Denyer et al., 2008). The CIMO 

model is introduced in more detail in Chapter 2. The overall structure is presented in 

Figure 1. The chapters are organized so that each of them discusses one dimension of 

the CIMO model. The first two chapters (context and intervention) are constructed so 

that each of them first shed light on the related literature and then discuss the case 

from that perspective. The following two chapters (mechanism and outcome) contain 

only empirical findings, analysis and results. 

First, the context of the case is described. The relevant literature is reviewed in order 

to better understand the case-specific context of public professional organizations and 

organizational change in health care. Second, the literature review aids in 

understanding different variations and aspects of the purchaser-provider model. Then, 

the way the internal purchaser-provider model was implemented in the case 

organization is described. Third, the mechanism is discussed that was triggered by the 

intervention. Finally, an examination of the outcome concludes the empirical part. The 

final chapter includes a summary of the findings and a discussion, an evaluation of 

reliability and validity and suggestions for future research.  

 

Figure 1 The structure of the study 

2. Methods and research material 

This chapter presents the methods used in this study together with a description of the 

case organization. Section 2.1 provides a discussion of the literature related to the 



 
 

study of organizational change and introduces the CIMO model as a framework for 

organizational change research. Section 2.2 discusses the single-case study as a 

method, whereas Section 2.3 explains the methodology used in the data analysis. 

Section 2.4 presents the data sources, and, finally, Section 2.5 introduces the case 

organization. 

2.1. Researching organizational change 

The subject of organizational change is wide and contains a myriad of aspects. The 

research of organizational change is challenging because of the vast number of 

interrelated dimensions. Consequently, scholars have constructed various frameworks 

for understanding the different aspects of organizational change when researching the 

topic. Some frameworks concentrate on illustrating the varied phenomena involved, 

whereas others aim to produce repeatable guidelines for further implementation. An 

example of a framework that concentrates on producing repeatable guidelines for 

management is the CIMO logic (Denyer et al., 2008), which is employed in the present 

study. 

The literature on organizational change has been traditionally criticized for its 

fragmentation and inability to respond to policy makers’ need of practical guidelines 

(Weick and Quinn, 1999, Van de Ven, 1995). The most recent frameworks and models 

seek to capture the multi-dimensionality of organizational change and to produce 

actionable guidelines for policymakers. This section introduces in more detail some of 

the more noteworthy frameworks developed for the study of organizational change. 

The last of these is the CIMO logic, which is chosen for this study and discussed 

further. 

Armenakis (1999) identifies four dimensions of organizational change and 

organizational development. Firstly, content-related aspects are the core substance of 

organizational change. An example of change substance is a specific model or a 

performance system implemented in the change process. The second dimension 

relates to the context of the change, meaning the external and internal environment 

conditions. The third dimension is the actual change process – how the change is 



 
 

carried out in the organization. This dimension covers aspects such as change 

management. The fourth and final dimension focuses on the assessment of change via 

certain criteria and measurements.  

Constant adjustment in meeting the challenges posed by changing the operating 

environment are key to organizations’ competitive advantage and organizational 

survival (D'Aveni, 1994). The need to carry out planned organizational change in the 

first place can be seen as a failure in the constant development of the organization 

(Dunphy, 1996). Churchill (2011) explains that change is nowadays a management 

paradigm that is forcedly repeated. Often, change is initiated after influential 

individuals are perceived to have failed. Churchill (2011) further defines change 

according to its varying nature, depending on the complexity of the organization. 

Change can occur in an unplanned or planned manner, and it depends on both internal 

and external structures. Weick and Quinn (1999) highlight the existence of both 

continuous and episodic nature in organizational change. Traditional change 

management literature identifies patterns such as unfreeze-freeze-unfreeze. Weick 

and Quinn (1999) argue that some situations might require a radical, non-freeze 

approach to change, as the organization has not been able to adapt to the situation at 

hand.  

Institutional theory suggests that a specific form of governance for an organization 

may be determined by institutional pressure, specifically relating to a pressure to 

organize the operations in a specific form and to adopt a specific template. Hence, 

certain industries or certain kinds of companies end up having a similar structure, 

although not necessarily based on thorough analysis and investigation of suitability of 

different options (DiMaggio, 1991). Rather, the choice of organizational model is based 

on the beliefs and ideals of the institution (Meyer, 1977). Therefore, it might be easier 

for organizations to adopt the corporate model archetype. A radical change occurs 

when organizations change from an existing template to a new one. Institutional 

theorists highlight that in adopting the de facto template, organizations converge 

rather than consider their organizational model from a unique perspective. 



 
 

Organizations’ attempts to change are affected by their power distribution, diverged 

interests, values and attitudes that create inertia within the organization. The 

organizational goals may thus be different from the actual actions taking place in the 

organization. These conflicting dynamics have been a traditional way to view change in 

organizations in institutional theory (Selznick, 1949). Institutional theory has viewed 

institutional change as largely controlled by the archetypes of institutional models 

while internal factors such as conflicting interests, values and attitudes also play a 

significant role. Greenwood (1996) suggests that in order to understand radical change 

in organizations, a more multi-dimensional approach needs to be adopted, one that 

considers both the internal dynamics of the organization and external institutional 

pressure. Greenwood (1996) also suggests that organizational change occurs through 

both revolutionary starting action and evolutionary pacing. 

Consequently, leadership and the management of cultural change are vital parts in a 

successful organizational reform. There is a debate on whether cultural change can be 

systematically managed. Impeding factors for cultural change have been identified, 

such as the lack of leadership, constraints presented by external stakeholders and 

professional allegiances, a lack of ownership and a diversity of subcultures within the 

organization (Scott et al., 2003).  

Scholars have contributed to the field of organizational change by describing the 

nature of the phenomenon. Understandably, researchers face challenges in identifying 

clear patterns when the object of study consists of variation (Weick and Quinn, 1999). 

Consequently, there have been attempts to synthesize the diversity of organizational 

change research. 

One of the reasons for the fragmentation of organizational research can be found in 

the nature of organizations. They are described as “fuzzy, ambiguous, complex socially 

constructed systems that cannot be well understood from a single 

perspective”(Denyer et al., 2008). The CIMO logic has been developed in order to 

support organizational research in creating a synthesis that would lead to applicable 

outcomes and capture the complexity of organizations (Denyer et al., 2008). This paper 



 
 

follows the CIMO logic in analyzing the case. The CIMO logic can be applied as a 

research design in order to understand complex organizational change phenomena 

within high-reliability organizations. Therefore, the model is suitable for the present 

study, the purpose of which is to examine the application of the internal purchaser-

provider model in a large organization and in specialized health care context. 

The CIMO logic (Table 1) can be illustrated as follows: “in this class of problematic 

Contexts, use this Intervention type to invoke these generative Mechanism(s), to 

deliver Outcome(s)” (Denyer et al. 2008, p. 396). In other words, the logic emphasizes 

that outcomes are always dependent on the context in which a specific type of 

intervention is used. In this case, the context is a large professional organization within 

the domain of specialized health care. The intervention has been the restructuring of 

support functions over several years with the aim of implementing internal purchaser-

provider model into the organization. The implementation triggers mechanism that 

may or may not follow the desired anticipated outcome. The outcome is the state in 

which the case organization is 10 years after the implementation.  

Table 1 CIMO-logic - the Components of Design Proposition (Denyer et al. 2008, p. 396) 

Component Explanation 

Context (C) The surrounding (external and internal environment) factors and the 

nature of the human actors that influence the behavioral change. 

Interventions are embedded in a social system and will be affected by at 

least four contextual layers: the individual, the interpersonal 

relationships, institutional setting and the wider infrastructural system. 

Interventions (I) The interventions are used by managers to influence behavior, these 

are for example leadership style, planning and control systems. 

Interventions carry with them hypothesis – for example, ‘financial 

incentives will lead to higher worker motivation’. 

Mechanism (M) The mechanism that in a certain context is triggered by the 

intervention. For instance, empowerment offers employees the means 

to contribute to some activity beyond their normal tasks or outside their 

normal sphere of interest, which then prompts participation and 



 
 

responsibility, offering the potential of long-term benefits to them 

and/or to the organization. 

Outcome (O) The outcome of the intervention in its various aspects, such 

performance improvement, cost reduction or low error rates. 

 

Although there is extensive research on organizational change and organizational 

restructuring, a more careful analysis is needed, specifically concentrating on the 

change process compared to the quantifiable outcome of the change (Bazzoli et al., 

2004). The context-intervention-mechanism-outcome (CIMO) model was developed as 

a framework for organizational change researchers to address this challenge and to 

capture the different and easily tangled dimensions of organizational change. At the 

core of the CIMO model is the provision of concrete results for management decision 

making. The focus of this study is to investigate the pre-change drivers for choosing the 

purchaser-provider model, analyze the change process and identify the consequences 

of the change in the case organization according to the CIMO model. The heuristics of 

this case may provide interesting guidelines for policy makers in their future 

considerations. 

2.2. Research methods 

The present research was conducted as a case study. The case study is a suitable 

method for acquiring in-depth insight about complex phenomena involving multiple 

factors. Furthermore, the method is suitable for this study because it focuses on 

examining the successfulness of an organizational restructuring carried out with a 

certain management innovation. Multiple factors are involved, such as change 

management, introduction of new tools and models. When examining such complex 

phenomena, it is usually difficult to distinguish the context from the object of study 

(Yin, 1994). 

Interviews and documents were used to understand the phenomena under study. 

Interviews provide qualitative information, whereas formal documentation pertaining 

to the time span provides a quantitative perspective to the study. Quantitative data is 



 
 

analyzed in order to gain insights that are not evident in the interviews. The case study 

method enables a synergistic use of both quantitative and qualitative data aimed at 

creating an in-depth understanding of the case in question. In addition, because the 

time span under investigation was long, the written documentation was assumed to 

provide a more objective perspective that would support the interview findings (Yin, 

1994). An additional strength of this dual approach is that it prevents the researcher 

from being misled by biases that may appear in the qualitative data. Quantitative data 

can also provide guidelines that can help qualitative research in arriving at a more in-

depth perception of the researched phenomena (Eisenhardt, 1989). 

The main sources of data in the present study were interviews and internal 

documentation. Representatives of different actors and stakeholders were interviewed 

in order to create a holistic picture about the phenomena. However, only such 

individuals were selected as interviewees who have had a major role during the past, 

who might have broad general knowledge about the topic or who currently have a 

central role in the researched phenomena. This sampling of interviewees was done 

with what is called purposeful sampling and theoretical method, in which sampling is 

carried out in accordance with the purpose of the study (Glaser & Strauss, 2009). In 

theoretical sampling, the sample is modified as the theory emerges. In this study, the 

sample was modified by asking the interviewees who else could be interviewed for 

further insights about the subject. As has been highlighted in the literature, this is 

typical for theoretical sampling.  

The interviews were conducted as semi-structured thematic interviews. The 

interviewees received the list of topics to be discussed in advance. During the 

interviews, the interviewees were asked questions that were related to these topics, 

but they were also encouraged to speak openly about the topics and to emphasize the 

aspects that they found important. The interviews aimed at gathering insights about 

the phases of change and their experiences of the strengths and weaknesses of the 

implemented model during the selected time span. The interviewees were also asked 

to evaluate the effect of the change on other, both internal and external actors. The 



 
 

exact questions and focus of the interview varied according to the position of the 

interviewee and according to the amount of experience they had about public 

enterprises. Some interviewees had more generic insights to the overall change, 

whereas others were more focused on one of the specific public enterprises examined 

in this study. 

Furthermore, the exact questions and topics developed throughout the interview 

process due to the more in-depth understanding of the emerging theory. Some topics 

that arose in the previous interviews were included in subsequent interviews. 

Accordingly, interviews conducted at different times and with different people were 

different (Glaser and Strauss, 2009). An iterative process such as this is typical for case 

studies. The purpose of the case study is to create an in-depth understanding of the 

researched phenomena. Therefore, analyzing the material and adjusting the research 

design based on the findings can help in the creation of deeper insights (Eisenhardt, 

1989).  

2.3. Research material 

This section presents the method of analysis and research material. The interview 

material and other materials are described in detail in Section 2.4. The analysis is 

conducted on the basis of theory-building and qualitative content analysis. 

The materials of this study consist of both interviews and documents. The main 

purpose of the document analysis is to acquire a quantitative perspective to the 

phenomena under study, whereas the interviews provide qualitative insight. 

The theory emerges in an iterative process in which the research data is examined 

multiple times. Themes, concepts and cross-dependencies begin to emerge when 

multiple sources of data are analyzed in several iterations (Eisenhardt, 1989). In this 

study, themes were initially constructed on the basis of first insights from the 

interviews. The transcriptions were then examined and re-examined by reflecting on 

these constructs, and a theory that would fit the data was built. The evidence 

accumulated with further interviews, the reading of transcriptions and comparisons 

made with the quantitative data. The process resembles hypothesis testing, but differs 



 
 

from it in that the constructed theory is developed during the process and it is not part 

of the initial research design (Eisenhardt, 1989). Finally, the findings were reflected 

with the university hospital benchmark. 

2.3.1. Documents 

Formal documentation from years 2004 to 2014 was used to form a picture about the 

quantitative development of relevant trends. Both budgets and annual reports were 

utilized. Furthermore, additional data was requested from some of the public 

enterprises in order to get comparable data about operative performance, which is 

only narrowly presented in the annual reports. 

Internal documents such as presentations and preparation material were gathered as 

the interviews proceeded. Despite the magnitude of the organizational change in the 

case organization, there were only a few internal documents available on the subject. 

The ones utilized in this study were, for example, a presentation concerning the 

anticipated risks and benefits of the model. Additionally, initial strategies of the public 

enterprises were available and analyzed.  

2.3.2. Interviews 

A total of 15 interviews were conducted. The interviews were carried out in 2015, 

between January and August. Some interviews were conducted as one-to-one 

interviews, while others had several participants from the same organizational body. 

The interviewees were divided into the following categories: the key players during the 

start of the change; the representatives of the HUS group government; internal 

customers; and external customers. 

A selection was chosen from different organization units and municipalities to 

represent these different actors in the implemented purchaser-provider model. From 

the group level, representatives from the group administration and finance 

department were interviewed. The Hyvinkää hospital district represented an internal 

hospital district customer. Head of department from children and adolescents was 

chosen from the Helsinki University Hospital (HYKS) to represent the most specialized 

care departments. They were also internal customers for the public enterprises. The 



 
 

HUS Medical Imaging Center, HUSLAB and HUS Servis were chosen as representatives 

of the providers. Table 2 summarizes the interviewees and their role in the purchaser-

provider model. 

The duration of the interviews varied from one to two hours. Typically, the interviews 

lasted for one hour. With some interviewees, several interviews were conducted. The 

majority of the interviews were recorded. The recordings were transcribed in order to 

have the material easily available for the iterative process of analysis.  

Table 2 List of interviewees 

Role Organization Interviewees # 

Owner HUS group finance 

 

 CFO 

 2 business controllers 

3 

HUS group government  2 administration executives 2 

Purchaser Hyvinkää hospital district  2 finance people 

 1 head nurse 

 1 responsibility area 

manager 

1 

Heart and cancer center  1 finance person 1 

HYKS finance  CFO 

 Business controller 

 Accounting manager 

3 

Children and adolescents  Head of department 1 

Provider The HUS Medical 

Imaging Center 

 CEO 

 CFO 

2 

HUS Servis  CEO 

 Business controller 

2 

  Total 15 



 
 

2.3.3. University hospital benchmark 

In order to gain perspective for the developments inside HUS, a university hospital 

benchmark of costs was conducted for medical imaging and laboratory services. The 

time series was chosen to be 2000-2014 in order to understand the effects of the 

implementation of the purchaser-provider model in 2004. Data was received during 

the Spring 2016. For the analysis the DRG point data was retrieved from the National 

Institute For Health And Welfare (THL). The medical imaging and laboratory cost 

information was requested from university hospitals directly. They had challenges in 

compiling information covering 15 years because of organizational changes. Cost data 

was received from four university hospitals, only missing the university hospital of 

Turku (TYKS). University hospitals were chosen because they should have a similar 

production structure and responsibilities – university hospitals are responsible for the 

most demanding specialized care in Finland. 

For the analysis it was calculated how much laboratory or medical imaging costs 

occurred to produce one DRG point (total production of the university hospital). The 

DRG points were chosen as the measure of output because data should be comparable 

across hospitals within one year. Despite the developments of DRG calculation 

throughout the years, the comparison inside a year tells at least the ranking of 

different hospitals. The outcome of the analysis can be found in chapters 6.1.2 and 0, 

reliability and validity is discussed in chapter 7.3. 

2.4. Description of the case organization HUS 

Primary care is organized by municipalities – local authorities – that are responsible for 

their residents. Local authorities purchase specialized health care for their residents 

from joint authorities. These specialized care joint authorities are also called hospital 

districts. The joint authorities receive their funding from municipalities who have 

signed basic contracts together that also define the decision making within the joint 

authority. In practice, the local authorities mutually cover most of the costs of the 

hospital district. The hospital district may offer its services for other regions as well and 

redirect part of the cost, especially in the case of university hospitals. Hence, the two-

layered structure makes municipalities responsible for primary care and the hospital 



 
 

districts responsible for specialized care. HUS is the largest hospital district in Finland. 

It is a Joint Authority formed by 24 municipalities located in the capital region of 

Finland. The aim of HUS is to offer its patients equal access to specialized medical care.  

HUS is divided into five hospital areas: Hyvinkää, Lohja, Porvoo, Länsi-Uusimaa and the 

Helsinki University Hospital (HYKS). The Helsinki University Hospital is part of HUS and 

it carries a national responsibility for the treatment of severe and rare illnesses that 

require special expertise and technology. The five hospital areas are responsible for 

clinical operations. HUS also includes seven public enterprises, which provide the 

support services for the hospital areas and some external customers. Within HUS, also 

Group Administration and Property Management Services are established as their own 

separate profit areas. 

According to annual figures from 2013, HUS is responsible for a population of around 

1.6 million people. This is almost one third of Finland’s population. HUS produces 

around 209,000 inpatient days and 526,000 NordDRG products annually. The annual 

operating expenses were 1,721 million euros in 2013. HUS hospitals employed over 

22,000 professionals, and the subsidiaries of HUS employed 530 people. A total of 13% 

of the personnel were physicians and 56% were nurses.  

The public enterprises are part of HUS and they are also part of its annual reporting. 

They have separate financial reporting including separate balance sheets. The 

competition regulation allows HUS to buy the services of public enterprises internally 

without tendering them publicly. It has also been decided that public enterprises hold 

a monopolistic position within HUS, and the hospital areas do not buy these services 

from anyone else. The latest developments in the regulation of competition on the EU 

level are about to restrict the possibility of selling these services to external clients, 

because public enterprises have a unique position where they do not carry the risk of 

bankruptcy.  

2.4.1. HUSLAB 

HUSLAB provides laboratory services for the HUS hospital areas. HUSLAB also sells 

their services for municipalities in the Helsinki and Uusimaa region (external 



 
 

customers). In 2013, HUSLAB was the largest producer of clinical laboratory services in 

Finland. There are over 70 sample collection sites for patients to choose from. A 

doctor’s referral is always required. HUSLAB also provides services related to genetics, 

poisoning information and tetratological information. 

According to the annual report of 2013, HUSLAB produced 20.3 million service 

transactions during the year. The annual operating costs were 152 million euros. 

Altogether, there are 1,234 full-time equivalent employees working in HUSLAB. 

HUSLAB has most external customers with 42% of the revenue coming from external 

customers in 2014 (Figure 3).The relation of HUSLAB’s share of the total expenditure of 

HUS is shown in Figure 2, where it can be seen that HUSLAB has been able to reduce its 

share of the costs, partly because of certain parts of operations were transferred to 

HUS Medical Imaging in 2012. In Figure 2 also a compound annual growth rate (CAGR) 

of the total costs of HUS is presented. 

HUSLAB was established in 2004 as a public enterprise inside HUS. Prior to that, 

laboratory services were part of each operational organization, which mostly 

corresponds with the current hospital areas. Already before the establishment of 

public enterprises, some laboratory services were centralized under the laboratory 

services of the Helsinki University Hospital. This served as a foundation for establishing 

the public enterprise, which included the hospitals of Jorvi and Peijas in addition to 

laboratory services, for the first external customers: the cities of Helsinki and Vantaa. 

The laboratory services were further expanded in several phases in order to cover the 

rest of the HUS area throughout the decade.  



 
 

 

Figure 2. HUSLAB – the development of costs and their relation to the total costs of HUS. 

 

Figure 3. HUSLAB revenue by clients (TEUR) in 2014. 

2.4.2. The HUS Medical Imaging Center 

The HUS Medical Imaging Center (in Finnish: HUS-Kuvantaminen) performs diagnostics 

and therapeutic measures. It is one of the support functions related to medical care 

within HUS, and it is established as a public enterprise. The responsibility areas cover 

services related to radiology, clinical physiology, isotope medicine and clinical 

neurophysiology. The public enterprise is also responsible for research, development 

and education as part of their services for the Helsinki University Hospital.  
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According to the annual statement of 2013, the HUS Medical Imaging Center’s 

operating costs were 115.4 million euros. The public enterprise employed 922.2 full-

time equivalents. The customers of the HUS Medical Imaging Center are the HUS 

hospital areas as well as the municipalities who own HUS. In 2014, 22% of the revenue 

came from external customers (Figure 5). All in all, the HUS Medical Imaging Center 

produced 2.75 million service transactions. HUS Medical Imaging Center has kept their 

share of the HUS total cost roughly in 5,4% (Figure 4). 

The HUS Medical Imaging Center was established in 2004, and it first covered only the 

Helsinki University Hospital. The operations of the HUS Medical Imaging Center were 

expanded throughout the decade similarly to the HUSLAB services. During 2004–2010, 

the HUS Medical Imaging Center was called HUS Röntgen. In 2011, HUS 

Lääkintätekniikka and a small part of HUSLAB was merged to form HUS Röntgen and at 

the same time its name was changed to the HUS Medical Imaging Center. 

 

Figure 4. The HUS Medical Imaging Center – the development of costs and their relation to 

the total costs of HUS. 
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Figure 5. The HUS Medical Imaging Center revenue by clients (TEUR) in 2014. 

2.4.3. HUS Servis 

The purpose of HUS Servis is to produce and develop high-quality services for 

personnel management, finance, multi-purposes and text editing in a cost-effective 

way. The main customers are HUS departments and support services; however, HUS 

Servis also produces services for the municipalities who own HUS. In 2014, around 870 

professionals were employed by HUS Servis.  

The service provision of HUS Servis is wide, covering both transaction-based services 

and resourcing services. For example, text editing services are priced by the 

transaction. On the other hand, for example multi-purpose services are sold on a time 

and material basis. HUS Servis is constantly developing in order to improve HUS’s 

ability to treat its patients and to concentrate on its core tasks. The focus of 

development is currently on the digitalization of services and the streamlining of 

processes. The development is carried out in cooperation with the customers, and HUS 

Servis also actively participates in the development projects of its customers.  

According to the annual statement of 2014, HUS Servis’ operating costs were 52.3 

million euros. The public enterprise employed 733 full-time equivalents. The primary 

customers of HUS Servis are the HUS hospital areas and other public enterprises 

(Figure 7). Only a fraction of services is sold to external customers, which can be seen 

27 563 

15 942 

80 852 

2 110 

External

Hospital districts

HYKS

Support functions



 
 

in Figure 7. All in all, HUS Servis produced 10.1 million service transactions. This 

number included for example 1.82 million dictations.  

 

Figure 6. HUS Servis – the development of costs and their relation to the total costs of HUS. 

 

Figure 7. HUS Servis revenue by clients (TEUR) in 2014. 
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efficiency and functionality of the internal purchaser-provider model in this context. 

According to the CIMO model, the context of change is one of the factors influencing 

the outcome of the change. The specialized health care organizations are traditionally 

public, bureaucratic and professional. First, a literature review of the context is 

conducted.  

Context is approached through multiple layers proposed by Denyer et al. (2008): first 

the overall infrastructural context is discussed, secondly the organizational context is 

discussed and thirdly the individual and interpersonal context is discussed. The 

infrastructural context for the change means the special characteristics of services, 

health care services specifically and public organizations. Organizational context means 

organizational change in health care and the characteristics of health and professional 

organizations.  

After discussing organizational change in the context of health care, the chapter moves 

on to introduce the case-specific external and internal context in which the internal 

purchaser-provider model was implemented. 

3.2. Infrastructural context 

3.2.1. Services 

It has been well-established by scholarly research that services differ from goods in 

four fundamental characteristics: services are intangible, heterogeneous, inseparable 

and perishable (IHIP) (Zeithaml et al., 1985, Edvardsson et al., 2005). Intangibility 

means that services cannot be sensed in the same way as goods. Goods can be 

touched and felt, whereas services are performances. Because service production 

involves individuals from both the provider and the customer side, there may be more 

variety in the performance. This means that services are heterogeneous, and their 

quality cannot be controlled as easily as it is with goods. Inseparability means that 

production cannot be separated from consumption. Because services are consumed as 

they are produced, it implies that services cannot be stored. Therefore, the balancing 

of demand and supply may be especially problematic. For example, an unused doctor’s 



 
 

appointment cannot be stored even if there were no patients and the doctor’s time 

had been reserved. (Zeithaml, 1985). 

A survey conducted for multiple-service research experts revealed that the IHIP 

characteristics do not capture the value creation of services well enough - it has also 

been claimed that they neglect the perspective of process and the interaction between 

customer and provider (Edvardsson et al., 2005). The study of Edvardsson et al. (2005) 

highlights the importance of co-creation in services as well as the co-creation of value. 

At the same time, they also point out that this co-creation is a further source of 

heterogeneity, as every customer need is different. The intangible nature of services 

was also questioned by (Regan, 1963), who identified three categories of services 

depending on their degree of tangibility: some services are purely intangible such as 

insurance, others are more tangible such as transportation or accommodation, 

whereas yet others yield satisfaction when consumed together with tangibles such as a 

house mortgage. 

Edvardsson et al. (2005) point out the difficulty in attempting to measure services, 

because they entail co-creation and individual involvement. The difficulty of evaluation 

and measurement of services has been observed by other researchers, as well 

(Parasuraman, 1988; Zeithaml, 1985). Customer perception has been suggested as a 

good way to determine service quality, but it is also difficult to measure (Parasuraman, 

1988). Regan (1963) recognized a service revolution where the demand of services 

would increase drastically, as would the need to produce services efficiently and in a 

standardized way. He claimed that a similar development would take place in service 

production than there had been with the production of goods: mass production and 

standardization. 

The essence of services is not in the exchange of tangible goods; the service-dominant 

logic introduced by Vargo (2004) emphasizes the drastic difference in the logic of value 

creation. Service-dominant logic emphasizes the role of competences and specialized 

skills that benefit the customer. The customer co-creates the service together with the 

service provider, which makes the provision more dynamic and fluctuating by nature 



 
 

when compared to traditional goods production. Service-dominant logic defines 

service as “the application of specialized competences (operant resources – knowledge 

and skills), through deeds, processes and performances for the benefit of another 

entity or the entity itself” (Vargo, 2008, p. 26). This definition further highlights the fact 

that services have characteristics beyond the traditional IHIP definition, and their 

dynamic nature entails possible challenges for standardization and mass production.  

The need for the mass production of services was already identified by Zeithaml 

(1985), who also suggested that the characteristics of services need to be considered 

when creating more standardized service provision. The mass production of services is 

enabled by the increasing use of technology and the decreasing degree of 

personalization. Zeithaml (1985) discusses health care as an example for a case where 

the intrinsic value of the service may even increase when diagnosis and treatment 

become more standardized. However, Zeithalm (1985) also claims that standardization 

may decrease the extrinsic value of the service, as perceived by the customer, such as 

“loving care”. The loss of personalization and the “massification of taste” was seen as 

an evident development. 

3.2.2. Health care special characteristics 

Health care has several special characteristics. The economics literature has discussed 

how both the demand and supply side differ from traditional goods and services. The 

demand for individual’s health care – apart from preventive care – is irregular and 

unpredictable. This means that customer does not know how much services they are 

going to need. On a population level, the occurrence of illnesses is more predictable. 

Health services have positive externalities which means that they do not benefit only 

the recipient but also other people by for example preventing a disease from 

spreading and enabling the person to work and be productive for the society. 

Therefore it is typical to do risk sharing as a society in the form of private insurance or 

public subsidies for example. (Arrow, 1963) 

Most of the health care demand is negative despite the preventive care: person only 

wants to receive the service in the case of illness and service can only give satisfaction 



 
 

when customer is sick. In the event of illness, the demand might be high and for some 

cases health care services are needed continuously. Even though health care services 

are necessities, the person involved is at risk and typically delivering the service 

requires interrupting the personal space. (Berry and Bendapudi, 2007, Arrow, 1963). 

Customers of health care services are typically in pain and are at risk.  

There is high information asymmetry between the health care professional and the 

customer requiring the customer to trust the service provider (Berry and Bendapudi, 

2007). Comparing other services and health care services, customer is in a weaker 

position: the occurrence of the illness cannot be precisely predicted and customer 

needs to trust the health care professional. Furthermore, customer is not typically the 

one who pays or even chooses the service. Medical professional is expected to make 

an altruistic judgment call of the best possible treatment regardless of costs and this 

judgement should not be affected by the desire to please the customer. (Arrow, 1963).  

The physicians are claimed to have a tendency to give all treatments that have an 

expected positive outcome. Donabedian highlights that it is difficult for them to think 

about optimal quality, where the physician needs to somehow judge the added value 

of the treatment compared to the costs. The definition of optimal is especially difficult 

when also society’s preferences need to be considered and not only the preferences of 

doctor and patient (Donabedian, 1988). The tendency of the health care field to deny 

the scarcity of resources has been identified as a critical obstacle in cost containment 

(Alexander et al., 2004). 

Due to these health care characteristics there is overall reluctance in making 

prioritization and trade-off decisions in health care. Prioritizing one’s pain over another 

is a politically controversial issue. The health care professionals are reluctant to 

acknowledge that health care resources are limited and services cannot be provided to 

everyone in need or everyone who wants the service. If the prioritization is not done 

by the society, it might lead to unequal health care as decisions are carried out case by 

case (Alexander et al., 2004). 



 
 

The service itself is thought to be complex and unique – designed for the specific need 

of the customer (Berry and Bendapudi, 2007). In the past, it was not even possible to 

ask a question about what constitutes good quality in health care because it was 

thought to be something that cannot be decomposed or measured (Donabedian, 

1988). The scarcity of resources and the need to ensure equal care highlight the need 

to standardize the share of care to achieve mass-production efficiencies. This means 

development of routines for patient segments and making health care measurable and 

manageriable (Lillrank, 2012).  

3.3. Organizational context 

3.3.1. New public management 

Services in public welfare were originally organized hierarchically. Starting from the 

late 1970s, a reformative public management ideology was developed under the 

umbrella of “New Public Management” (NPM). NPM soon became widespread, and in 

the public sector, it was a guiding doctrine when bureaucratic organization models 

were transformed according to management ideologies from the private sector 

(Aucoin, 1990, Pollitt, 1990). NPM has been criticized for being loosely defined, but 

some of its key components were identified by Hood (1991). These are a hands-on 

management approach, explicit standards and measures of performance, a greater 

emphasis on output control, the disaggregation of units, greater competition, private 

sector styles in management practice and discipline in resource use.  

NPM was regarded as a uniform management ideology that would fit all kinds of 

organizations and domains. The essence of NPM has been identified as “cutting costs 

and doing more for less as a result of better-quality management and different 

structural design”; nevertheless, the system has been criticized for causing devastating 

effects on such virtues in bureaucratic systems as honesty and neutrality (Hood, 1991, 

p. 15). The ultimate benefit of NPM was in the reduction of unit costs and the 

improved efficiency in resource utilization. However, the actual means to attain those 

benefits remain unclear (Hood, 1991). NMP functions as the antecedent for many 



 
 

managerial innovations that have been implemented in the public sector, such as the 

purchaser-provider split or the outsourcing of services. 

The reformations in public management have introduced a wide variety of 

organizational models in the public sector. In the following, the different applications 

are discussed, specifically focusing on organizational models in the health care context. 

Historically, hierarchy and markets have been conceived as alternative models for 

organizing services in the public sector (Coase, 1937, Powell, 1990). In hierarchical 

models, the public sector produces all the required services in an independent 

organization; the public sector assumes all the roles, being simultaneously the 

purchaser, funder, producer and owner of the services (Rajala et al., 2008). In a 

hierarchical system, the mechanism for decision-making is usually based on regulation. 

Markets have more freedom within given boundaries and are assumed to enable a 

greater allocative efficiency and cost efficiency in the operations than hierarchical 

systems. On the other hand, markets require effective tendering processes so that the 

pricing mechanism and flexibility generate actual effectiveness (Vakkuri, 2008). In 

reality, public services are often organized according to hybrid models combining these 

two extreme forms.  

The fundamental difference between the hierarchical and the market-driven model is 

the target of control. In hierarchical models, operations are controlled by controlling 

resources and allocation. The annual budgeting process is a typical example of a 

guiding mechanism in a hierarchical model (Kallio et al., 2006). Resources and 

allocation have traditionally been controlled in Finnish health care on a very detailed 

account level, but the control does not necessarily include any operational guidelines. 

In a situation such as this, the budgeting process is strongly driven by finance 

functions, and it does not necessarily help in planning the actual operations. The 

power of operational management remains low, as does the ability to control 

efficiency (Karila, 1998).  

Relationships within the organization are typically hierarchical and decisions are made 

on the basis of authority. In a hierarchical structure, cost accounting might be non-



 
 

existent and profitability of the operations might be unknown. In order to have a 

functioning hierarchical model, it typically requires strict rules, which also aim at 

treating different parties equally. A hierarchical system does not engage with informal 

factors such as motivation or trust between actors (Meklin et al., 2009). Thus, the ways 

in which decisions are made in hierarchical systems differ from those of market-driven 

systems. It may be that the tools that are crucial for market-driven systems, such as 

cost accounting, do not exist in purely hierarchical systems (Ihalainen, 2007). 

Hierarchical, bureaucratic organizations typically employ a planning horizon of one 

year. When this is the case, planning is typically not based on the demand for services, 

and, according to criticisms, planning is not efficient and resources are not effectively 

allocated. This is typical in hierarchical systems. One of the key challenges in 

implementing contractual mechanisms between purchasers and providers in health 

care planning has been argued to lie in the logic of budgeting (Ihalainen, 2007).  

Hierarchical systems differ fundamentally from market-driven systems, in that they 

have separate organizations for different purposes. In the purest form of market-

driven systems, funder, purchaser and provider are independent actors who have their 

own strategies and objectives. Conversely, in hierarchical organizations the roles are 

located within in the same organization and often overlap. Another key characteristic 

of market-based organizations is their use of a contract as a means to control and 

define the relationship between different actors. Furthermore, market-driven systems 

require clear productization and cost accounting.  

In the public sector, there has been wide range of attempts to implement market-

based mechanisms. However, there are multiple variations of organizational models 

that are considered to be market-like. These models vary from pure competition to 

controlled competition. The purchaser-provider model essentially represents quasi-

markets, as it partly exhibits market characteristics but is nevertheless strictly 

controlled (Meklin et al., 2009). The employment of the purchaser-provider model has 

been a very popular method of reforming public services in the past decades. The 



 
 

concept itself remains ambiguous, since there are many variations of the model that 

are discussed in reference to the same concept.  

3.3.2. Organizational change in the context of health care 

Due to the restructuring of the health care field in the past decades, there is extensive 

literature on the efforts to implement change within health care organizations. Ferlie 

(1997) identifies three streams in this change research. Firstly, health care may have an 

ongoing trend of deprofessionalization, in which substance-dominated managerial 

roles have been questioned. Secondly, the inspiration from private companies has led 

to the creation of what are called quasi-markets. Thirdly, scholars have been 

interested in the process of change, itself. 

An extensive review of organizational change literature highlighted that even after two 

to three years from initiation, organizations tend to fail to implement critical 

operational reformations to enable the change, due to the high level of resistance 

(Bazzoli et al., 2004). The difficulty in understanding complex connections between 

plans, processes and outcomes makes organizational change difficult to implement 

(Pettigrew, 1991). Organizational change requires that members of the organization 

change their behavior, at the same time as the functioning of the organization 

fundamentally changes. In this challenging setup, organizational readiness has been 

argued to be a key factor in determining the successfulness of changes within health 

care organizations. Nevertheless, there is a need to for additional tools with which to 

assess the readiness of an organization to change (Weiner et al., 2008).   

Transformational change research has determined that organizational change in health 

care contexts is often initiated with a top-down approach (Lee et al., 2013). The classic 

top-down management approach in achieving radical organizational change has been 

questioned also in the context of health care. Although general change literature 

argues otherwise, there are findings suggesting that initial managerial success in 

radical change seems to impair the subsequent change process in health care. It can 

also lead to an unsuccessful implementation further down in the organization. 



 
 

Furthermore, management may be forced to shift into a reactive mode when practical 

problems and emotional resistance begin to emerge (Choi et al., 2012).  

The role of the CEO is significant in the change process. In many cases of 

transformational change, the change process has been triggered by the hiring of a CEO 

from outside the organization. A new CEO may be more likely to face resistance to 

change and to have less knowledge about the organization itself and the power 

structures within the organization. The new CEO may also have a tendency to harbor 

loyalty towards the board that elected them (Lee et al., 2013). This phenomenon 

requires further study in health care. 

The role of middle management is crucial in implementing the change. Middle 

management may interpret their mandate to be the precise adoption of the planned 

top-down approach. In this case, they consider only the top management as their 

superiors and try to mimic their approach (Choi et al., 2012). In these cases, a manager 

may take a managerial innovation for granted, adopting a “market-managerialistic 

approach”, neglecting the characteristics of professional autonomy in health care 

organizations (Kitchener, 2002).   

Another way for middle management to approach the situation is to try to consider 

the interests of both health care professionals and top management. There is 

indication that this approach may lead to the desired results, achieving a favorable 

change on the ground level of the organization (Choi et al., 2012). Under uncertain 

conditions, this kind of middle-management behavior, which earns the trust of the 

professionals, is needed in order for clinical managers to be effective leaders 

(Montgometry, 2001). It has been proven that an approach of shared leadership in 

which managers and professionals cooperate in order to achieve both domain 

excellence and managerial goals is successful in achieving the desired results in the 

health care context (Choi et al., 2012). 



 
 

3.4. Interpersonal and individual context 

3.4.1. Characteristics of public and professional organizations 

Medicine, and hence specialized care, has been identified in scholarly research as a 

professional service. The Oxford English Dictionary defines the term professional in the 

context of professional occupation as follows: 

“An occupation in which a professed knowledge of some subject, field, or 

science is applied; a vocation or career, especially one that involves 

prolonged training and a formal qualification.” 

“In early use applied spec. to the professions of law, the Church, and 

medicine, and sometimes extended also to the military profession.” 

The power of professionalism is established by formal knowledge, which professionals 

can use to influence the social world around them. Certain institutions employ only 

individuals who have passed a certain credential system (Freidson, 1988). The 

environment of professional bureaucracy is typically both complex and stable, 

requiring extensive training and a standardized skillset. Despite the standardization, 

professional organizations themselves are typically decentralized, and work is typically 

not formalized into strict processes; rather, it relies on professional judgment. 

Technical systems have typically a non-regulating effect and they do not dictate 

practical operations (Mintzberg, 1980). The medical field and health care are typical 

examples of professional organizations. The remainder of the present section discusses 

the characteristics of professional organizations regarding their use of power and the 

role of professionals in the organization. 

In order to become a professional, one needs to pass extensive training. In the 

extreme, a credential system may produce a cartel where the members are in 

monopolistic control of the service supply (Freidson, 1988). Freidson (1988), p. 154) 

highlights that “Professional employees possess technical autonomy or the right to use 

discretion and judgment in the performance of their work.” Typically, supply, pricing 

and operations are controlled by authorities with the aim of mitigating the effect of 



 
 

professionals’ monopolistic position. The formalized knowledge of professionals gives 

them certain privileges. However, they usually operate as part of an organization that 

also includes administrative personnel and management roles.  

Weber defines professional organizations as rational-legal bureaucracies in sociological 

research. According to the traditional concept of rational-legal bureaucracy, 

professionals obey the formal positions of officers while they themselves have an 

autonomic position only subject to the constraints posed by formal knowledge 

(Freidson, 1988). Weber’s traditional model does not suggest that interpersonal 

relationships would play any role in professional organizations, but this notion has 

been challenged by other scholars, who have highlighted the question of the closeness 

of professional organizations to Weber’s traditional definition (Hall, 1982). 

Furthermore, the formalisms found in professional organizations may not be 

bureaucratism in the most analytical meaning of the term (Freidson, 1988). Even 

though the theoretical foundation of professional organizations may suggest that the 

use of power is formal and legitimized by the credential system, the power 

relationships are not necessarily bureaucratic. This is discussed in more detail in the 

following.  

The structures of administrative and professional control are often parallel in medical 

organizations. Medical professionals have been observed to obey some of the 

administrative constraints as long as the authority is a practicing physician (Goss, 

1961). In order to have real authority and power over their subordinates, middle 

management must typically be professionals themselves in a professional bureaucracy. 

The operating professionals are at the core of the organization and the administrative 

power is subject to their collective control (Mintzberg, 1980). Power is also used by 

professionals who act as gatekeepers; for example, reimbursement may be dependent 

on their judgment of a medical condition. Even though professionals hold this evident 

power over the distribution of services, they do not have power over the ultimate 

resource allocation: how much and what is available for distribution. This specific 



 
 

dynamic in professional institutions is likely to increase the tension between 

management and professionals (Freidson, 1988). 

All in all, professional organizations are distinct in the sense that professional 

employees hold a certain degree of power and autonomy over the administrative 

control exercised by management. Thus, they have privileges that employees in other 

types of organizations do not have. Although management is highly subject to the 

control of professional employees, they nevertheless have the ultimate control over 

resource allocation and the available services. The distinct characteristics of 

professional organizations evidently affect the way in which an organizational change 

can be carried out in health care contexts. In the following, the literature and findings 

regarding this issue are discussed in more detail. 

3.5. Context of the case 

The following sections describe the external and the internal context of the case. The 

context functions as the platform upon which the intervention is carried out. 

Therefore, it has an impact on the mechanism that the intervention triggers and, thus, 

also affects the outcome. The following section describes the external context of 

Finnish health care, including recent and ongoing developments. After that, the 

internal context within HUS prior to the organizational change is discussed. 

3.5.1. External context 

The Finnish welfare system experienced major expansions from 1970 to 1990 in the 

sectors of health care, schooling and day care. The municipalities, who were 

responsible for all of these services, employed 470,000 people before the downturn in 

the beginning of 1990s. Politically elected bodies took responsibility over organizing 

the services, and their major concern was not in improving the efficiency of the 

production, but in increasing the service provision. The organizational structures were 

highly hierarchical. At the same time that the amount of public services increased, 

strict norms and control over operations by detailed budgeting prevented the 

empowerment of the operational management and the improvement of the 

effectiveness of the services (Määttä, 2010, Karila, 1998). Every decision that would 



 
 

have had an effect on the budget was run through politicians, which caused reluctance 

in making changes (Määttä, 2010). 

In the 1990s, the management model in public services experienced a slight shift from 

extreme bureaucratism towards management by results. The downturn in the 

beginning of the decade forced the public sector towards a paradigm shift regarding 

their way of thinking about public services. In practice, political control and budgeting 

were moved more into the hands of management, instead of politicians. Furthermore, 

the role of management increased together with service needs, while a difficulty in 

measuring and quantifying operations was observed. This trend was called 

management by result. Even though the focus started to shift, the existing tools did 

not support the new way of thinking. A lack of cost accounting and productization 

rendered the measurement of performance challenging. Management by result did 

not, however, quickly result in major changes in production control, and the 

fundamental structure remained bureaucratic (Määttä, 2010).  

This fundamental step away from management by resource allocation was triggered by 

the change in the way government grants were distributed in 1993. Previously, money 

had been granted on the basis of costs and earmarked to a specific purpose. A 

paradigm shift occurred in which municipalities were made more responsible for 

carrying out their legislative tasks, but also given the independency to decide how to 

use the money for achieving the desired outcome. There was a fear that the renewal 

would result in an inequality between the citizens living in different municipalities. This 

fear was not realized; instead, during the first decade, the renewal has been 

considered to have kept the development of costs moderate. The change in the role of 

municipalities also affected the position of specialized care, as municipalities started to 

“buy” services from specialized care. This created a purchaser-provider model 

between the municipality and specialized care, although specialized care had a 

monopolistic position on these newly-created quasi-markets. 

The purchaser-provider model was one of the leading managerial innovations that was 

introduced in the Finnish health care sector in the late 1990s and early 2000s. Since 



 
 

then, there has been multiple implementations of the model in a variety of forms. The 

national health care project (in Finnish: Kansallinen terveyshanke) was one of the 

promoters of the model. The project introduced standards for the access to care, along 

with objectives related to the organization of support functions. One of the targets of 

the project was to centralize laboratory and medical imaging operations in order to 

gain scale benefits by utilizing the public enterprise organizational structure (Rimpelä, 

2004). This is exactly what was done later on in HUS as well. 

The first implementation of an internal purchaser-provider model similar to the one in 

HUS was in Tampere. The laboratory activities were established as a separate public 

enterprise in 1999. In 2002, the Finnish Competition Authority investigated the role of 

public enterprises in the competitive markets. The public laboratory enterprises did 

not sell many of their services to private customers: only 0.5% of the total production 

of laboratory services in Finland. In medical imaging, there were eight other public 

enterprises under consideration, when HUS considered their own operations in 2003. 

This illustrates the popularity of this type of management reform during that time. It 

was seen as a way to increase efficiency without outsourcing the services. Additional 

value was provided by the possibility of selling services also to external customers. 

Most recently, EU-level legislation regarding competition has restricted the possibility 

of public enterprises to sell their services to external customers. Because public 

enterprises are protected against bankruptcy, they distort the competition on the 

market. However, public enterprises are nevertheless allowed to continue selling their 

services to the municipalities that own the HUS municipality federation. These recent 

restrictions will impact the possibilities related to the future of the purchaser-provider 

model. The legislation became effective on 1 January, 2015, and affected especially the 

clinical support services. Previously, HUSLAB’s annual sales to external customers had 

been 5%, adding up to approximately 7 million euros. The sales of the HUS Medical 

Imaging Center were approximately 2 million euros, which is less than 3% of the 

revenue. 



 
 

3.5.2. Internal context: HUS and public enterprises 

The renewal of the state subsidy system in 1993 built the foundation for 

productization and market-driven mechanisms in public health care. The funding was 

no longer granted to providers. Instead, municipalities were allocated state subsidies 

and they had the responsibility to organize or purchase the services that their citizens 

required. In theory, municipalities could have purchased the services from any suitable 

provider, so that they would have had to contract and negotiate the services with the 

providers. This led to the development of productization, cost accounting and pricing 

in specialized health care. For example Diagnostic Related Group (DRG) productization 

was taken into use (Teperi, 2005). 

When HUS was established in the beginning of 2000, the financing model was based 

on municipalities ordering services from HUS on an annual basis. This was the 

overarching purchaser-provider model that started to guide operations in HUS.  

“Because HUS’s . . . municipality relations were based on this sort of 

purchaser-provider model, it seemed self-evident that we need to create 

similar structures and dynamics within HUS as well” – Former CFO 

The need for internal restructuring was highlighted by Lasse Viinikka in his 

presentation on 23 November, 2001, which reported on the outcome of an internal 

evaluation of the possible establishment of an internal purchaser-provider model in 

connection to public enterprises. The report identified changes that had occurred in 

the external context and that supported organizational restructuring. These changes 

included a shortage of manpower in all personnel groups, an increase in competition 

and a perceived bureaucracy within the newly-established large organization. 

Viinikka’s investigation focused on laboratory services, in which the personnel were 

demotivated due to constant under-budgeting and a low quality of management. In 

addition, employees were critical towards their work satisfaction, the equal treatment 

of employees and the attitude towards development. Viinikka’s presentation also 

claimed that the processes within laboratory services were unsatisfactory compared to 

the private sector. These factors, identified by Viinikka, are typical for a hierarchical 



 
 

organization (Ihalainen, 2007) and reflect the way in which the public sector has 

typically organized its operations. 

The investigation of the advantages and benefits of the purchaser-provider model 

continued until the HUS council made the decision to restructure the operations on 11 

June, 2003. The internal purchaser-provider model was launched at HUS in the 

beginning of 2004 with the establishment of public enterprises for laboratory 

(HUSLAB), medical imaging (the HUS Medical Imaging Center) and food services 

(Ravioli). Already before this, the support functions had been partly centralized, and 

this centralization continued after the enterprises were established. For example, 

some of the laboratory services were gathered into the same organizational 

department. 

In 2008, additional support functions were established as public enterprises, and the 

purchaser-provider model was further developed and extended. First, three new 

enterprises started: HUS pharmacy (HUS-Apteekki), HUS-Desiko and HUS Logistics. In 

2009, also HUS Lääkintätekniikka, IT and Servis were established as their own 

enterprises. Figure 8 illustrates the time-line of the establishment of public enterprises 

in HUS.  

 

Figure 8 The timeline of establishment of public enterprises in HUS 

When the HUS strategy was renewed in 2008, additional functions were established as 

public enterprises in accordance with the internal purchaser-provider model. The 



 
 

positive experiences from the previous years were one reason for spreading the 

model. However, the internal purchaser-provider model faced much more resistance 

during this later time. At that time, there were other major developments in progress, 

which were initiated by the new management. The idea was to introduce management 

mechanisms from the private sector and employ managers without health care 

education. These developments were likely experienced as a threat amongst the 

health care professionals, which is typical for strongly professional industries (Freidson, 

1988).  

4. Intervention 

As discussed in the previous chapter, the study of organizational change is difficult due 

to the great number of factors affecting the outcome of the change. This study 

examines the efficiency and functionality of the internal purchaser-provider model in 

the context of public specialized health care services. The background as well as the 

development of both the external and the internal context were introduced in the 

previous chapter. This chapter focuses on the intervention that was carried out in 

order to achieve the desired outcomes in the organization.  

In CIMO model intervention refers to the change that is implemented. For instance, 

Denyer et al. (2008) uses for example face-to-face meetings as type of intervention to 

be used in building an effective team. The type of intervention examined in this study 

is the internal purchaser-provider model. In the following sections, the concept of the 

purchaser-provider model is first discussed on a general level, after which the internal 

purchaser-provider model is discussed in more detail. The following section introduces 

the way in which the internal purchaser-provider model was implemented in the case 

organization, whereas the final section summarizes the reasoning behind the 

implementation of the model together with the underlying hypotheses. The analysis is 

based on the qualitative content analysis that was conducted on the basis of the 

interviews and written documents. 



 
 

4.1. Purchaser-provider model in the literature 

At the core of the purchaser-provider model is the division of responsibilities – either 

within the organization or via the outsourcing of tasks to external organizations. This 

section discusses the problematics related to the make-or-buy decision that must be 

considered when distributing tasks. This consideration is part of the decision making 

related to the implementation of different variations of the purchaser-provider model. 

The following sections present the antecedents of the purchaser-provider model, as 

well as its characteristics and the different variations of the model. Additionally, the 

discussion draws on research literature to examine the advantages and disadvantages 

of the model. 

4.1.1. Make-or-buy problematics in health care - integration versus 

specialization 

Health care organizations typically produce everything they consume including support 

functions such as maintenance and meal services. Traditionally, the operations have 

been organized in a self-sufficient way so that for example each hospital organizes all 

of the needed functions themselves. This kind of distributed organizational model does 

not allow specialization nor provide scale benefits. By integration in health care, this 

study refers to the traditional hierarchical self-sufficient hospital organization. 

Differentiation means that tasks are assigned to one actor who is specialized in them. 

The differentiation of tasks would enable the services to be standardized and cost-

efficiency to increase. On the other hand, if operations are largely differentiated, the 

integration of end-to-end service delivery suffers and the likelihood of sub-

optimization increases. Therefore, there is a trade-off between differentiation and 

integration (Lawrence and Lorsch, 1967).  

The hierarchies and markets are typical representatives of different extremes - either 

vertically integrated or differentiated organizational solutions (Coase, 1937). As 

discussed, health care organizations have typically been strongly hierarchical and 

integrated. Strong administrative fiat is a typical characteristic for such an 

organization. Because of the increasing demand and volumes in health care, it is 

evident that some extent of specialization is needed and the traditional hierarchical 



 
 

organization cannot survive (Lillrank, 2012). Despite the need to specialize and gain 

scale benefits, the integration of different services serves the ultimate goal of health 

care to provide “whole-person” care and accomplish effective care instead of just 

transactions (Berry and Bendapudi, 2007). Lillrank (2012) illustrates this by a nurse 

being focused only on one patient – referring to the movie “the English patient” - as an 

example of perfectly integrated care built around an individual patient. If everything is 

produced in-house, there are no external transaction costs but the cost of 

administrative fiat creates internal transaction costs (Granovetter, 1985).  

However, this kind of health care would be too expensive for the society. Different 

functions would likely be organized with a sub-optimal scale in an integrated service 

delivery where all units would have each function designed for their own needs. 

Overlaps are typical in the bigger picture – a minimum level to be self-sufficient must 

be maintained in each unit. Reinventing the wheel might also be typical phenomena in 

functions of a sub-optimal scale. The ideal of integration is commonly accepted in the 

literature. Still, perhaps the most referred scenario in literature of having every 

function under one administration does not necessarily imply actual added value from 

integration. Lillrank (2012) defines successful integration as follows: “Integration is the 

combining of several specialized and differentiated resources and contributions to 

create an output that is a system consisting of several parts. Each part needs to 

contribute to the output, but also submit to the demands of the whole. Integration 

means giving up some of the benefits of the specialization for the sake of the system.” 

To achieve an increased level of differentiation, an organization can either restructure 

its internal operations or outsource some of their operations. Outsourcing can also 

mean long-lasting partnerships (Granovetter, 1985). Hierarchical organizations are 

vertically integrated, since they perform all the tasks themselves. In markets, 

companies often specialize in their core operations and outsource the rest, and these 

non-core activities are usually called support functions. Specialized contractors are 

able to exploit the economies of scale because they can serve needs of multiple 

customers. At the best, contractor can provide both better quality and lower cost. For 



 
 

the purchaser the outsourcing means that they can shift the responsibility and control 

providers through contracts. Furthermore, it might be easier to hold the contractor 

than own personnel accountable. 

A downside of the differentiation is that when the relationships between 

differentiated actors need to be controlled, it increases the transaction costs. These 

challenges exist even when the differentiation is done within one organization. The 

internal purchaser-provider model, in its essence, imitates the outsourcing structures 

within the organization. In both cases, the relationships between actors need to be 

controlled, typically via contracts, service descriptions or less formal agreements. The 

desired shift is from administrative fiat towards market like agreement structure. 

Contracts or other agreements must cover multiple factors related to the service, such 

as processes, performance measurement, facilities, knowledge base and the 

adjustment of mechanisms for the particular relationship in question. Contracts and 

agreements create incentives in the system that contribute either to its success or to 

its failure. Therefore, a working control system requires the effort of both parties and 

inevitably creates transaction and administrative costs when compared to the 

hierarchical organizational structure. (Lillrank and Särkkä, 2011). Lillrank (2012) urges 

that the integration can be sustained in a differentiated organization structure in 

health care by finding solutions for typical patient segments in order to achieve 

advantages in both integrated care and specialization. 

The outsourcing of services is not always easy and includes several aspects that must 

be considered. At worst, the responsibilities between the subcontractor and the client 

cannot be defined clearly enough, which is required in order to sustain the integration 

of service delivery. Subcontractors should be able to provide a smooth contribution to 

the service delivery, thus creating an integrated end-user experience together with 

their client. The facilitation and definition of relationships between actors becomes 

increasingly important when differentiated roles and responsibilities such as these are 

in place (Lillrank, 2012, Lillrank and Särkkä, 2011). In health care the service is 

cocreated which makes outsourcing even more difficult. End result of differentiation 



 
 

can be based on strong partnerships or continuous competition depending on the 

nature of the task division. 

Essentially, the purchaser-provider model is a way for organizations to differentiate 

their operations and increase their specialization. The optimal trade-off between 

integration and differentiation can be found with the point of least transaction costs. 

Thus, the previously presented considerations invoke the key questions to be asked 

before the purchaser-provider model is implemented. How to sustain the required 

level of integration while gaining scale benefits through specialized roles? How to 

ensure that the transaction costs of distributed roles are not higher than the achieved 

scale benefits? The purchaser-provider model and its different variations are discussed 

in the following sections. 

4.1.2. Service machine 

The service machine framework proposed by Lillrank and Särkkä (2011) outlines 

different elements that are relevant in a situation where roles of different 

organizations are differentiated. The framework is originally developed in order to 

provide a way to structure the system in an outsourcing situation. As discussed 

previously, similar structures and considerations are required when the roles of the 

purchaser and the provider are split within organizations. Therefore, this study applies 

the logic of the Service Machine in structuring the different components related to the 

internal purchaser-provider model. 

Lillrank (2012) presents a framework for capturing different aspects related to the 

outsourcing of a service (Figure 9). The different elements of the service machine are 

interlinked, and one cannot be changed without changing another. The elements of 

the service machine include the actors, tasks and processes, governance model, 

performance definition, measurement and revenue model. All of these need to be 

defined in order to create a functioning service machine with a purchaser-provider 

relationship. The elements comprise the service machine and provide the incentives 

for each party to perform their part. 



 
 

The business model between the purchaser and the provider is the rationale for 

engaging in the relationship in the first place. The purchaser wants to buy a certain 

share of services from the provider because the provider has core capabilities in this 

field.  The provider may be able to provide these services with lower cost and better 

quality than the purchaser could within its own organization. The relationship between 

the purchaser and the provider is controlled through contract and governance 

framework where practical tools may consist of service level agreements, key 

performance indicators, and performance monitoring from the purchaser side. The 

governance typically requires different kinds of meetings, procedures, roles and 

responsibilities that can vary in their level of formality. 

Day to day operations of the provider in relation to the end-user might be guided by 

individual purchase orders or a holistic responsibility over certain area. The provider 

runs the operations according to mutual agreements and its performance is being 

measured. End user receives the service from the provider and might not even notice 

the difference between the purchaser and the provider organizations. Revenue model 

can be structured in different way. It is important to build the revenue model so that it 

supports the incentives of both parties. Revenue model can include a bonus or penalty 

system according to the realized performance. This has in certain cases proved to be a 

better system than for example the purchaser alone carrying the risk of costs for 

example. 



 
 

 

Figure 9 An illustration of the basic elements of the Service Machine framework (Lillrank 

and Särkkä, 2011) 

 

4.1.3. Purchaser-provider model 

The purchaser-provider model is an example of a hybrid model that combines 

characteristics from both hierarchical and market-driven models. As discussed above, 

markets typically have more specialized and differentiated organizations. The 

relationships and exchange between these specialized organizations creates the 

market mechanism. Ideally, the market mechanism contributes to the specialization of 

different organizations and creates allocative efficiency. The market mechanism can be 

implemented into semi-bureaucratic systems in multiple ways by introducing different 

characteristics of markets to the organizational model. Accordingly, the purchaser-

provider model can be realized in different variations. Therefore the exact definition of 

the purchaser-provider model remains ambiguous and leaves room for multiple 

versions of the model. The present section discusses the characteristics of the 
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purchaser-provider model and the internal purchaser-provider model as its variation, 

which is introduced in more detail.  

The basic elements of the purchaser-provider model are presented below in Figure 10. 

The fundamental idea behind the purchaser-provider model is to separate the function 

of purchase from the function of production, so that they become different entities. 

Therefore, research literature also uses the term purchaser-provider split when 

discussing this model. The purchaser buys the service or product from a specialized 

provider. Customer consumes the product that the provider has produced. Customer 

might not even notice that the purchaser and the provider are separate entities. 

Customer gets the mandate from the purchaser to consume the product or the 

service.  

The purchaser can focus on their core operations, while buying the rest that is needed 

in the production of their core services. The relationship between the purchaser and 

the provider is typically controlled via contracts, which replace the hierarchical guiding 

mechanisms such as regulations and instructions. The purchasers has the responsibility 

is to define the service and the need whereas the producer should focus on the cost-

effective production of the desired service. In essence, the purchaser no longer 

produces the product or service. Instead, the responsibility is shifted and needs to be 

defined (Kallio et al., 2006). 

 

Figure 10 The basic elements of purchaser-provider model (Kallio et al., 2006) 



 
 

In health care, there are several actors in the purchaser-provider model: the regulator, 

the sponsor, the purchaser, the provider and the end customer (Lillrank and 

Haukkapää-Haara, 2006). Typically, the communication between customer and the 

provider is not direct because the service’s end user does not control the money. 

Furthermore, the end-users of the service do not have the professional knowledge 

required to make decisions concerning the service and, therefore, the end-users do 

not directly control the demand of the service (Freidson, 1988).  

Even though the fundamental idea behind the purchaser-provider model is rather 

simple, it has multiple variations. Research has shown that there is ambiguity in the 

more detailed definitions of the purchaser-provider model (Kähkönen, 2007, Kallio et 

al., 2006). For example, some authors see the purchaser-provider model more in terms 

of a partnership that is not based on tendering and that does not truly utilize market 

mechanisms (Kallio et al., 2006), whereas others underscore the importance of 

competition in creating a successful purchaser-provider model (Lillrank and 

Haukkapää-Haara, 2006). 

The variations of the purchaser-provider model differ in their level of competition 

between the providers. Researchers have divided these variations into two main 

categories: internal and external. The Association of Finnish Local and Regional 

Authorities categorize the external purchaser-provider model in terms of outsourcing, 

and the internal model in terms of a mechanism for the internal differentiation of 

services. The internal model can be further divided into computational differentiation 

and differentiation by accounting. The different levels of competition are presented in 

Table 3 below. Table 3 presents the internal model first and the external model 

second. 



 
 

Table 3. The different variations of the purchaser-provider model (Kallio et al., 2006) 

 

The external purchaser-provider model includes characteristics of market economy, 

thus creating what are known as quasi-markets (Kallio et al., 2006). Quasi-markets 

share characteristics with free markets, because in them, monopolistic players are 

replaced by independent providers. However, compared to purely market-driven 

markets, the production of services has other objectives apart from sole profit 

maximization. A further difference comes from the services being funded by the public 

sector. This is typical for both health care and the implementation of the external 

purchaser-provider model. Even though tendering is used between different players, 

the demand is not purely market-driven and directed by the end customer who 

ultimately consumes the service. Typically, there might be an agent or authority that is 

in charge of decision making and provides funding. Thus, the external provider model 

creates a structure akin to the quasi-market, where competition is introduced between 

different providers; however, the market mechanism is not driven by the end 

customers (Legrand, 1991). 

Usually, the point of entry into an external purchaser-provider model is outsourcing, 

which also creates competition between providers. In this case, services in their 

totality may be outsourced to private companies or to companies that are partly 

owned by the municipality. In different variations of the external model, the private 

sector, the third sector and internal production units compete over producing the 

same services (Kallio et al., 2006).   
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The second form of the purchaser-provider model is internal, in which the provider 

belongs to the same organization as the purchaser, but may be, for example, a 

subsidiary or a public enterprise. Essentially, the internal purchaser-provider model 

does not include real tendering for the providers; instead, the differentiation of 

operations and costs is carried out with the help of internal restructuring. The internal 

purchaser-provider model typically introduces some market mechanisms, such as 

contracting and the provider’s autonomy to organize their operations within given 

boundaries. However, the purchaser cannot choose to buy the services from other 

providers. Nevertheless, even without real competition, the internal model usually 

allows for the comparison of providers through product structures and prices (Kallio et 

al., 2006). 

To summarize, the purchaser-provider model is one way to introduce market 

characteristics into the organization of public services. Even though the split between 

purchaser and provider is a self-evident part of the model, there is great variation in 

the definitions of the model and in the ways it has been implemented. The two main 

variations of the model are the internal and the external; the deciding factor between 

the two models is the existence or lack of competition. In the following sub-section, 

the internal purchaser-provider model and its aspects are discussed in more detail. 

4.1.4. Internal purchaser-provider model 

In the internal purchaser-provider model, both purchaser and provider belong to the 

same organization and have the same owner. The operations of both purchaser and 

provider are independently monitored in the income statement. The exact mode of 

organization can vary from a balance-sheet unit to a public enterprise or even a limited 

liability company structure.  

An integral part of the establishment of the internal purchaser-provider model is the 

definition of roles and responsibilities. The roles include the client who acts as the 

purchaser, the service provider who actually produces the service and the end user 

who is the ultimate consumer of the service. In the internal model, an additional role is 



 
 

that of the owner, because the purchaser and provider are located within the same 

organization.  

The purchaser can be a political board inside a municipality or another organizational 

unit that is responsible for a certain area (Kuopila, 2007). The purchaser is typically 

responsible for the total service provision to the end user. In order to purchase the 

necessary support services from the provider, the purchaser must define the services 

to be produced. In the service machine framework, this is one part of the governance 

model between purchaser and provider (Lillrank and Särkkä, 2011). When defining the 

service, the purchaser should consider what is ordered – is it a single product or 

service, or a whole process? Essentially, the purchaser is responsible for choosing the 

products and services, the volumes, the level of quality, availability and the methods of 

producing. The purchaser must define all of these for the provider (Kuopila, 2007). 

The definition of the services and the governance model requires certain 

competences. In order to execute effective purchasing, the purchaser must have 

knowledge about the content of the service and about tendering. Typically, 

organizations lack one or the other of these knowledge areas. The lack of either 

expertise can result in vaguely defined contracts and a constant need to adjust the 

agreement. Purchasing expertise is also needed in internal model to achieve the 

benefits (Kuopila, 2007). 

Contracting or other forms of agreeing about service production is carried out 

between the purchaser and the provider in order to shift responsibility from the one to 

the other. After contracting, the purchaser’s role is to monitor and follow up on the 

fulfillment of the contract. Monitoring should include a measurement of 

successfulness in areas such as customer satisfaction, quality and availability. It is the 

purchaser’s responsibility to ensure that the service quality remains on a sufficient 

level and to measure the effectiveness of the services. In the internal purchaser-

provider model, the relationship between purchaser and provider is based on 

partnership. The purchasers do not tender for different providers and, therefore, the 

pressure to increase the quality and cost-efficiency of the service is more artificial than 



 
 

it would be in the external purchaser-provider model. Because of non-existent 

competition, there is usually no formal contracting. The relationship between owner 

and purchaser is typically controlled through the budgeting process that covers the 

entire organization. (Kuopila, 2007). 

In internal purchaser-provider model the relationship between purchaser and provider 

is typically controlled through the annual budget or some other form of agreement. 

Contracts are also used, but their formality may vary in the internal purchaser-provider 

model. The relationship between owner and provider varies most extensively. The 

owner determines the requirements for the provider, but it may also subsidize and 

finance the operations. The basic dynamics between the different actors in the model 

are illustrated in Figure 11. An essential part of the internal purchaser-provider model 

is contracting, even though the contracts may be more informal agreements between 

the purchaser and the provider and not legally binding. The agreement process can 

easily seem artificial, because different providers do not compete against each other 

and not coming to an agreement is no option. 

Public organizations that implement the internal purchaser-provider model have 

typically a hierarchical organization structure. However, a functioning internal 

purchaser-provider model requires that the organization has certain tools and skills, 

which a traditional hierarchical organization may not have. For example, such 

organizations do not typically have cost accounting or, if they do, it is not sufficiently 

advanced in order to itemize the cost of production. Furthermore, they may not have 

any product structure. This means that the formalized knowledge of services may be 

inadequate for defining previously produced services and for knowing the quantity of 

those services. All this information is needed to efficiently define the roles and their 

responsibilities in the purchaser-provider model. The ability to split roles requires 

knowledge about what needs to be done, how much and at what cost (Kuopila, 2007). 

The key change in the internal purchaser-provider model is in the autonomy given to 

the provider. This autonomy entails the freedom to organize operations independently 

in order to fulfil the needs of the purchaser within the boundaries agreed in the 



 
 

contract. In order for the provider to have the freedom to organize its operations, the 

roles and responsibilities must be clear for both parties. These are agreed upon 

through the means of contracting or other ways of agreeing on the services. Effective 

contracting requires a definition of the service to be bought, including a definition of 

quality, productization and pricing.  

 

Figure 11 The management mechanisms in the purchaser provider model according to 

Effektia (2004) in Kuopila (2007) 

The revenue model defines the incentives of both purchaser and provider. The 

revenue model defines the sharing of risks and the focus for each actor (Lillrank and 

Särkkä, 2011). The provider is responsible for providing the agreed services with the 

agreed price or with some other revenue model. In most internal purchaser-provider 

models, the owner sets a productivity target for the provider, because the normal 

market mechanism does not produce the pressure to strive for cost efficiency. The 

owner ultimately defines the mission of the organization, controlled by political 

decision making. Without the owner’s active role, the internal purchaser-provider 

model may remain artificial (Kuopila, 2007). 



 
 

The provider can then organize their operations independently within the boundary 

conditions in order to meet the demand. It needs to develop its operations to be more 

cost effective and to remain in the efficiency target set by the owner. The new 

independent position of the provider manifests in the form of a new personnel 

structure, new investments and increased development efforts (Kuopila, 2007). 

The roles of the purchaser and the provider in the internal purchaser-provider model 

are summarized in Table 4 below. According to the service machine framework, the 

following factors need to be controlled in the relationship between purchaser and 

provider: can do (skills and resources to deliver service), know what to do (awareness 

of the requirements) and want to do (having the incentives aligned to deliver the 

service in the desired way) (Lillrank and Särkkä, 2011). 

Table 4. The roles of purchaser and provider in the internal purchaser-provider model 

(Kuopila, 2007). 

Purchaser role Provider role 

- Defining the target of purchase: 

quantity, quality and product 

- Contracting 

- Monitoring and follow-up of the 

fulfillment  

- Organizing the production 

- Productization and cost accounting 

- Development of the production 

 

4.1.5. Strengths and weaknesses of the purchaser-provider model 

There are certain presumed strengths and weaknesses of the internal purchaser-

provider model. The strengths and weaknesses are summarized in Table 5Table 7 and 

Table 6.  

The functioning of quasi-markets would require real competition between providers, 

and in many cases there are no realistic or comparable alternative providers 

(Kähkönen, 2007). In the internal purchaser-provider model, this means that the 

service provider has no other provider with whom to even benchmark its services, and 



 
 

therefore it is difficult to steer the provider’s operations. Another problem arising from 

the absence of competition is related to the suggestion that a functioning purchaser-

provider model demands real competition otherwise it just creates transaction costs 

(Lillrank and Haukkapää-Haara, 2006). On the other hand when real competition exists, 

the competition can easily become imperfect and lead to sub-optimization in the 

health care context because of the nature of the service. An example is the health care 

in the United States, where competition has not ensured a high-quality service with 

the best possible price; instead, the services are expensive and the quality is 

inconsistent (Porter and Teisberg, 2004). 

There are several assumed value-drivers and benefits in the purchaser-provider model. 

Lillrank and Haukkapää-Haara (2006, p. 36) identified four value-drivers: “transparency 

of the economic factors related to the principal-purchaser relationship; the 

opportunity included in agreements between purchasers and providers to enhance 

operational manageability; the opportunity to increase service provision autonomy 

enabled by the disassociation of providers from principals and purchasers at the 

administrative level; and market competition between both autonomous providers 

and specialist purchaser organizations.”  

The non-competitive internal purchaser-provider model strives for similar advantages, 

in which the lack of market mechanism should be compensated with a revenue and 

governance model that would align the incentives. The key reason for implementing 

the internal purchaser-provider model is considered to be the increase of cost-

efficiency. It is anticipated that cost efficiency is achieved through the transparency of 

costs and cost awareness. This should happen simultaneously with target setting and a 

pressure to develop the operations in order to keep costs in control while producing 

the defined output. (Kuopila, 2007). 

Furthermore, it is assumed that the internal purchaser-provider model enables 

comparison with other providers – the product structure and prices exist and should 

allow comparison. The purchaser receives the tools needed in cost follow-up and 

service evaluation. The provider can also implement an incentive structure within its 



 
 

organization, such as performance-related pays (Kuopila, 2007, Konttinen, 2005). In 

practice, the model enables the purchaser to make independent decisions on a lower 

level of the organizational hierarchy. The internal purchaser-provider model has been 

observed to reduce organizational hierarchy and support agility in operations, as 

decisions are made by those who are more involved in the actual operations 

(Konttinen, 2005). 

At best, the created quasi-markets are able to prevent market imperfections such as 

imperfect information and monopolistic control (Legrand, 1991). Imperfect 

information and monopolistic control are seen as more probable threats in the internal 

purchaser-provider model than in the external purchaser-provider model, making the 

situation worse than before the differentiation of services. At worst, most of the 

substance expertise is transferred to the provider organization when the purchaser-

provider split is created. In these cases, the purchaser lacks the expertise to define and 

evaluate the service properly. Furthermore, the internal purchaser-provider model is 

based on a monopolistic position of the provider, because the services are not 

tendered. This can easily result in sub-optimization, because the provider aims to lean 

its own operations. The sub-optimization can be mitigated through skilled purchasing 

and owner control mechanisms (Kuopila, 2007). 

In the Finnish public sector, the purchaser-provider model has been popular in the past 

decade. The reasons for implementing the model in the public sector have usually 

been the aim to increase democracy by empowering the citizens through purchasing 

bodies, to increase clarity between roles within the organization; and to increase 

efficiency and effectivity (Kallio et al., 2006, Martikainen and Meklin, 2003).  

The weaknesses of the purchaser provider-model relate to situations in which the 

creation and maintenance of the model itself requires more resources than the 

resulting benefits (Kähkönen, 2007). The cost of establishing quasi-markets requires 

infrastructure; cost accounting, contracting and follow-up might consume an amount 

of resources that surpasses the productivity gains (Legrand, 1991). Furthermore, 

although the contractual relationship between purchaser and provider may at best 



 
 

result in clarity and controllability for the purchaser and autonomy for the provider, 

the transaction costs can become substantial (Lillrank and Haukkapää-Haara, 2006). 

The transaction and cost of governance have been identified to be among the key 

challenges in the internal purchaser-provider model (Kuopila, 2007).  

The implementation of the internal purchaser-provider model can easily create a lack 

of ownership of the total process. The interfaces between purchaser and provider may 

remain vague, and there may be areas of which no one is no longer responsible. The 

division of responsibilities may lead into a situation in which no one takes ownership of 

the end-to-end process (Kuopila, 2007). This is part of the integration-differentiation 

trade-off discussed previously (Lillrank, 2012). 

The division of responsibilities is also related to the threat of sub-optimization. When 

the purchaser and the provider are only concerned over their own interests, they may 

end up leaning the organization towards a sub-optimal direction. In preventing sub-

optimization, the role of the owner is vital. The owner can set targets so that sub-

optimal incentives cannot emerge (Kuopila, 2007). 

Table 5 Summary of the strengths of the internal purchaser-provider model 

Strengths Source 

Transparency of cost to create cost-

efficiency 

(Lillrank and Haukkapää-Haara, 2006, 

Kallio et al., 2006) 

Ability to benchmark providers to some 

extent 

(Kuopila, 2007)  

Decision making and ownership on lower 

levels of organization  

(Konttinen, 2005) 

Increase of organizational manageability (Lillrank and Haukkapää-Haara, 2006, 

Kallio et al., 2006, Martikainen and 

Meklin, 2003) 



 
 

Table 6 Summary of the weaknesses of the purchaser-provider model 

Weaknesses Source 

Grey areas in responsibilities, sub-

optimization and poor integration 

Kuopila (2007), (Lillrank, 2012) 

Transaction costs and set-up costs Kuopila (2007), Lillrank and Haukkapää-

Haara (2006), Legrand (1991), Kähkönen 

(2007), (Lillrank, 2012) 

Personnel’s feeling of uncertainty Kallio et al. (2006) 

No realistic or comparable provider 

alternatives 

(Lillrank and Haukkapää-Haara, 2006, 

Kähkönen, 2007) 

4.2. Purchaser-provider model in the case organization 

According to the CIMO model, an intervention executed in a certain context triggers 

certain mechanisms that create a certain outcome (Denyer et al., 2008). The previous 

section discussed the ambiguity of the purchaser-provider model based on literature 

as well as the key characteristics of the model. A service machine framework was 

introduced in order to capture the elements related to the separation of purchaser and 

provider organizations (Lillrank, 2012). The present section describes the way in which 

the internal purchaser-provider model was implemented in the case organization, 

HUS, and describes the initial targets for implementing the model.  

4.2.1. What changed 

HUS’s organizational structure was previously based on clinical units, and every clinical 

unit produced everything they consumed, including support functions such as 

maintenance and meal services. These clinical units were typically individual hospitals. 

With the implementation of the internal purchaser-provider model, public enterprises 

were established to provide these support services to the clinical units that are under 

one hospital district. The previous organization structure before the change is 

illustrated in Figure 12. In the organization change, the resources and personnel were 

transferred from hospitals into one single organization. The support functions such as 

laboratory services or imaging services are now independent organizational units that 



 
 

produce services for the clinical operations as public enterprises. These enterprises 

each had their own political board in the beginning. The new organization structure is 

illustrated in Figure 13. 

 

Figure 12 Illustration of HUS organization structure before the change 

 

Figure 13 Illustration of HUS organization structure after the change 

Hospital
area 1

Hospital
area 2

Hospital
area 3

Hospital
area 4

Support
function 1

Political
board

Political
board

Political
board

Political
board

Support
function 2

Support
function 3

Support
function 1

Support
function 2

Support
function 3

Support
function 1

Support
function 2

Support
function 3

Support
function 1

Support
function 2

Support
function 3

Group

Political
board

Political
board

Political
board

Hospital
area 1

Hospital
area 2

Hospital
area 3

Hospital
area 4

Political
board

Political
board

Political
board

Political
board

Support function 1

Support function 2

Support function 3

Group



 
 

In this study, the provider refers to a public enterprise inside HUS that carries out a 

certain support function. The purchaser refers to a clinical unit that carries out the 

core service and buys the required support services from the providers. Clinical units 

are organized into hospital areas. Figure 15 illustrates the elements of the internal 

purchaser-provider model. In the core are the operations – how day to day 

management of service events is commissioned and handled. The purchaser 

organization orders the required services by using referrals (e.g., a blood sample) or by 

issuing direct orders by the purchaser personnel (e.g., to clean the curtains). The 

provider delivers the services against these purchase orders. The provider 

organizations are branded so that end user knows with whom they are interacting. 

The owner refers to the HUS Group (Figure 14). The overarching role of the HUS Group 

is to produce needed specialized care services within the budget given by the owner 

municipalities. Purchasers and provider are both part of the HUS Group, although they 

have their own specific roles within the organization. The owner controls the target 

setting for both purchasers and providers. The public enterprises have an autonomic 

position within HUS; thus, they have a high degree of freedom in making decisions 

pertaining to their own operations, insofar as they fulfil the targets set by the HUS 

Group. The political board of directors functions as the highest decision-making body 

for the providers. The purchasers are more subject to the directions from the HUS 

Group, although vice president of HUS is meant to oversee the appropriate functioning 

of support functions. In the following subsections, the business and revenue model of 

the internal purchaser-provider model is explained in more detailed.  



 
 

 

Figure 14 The relationships between different actors – framework adopted from Effektia 

(2004) 

 

Figure 15 The internal purchaser-provider model of HUS illustrated through service 

machine framework (Lillrank, 2012) 



 
 

Every year, municipalities allocate a budget for the HUS Group that provides the frame 

for internal budgeting. Typically, the target has been that costs should not increase 

over 2% to 3% annually. After receiving the money allocation from the municipalities, 

the HUS Group begins its internal budgeting. The HUS Group gives budget frames for 

the purchasers hence the clinical units inside HUS. These budgets for the clinical units 

within the HUS Group are based on the overall savings target of HUS Group and the 

clinical unit’s budget of the previous year – not on the actuals. Within the clinical unit – 

a hospital district or a unit within HUS – the budget is the basis for estimating the 

amount of money available for the unit’s costs such as personnel salaries, support 

function services and equipment.  

Clinical units within HUS and hospital districts are the purchasers of the services 

produced by the public enterprises. During budgeting process each purchaser 

negotiates separately with each public enterprise within the boundaries set by the HUS 

Group; in other words, each hospital is a purchaser from the perspective of the public 

enterprises. This kind of budget negotiations increased the amount of meetings 

between these parties. Because clinical unit’s budget is based on the budget of 

previous year the amount of money that the purchaser allocates for the services 

bought from public enterprises is, therefore, also based on their budget for the 

previous year and not on the actual expenditure of the year.  

Figure 15 illustrates that annual budgeting is in the core of contract and governance 

framework between purchaser and provider. In the budget, the public enterprise 

agrees with the purchaser on the amount of money to be spent on their services next 

year. In addition, the amount of services is discussed. Discussions concerning 

consumed products take place on an abstract level and, for example, do not go into 

the detailed product mix. The annual budget mainly aims at agreeing on the 

framework of the total money to be spent. This budget-oriented contracting does not 

include penalties in the case that the targets are not met and purchaser pays for the 

full amount consumed as indicated in the revenue model (Figure 15).  



 
 

The public enterprises were designed to be non-profit - the contracting between 

purchaser and provider does not include price negotiations. When the cost budget is 

set by the customers, the public enterprises formulate their pricing based on the cost 

budget and estimated volumes. After receiving the total budget from the customer, 

providers place a great deal of effort into deciding on their product mix and the pricing 

of each product. The public enterprises prepare their pricing suggestion for the group 

who makes the final decision. The budget plan and prices are valid for one year. 

Because the product mix and prices are not discussed in detail in the contract 

negotiations, it leaves room for the provider to fine-tune the allocation. Thus, the 

prices and product structure are decided upon and developed by the public 

enterprises.  

The group management controls the public enterprises by setting a limit for the 

growth of the prices. The price development is followed-up on a price basket level. The 

public enterprises are responsible for creating and developing the accounting and 

reporting practices. 

In practice, the purchase orders are controlled by health care professionals and most 

of the bought support services are transaction based. Regardless of the budget, the 

personnel of clinical function orders what they need from the support services and 

these services are invoiced accordingly. So the link between contract and governance 

framework and operations is fairly weak (Figure 15). The revenue model is designed so 

that if the public enterprises make profit during the year, they are supposed to 

distribute it back to the purchasers as reimbursements. If a part of the profit is stored 

in the public enterprise’s balance sheet or invested, it should affect future pricing 

accordingly.  

The public enterprises may also sell their services for external customers. In practice, 

this means selling laboratory and medical imaging services for the needs of basic 

health care organized by municipalities. The external sales allow public enterprises to 

leverage the economies of scale. Operationally, this also means that the results of 

different tests and imaging services are available through the same service provider for 



 
 

both basic and specialized care professionals. Thus, there is no longer a need to take 

duplicate tests. When municipality buys services from public enterprises of HUS, the 

public enterprises are tendered against other providers according to Finnish public 

purchasing legislation. The municipalities are the only customers of public enterprises 

with whom they face market competition. 

The services are co-created between purchaser, provider and end-user. This co-

creation requires connectors between actors – the relationship between purchaser 

and provider can be referred to as co-production. The connectors refer to processes, 

information flows and procedures that are needed in order to coordinate the activities 

of service creation. In the internal purchaser-provider model, all other connectors 

between purchaser and provider are less formal, expect for the budgeting process. The 

relationship is based on mutual understanding. For example, service processes are not 

mutually defined and formalized in written descriptions such as blue prints. There is no 

legally binding formal contracting between purchaser and provider. The providers’ 

ability to deliver the demanded services was especially in the beginning based on 

professional knowledge and the tacit knowledge that has developed over time. 

Evolution of the internal purchaser-provider model 

The development of the purchaser-provider model in HUS can be divided into three 

phases (Figure 16). In the first phase (2004–2008), the support operations including 

laboratory services (HUSLAB), medical imaging (the HUS Medical Imaging Center) and 

food services (Ravioli) were widely centralized and uniform. Individual hospitals or 

clinical departments no longer had their own support functions; instead, the support 

functions were gathered into one organizational body for each. At this time, also the 

productization of these support functions commenced with the aim to create uniform 

services and to even out the service quality throughout the HUS organization.  

The establishment of the public enterprises resulted in many people being relocated 

into new organizational units. Other concrete changes included the centralization of 

the management of all support services and the movement of all personnel to work for 

one organizational unit. All hospital areas and hospitals did not merge their support 



 
 

functions into public enterprises during the first years, but, eventually, all the support 

functions were centralized. The change in the organization structure created more 

interfaces, as the number of separate organizational units increased. This, in turn, 

significantly increased the number of meetings. 

In 2008, the purchaser-provider model was formalized: additional support functions 

were combined and established as separate public enterprises, and stricter protocols 

were introduced into the purchaser-provider relationship. In 2010, the emphasis 

shifted towards a collaboration-based model that emphasized group control and 

uniform target setting for both purchasers and providers. A good example of this kind 

of development was the introduction of uniform pay-for-performance measures 

covering both public enterprises and clinical units. 

 

Figure 16 Indication of different development phases of the internal purchaser-provider 

model 

4.2.2. Targets for the change in case organization 

In this section, the key objectives for establishing the purchaser-provider model are 

identified and analyzed. The source material contains preparation memos, strategy 

documents, budgets and financial statements of the public enterprises and HUS. 

Interviews of the key stakeholders are analyzed for further insight. First, the 

discussions and the decision-making process are described. Secondly, the underlying 

hypotheses, perceived advantages and disadvantages for the model as a whole are 

discussed.  

Making the decision 

According to interviews, there was no extensive debate about the first stage of the 

implementation of the purchaser-provider split before 2004. The written material is 

more focused on the specific targets of a specific public enterprise that needed to be 

2004–2008
Centralization and developing 
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“Provider model"

2008–2010
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2011–
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set, such as a strategy paper for a public enterprise. In the beginning of 2004, HusLab, 

Hus Ravioli and Hus Röntgen (later the HUS Imaging Services) commenced as public 

enterprises. This development was regarded natural, and the nationwide 

organizational renewal trends in health care supported the idea of implementing an 

internal purchaser-provider model.  

The starting point for the internal purchaser-provider model in HUS was to have 

specialized operation units within the organization in order to gain cost efficiency and 

operational excellence. HUS itself had started to serve municipalities as a provider in 

the beginning of 2000, as municipalities started to buy their specialized care services 

instead of the government providing them for them. Therefore, the purchaser-

provider model between HUS and the municipalities was adopted already during the 

very first years of HUS. Discussions began to take place regarding an internal 

restructuring around the purchaser-provider model. The interviewees who were in 

group finance during the 2003 decision-making commented that it was self-evident to 

extend the purchaser-provider model into internal operations. Thus, the internal 

market within HUS was created by a division of the clinical units as purchasers and 

support functions as providers. 

“Implementing a similar steering structure within HUS was natural, 

because a similar structure was created between HUS and the 

municipalities.” (Former group CFO) 

The preparation of the public enterprises had included several workshops and reports. 

The first perspective entailed the identification of the advantages and disadvantages of 

the internal purchaser-provider model in general. Secondly, this scrutiny was 

conducted for each individual support function, including content-specific 

considerations. Each new public enterprise formed their own business with the help of 

external consultants. 

The reports and the HUS council meeting memos include advantages and risks of the 

model in general. The listed advantages and disadvantages reveal the contradictory 

perspectives that were related to the establishment of public enterprises. There was a 



 
 

fear associated with the change and the way it would possibly impact HUS’s possibility 

of fulfilling its basic task. The traditionally hierarchical organization seems to have been 

looking for reassurance that the introduction of market-like mechanisms would not 

misalign the organization’s original purpose. The first three advantages in the list 

below emphasize the positive characteristics of the purchaser-provider model. The 

fourth and fifth advantages mitigate the fears that arose from within the organization. 

1. Cost-efficiency: Separated budgeting and accounting, including separate 

balance sheets and income statements, resulting in flexibility and responsibility 

(PP) 

2. Clarification of the purchaser-provider model 

3. The added value of a separate political board 

4. Sustaining of the public values in producing the services (public enterprises) 

5. Possibility of piloting this kind of an organizational model 

The autonomic economic position was thought to achieve cost-effectiveness. In 

addition, it was thought that the new model would enable the long-term planning of 

economically sustainable investments. Further components included the commitment 

to economic targets and the ability to establish bonus systems. The targets particularly 

included realistic budgeting and commitment to the budget. 

A separate political board was regarded a useful way to specialize in the field. A 

political board was also seen to foster more agile decision-making and to provide 

further insights for the management of the public enterprise. 

A new business-like way of working was seen to possibly jeopardize public values and 

the fundamental reason for organizing the services. The possibility of sustaining 

democracy, transparency and the principle of publicity were important targets in the 

selection of the organizational structure of public enterprise compared to, for 

example, private company. 

The perceived disadvantages included: 



 
 

1. The possible receding of support functions from clinical operations and its 

effect on cooperation 

2. The fatigue of personnel to continuous organizational change 

3. The risk of focusing too much on profitability 

4. The fear of moving towards privatization 

5. The fear of reassigning tasks within the personnel 

Underlying assumptions on the basis of interviews 

Most interviewees confirmed that the change in the way support functions were 

organized was a natural continuation to previous developments. Interviewees were 

asked to reflect on their perception about the underlying assumptions and targets for 

the change. Most of the interviewees had been working for HUS since its 

establishment and could therefore comment on the initial discussions and reasons 

behind the implementation of the purchaser-provider model. 

All in all, on the basis of the interviews, the underlying assumptions can be divided into 

the following categories: achieving cost-efficiency, increasing transparency and 

ensuring the quality of the support services. The targets were thought to be achieved 

through the increased autonomic position of the providers, the introduction of market 

characteristics into the system and an entrepreneurial mindset that could be achieved 

through the organizational model of the public enterprise.  

“A clear objective was to achieve transparency in the costs.” Business 

controller, group finance 

The primary objective for implementing the purchaser-provider model was the 

potential for cost efficiency. Most of the interviewees explained that the purchaser-

provider model was generally perceived as a way to bring the positive characteristics 

of private markets into the HUS support services: cost efficiency, transparency and 

entrepreneurship, which would create motivation to improve and further develop the 

services. Firstly, the centralization of the services would bring internal scale benefits 

and manageability along with the centralization of, for example, procurement. 

Furthermore, the idea was that public enterprises would be able to sell services also to 



 
 

external customers and to further develop their services in order to reach scale 

benefits. Secondly, the transparent pricing should have resulted in better-informed 

decisions regarding the utilization of the services. Thirdly, the assignment of 

responsibility and liberties was believed to improve the commitment to financial goals 

in the organization. 

“Better quality” 

An underlying hypothesis was that centrally managed services could be better 

standardized. Furthermore, both interviews and the written material highlight the goal 

of utilizing the latest technology and the benchmarking of processes from the private 

sector as key objectives for the restructuring. These changes were believed to take 

place a great deal more slowly, if the organizational structure had remained scattered. 

“Transparency” 

The development of cost accounting and service pricing was hoped to create cost 

awareness in the organization.  

“Improving work motivation” 

The hierarchical structures that had even increased after the organizational reform in 

2000 were perceived inflexible. There was a high demand to increase autonomy and 

enable decision making on lower levels of the organization. This was believed to 

improve the organization’s work motivation and commitment to common goals. 

Summary of the perceived opportunities and threats of the purchaser-provider model 

Overarching target The hypothetical actions resulting from the target 

Cost-efficiency, 

Commitment to financial 

goals 

- Centralization of the services 

- Introduction of bonus systems 

- Autonomic finance: freedom to organize within 

given boundaries 

- Realistic budgeting 



 
 

- Possibility for external sales 

- Cost awareness through accounting 

Better quality - Centralization of the service 

- Uniform quality including processes and equipment 

- Development of operations 

Improving work 

motivation and image 

- Improved possibility of attracting workforce 

- Better management and empowerment of lower 

hierarchy levels 

Avoiding risk of private 

markets 

- No open contracting or bidding 

- Choosing the public enterprise format 

- Possibility of piloting and then possibly pull back 

- Would still be part of group organization – 

sustaining the public values 

 

Targets for HUSLAB 

HUSLAB was the starting point when the possible establishment of an internal 

purchaser-provider model and public enterprises were considered. The focus of the 

deliberation was on laboratory services, and was later extended to HUS Röntgen. 

When deciding on the establishment of HUSLAB on 11 June, 2003, the HUS council 

acknowledged the opportunities and threats presented by the investigation team. 

They also set a numeric annual cost savings target for HUSLAB of 3 to 5 million euros 

compared to the development of laboratory savings in HUS specialized care per 

resident. 

The list below specifies the advantages and disadvantages for establishing HUSLAB 

based on the investigation team’s report in 2002.  

Advantages: 

1. Improving the services for patients – possibility of visiting any preferred 

laboratory unit 

2. Better possibilities for restructuring in order to facilitate productivity 



 
 

3. Easier testing and deployment of new technologies 

4. Development of special expertise 

5. Easier volunteer work rotation  

6. Uniform information systems 

7. Uniform quality system 

8. Better possibility of harmonizing processes and equipment 

9. Better possibility of leading the operations as a whole 

Disadvantages: 

1. Concentration of the decision-making power 

2. Increased transportation costs and response time due to increased distances 

3. The possible weakening of cooperation with primary care 

4. Extra work and confusion related to the implementation of the change 

5. Uncertainty and fear of transfers amongst the personnel 

Targets for the HUS Medical Imaging Center 

The extension of the public enterprise format and the internal purchaser-provider 

model to medical imaging was conducted in connection with considerations related to 

HUSLAB. The deliberation was not as thorough as that concerning HUSLAB, but 

included many of the same components. The specific targets for HUS Röntgen are 

listed in a HUS council memo from 11 June, 2003. A numeric savings target of 3 million 

euros was set. 

The advantages in the HUS council’s meeting memo were the following: 

1. Lowering the share of fixed costs by centralization and larger volumes 

2. Improving the quality of the services by standardization 

3. Ensuring the availability of the services 

4. Timely delivery of right services – improving IT systems to support this 

5. Improving the integration with primary care, related to system development 

6. Improving the employer image and possibilities to recruit the best professionals 



 
 

Targets for HUS Servis 

When the strategy was renewed in 2008, additional functions were established as 

public enterprises according to the internal purchaser-provider model. Among them 

was HUS Servis, which was established in 2009. The evaluation of the potential 

benefits was carried out by an external consultant. They estimated a total savings 

potential of 22,188,860 EUR. Because personnel costs comprise the majority of the 

costs, the target for reducing the full-time equivalent employees was set to 49%, so 

that the level of 1183 FTEs in 2008 would be reduced to 608 by 2012. The benchmark 

ratios for savings calculations were retrieved from a global database maintained by the 

consultancy company. 

The reasoning for the savings potential was the following, covering all processes: 

1. Standardized and uniform processes 

2. Centralization of services 

3. Increasing the IT system support 

4. Partly self-written dictations and speech recognition development 

5. Mechanism 

The present chapter focuses on the mechanism that was triggered by the intervention. 

The implementation of the internal purchaser-provider model lead to different kinds of 

developments in the case organization, HUS. These developments are illustrated in the 

following sections. The service machine of HUS has developed over time, including the 

development of the roles and responsibilities as well as the governance model with 

which the relationships between different actors are controlled. In the following 

paragraphs, this development is discussed by illustrating the mechanism that was 

triggered by the intervention described in the preceding chapter.  

5.2. Creation of entrepreneurship and ownership 

In the new setting, the purchasers’ expectations towards the providers were set high. 

The provider organizations were given a high degree of liberty in choosing how to fulfil 

those expectations.  



 
 

“It happened overnight that the expectations rose including how the 

service should be like and what the quality should be. Now there was a 

clear responsibility.” - Provider executive 

The new public enterprises were now able to restructure their organization and decide 

on their own operations more freely compared to the time when the support functions 

were decentralized and part of the clinical organizations. They also had the advantage 

of being a larger entity compared to the previous scattered units.  

Opportunities to make independent and fast decision increased remarkably. Each 

public enterprise had its own political board of directors. This gave the providers the 

ability to react faster and make more autonomic decisions. In practice, it meant that 

the group level was not actively involved in and did not interfere with the decision 

making as long as the public enterprise fulfilled their strategy that had been accepted 

by the group’s board of directors. 

“Public enterprises would have had to do clearly divert from the group’s 

vision in order to make the group level interfere with the public 

enterprise’s decision making.” - Former executive of a public enterprise 

One objective for establishing the public enterprises was to create entrepreneurial 

behavior while working as a part of a larger organization. This meant hands-on 

responsibility and innovativeness in reaching the targets that were set for the public 

enterprises. Interviewees agreed that an entrepreneurship mindset did emerge in the 

public enterprises. In the spring of 2015, all interviewees thought of this as a major 

organizational improvement caused by the purchaser-provider model. Independency 

was seen as a key underlying reason for the increased drive and motivation to get 

things done. 

“I guess we could have done the same things without this organizational 

structure for a long time, but we just did not. As many people have said, 

why did we not accomplish these things decades before? Because we did 

not have the motivation.” - Former executive of a public enterprise 



 
 

The public enterprises – who acted as providers – started to develop a new operational 

model. In a way, the newly established public enterprises had full autonomy within the 

boundaries set by HUS. The public enterprises started to utilize new tools and ways of 

working. For example, they employed consultants in order to form strategies. From the 

very beginning, targets were set for operational performance and cost efficiency, as 

illustrated in the previous chapter. 

“When these public enterprises were established, they adopted 

components from business life such as business plans and pay-for-

performance mechanisms that had never been used in HUS before.” - A 

person from group finance 

Tools like cost accounting and implementation of performance-related payments were 

used to manage the operations. In addition, new roles related to marketing and 

communications were introduced.  

“Providers had the possibility and motivation to develop their 

organizations; they adopted new roles that did not exist for instance on the 

purchaser side.” - Executive from group governance 

The interviewees said that the developments on the provider side were not considered 

to be a positive development by the purchasers. For example, the purchasers did not 

see a need for a monopolistic enterprise to consume resources in order to market their 

services to an internal customer, even though some of the public enterprises started to 

have also external customers. This kind of development in the providers’ organization 

was seen by purchasers to inevitably increase the prices without real added value. 

“Enterprises established internal marketing which was non-existent in HUS 

before. Simultaneously, the purchaser side did not acquire knowledge 

about procurement.” - Internal purchaser representative 

Although the purchaser’s role was more passive, the new situation did raise 

purchasers’ expectations towards the services.  



 
 

5.3. Defining the service 

The establishment of the purchaser-provider model required several restructuring 

actions. First of all, the personnel and equipment that were scattered under different 

hospitals were now under one organization focusing on one function. In conjunction to 

transferring the personnel and equipment, also the tasks were transferred. The tasks 

that were previously performed by scattered resources were now the responsibility of 

the public enterprises. The previous state of operations can be described as self-

sufficiency where one actor produces everything it consumes. Such a state did not 

allow specialization and resource efficiency. Public enterprises were a step towards 

specialization.  

At first, the change itself took time and effort. In some of the public enterprises, this 

transfer of responsibilities occurred faster, and in others, it was slower. For example, 

the Hyvinkää hospital district only started to use the services of HUSLAB in 2009, 5 

years after, for instance, the departments of the Helsinki University Hospital. 

In HUS, the definition of services was not done when responsibilities were shifted. 

Little by little, productization was mostly carried out by the provider. This definition 

included the productization of services, pricing models and the development of 

reporting. Purchasers did not perceive positively the new independent position of 

providers. Providers position was all of a sudden to dictate things and purchasers role 

was just to pay. 

“This is not a purchaser-provider model, rather a provider-model in which 

also the productization is mostly done by the provider. Also changes to the 

productization came from the producer – sometimes they just informed us 

about the changes, sometimes they even forgot to do it.” - Internal 

customer 

Transferring the tasks between provider and purchaser would have required a 

definition of the services and of the boundaries of the responsibilities. The 

productization of services was easier in medical support functions where the products 

were for example x-ray scans or analyzed blood samples. The productization of non-



 
 

medical support services such as maintenance was more difficult. Interviewees from 

the purchaser side thought that the confusion in the beginning was a result of the poor 

definition of services. On the other hand, the definition of services was seen as a non-

necessary overhead that everyone wanted to avoid. 

“We have learned the hard way that things that used to be automatically 

taken care off under our own operations were no longer anyone’s 

responsibility.” - Internal customer 

“It feels silly that we should define the services in such a detail – and if 

there would still have been a gap in the definition of the service it would 

have meant extra services which would be separately invoiced. . . . Of 

course if we bought from an external provider, this should be done 

perhaps even more carefully.” - Internal customer 

In the beginning, the lack of productization and service descriptions gave rise to 

mistrust between purchasers and providers. The re-distribution of tasks required 

iteration and constant discussions between both operational personnel and the 

management of the purchaser and the provider. Informal one-to-one discussions were 

common. At first, the unclear responsibilities created a culture where one needed to 

be careful about one’s own responsibilities. There were tasks that remained in the grey 

area, which no one wanted to take care of. Interviewees from both purchaser and 

provider side pointed to this problem of having tasks that were no one’s responsibility. 

The difficulties with responsibilities were especially related to general services such as 

janitor services. These kinds of services were not purely transactional, and their cost 

accounting was not entirely straight-forward. For example, one person could have 

maintained the archives part-time, but shoveled snow during the winter, serve at the 

reception and maintained the machines at the spare time. 

“In the past, there was a stronger team spirit so we could do things 

together and have common goals. After the change, there was this certain 

gap that this is not my business and that is not your business. At the end of 



 
 

the day, the grey areas were always performed by nurses. We needed a 

long iteration process to find a flexible way of working together." - Head 

nurse in a hospital district 

“It felt as if the resources were taken but the tasks remained.” - Executive 

in a hospital district 

The definition of the boundaries of responsibilities required additional effort from both 

sides. Interviewees from the purchaser side felt that a great deal of overhead came 

from ordering different tasks and having individuals coming to execute an individual 

task. The transaction costs were perceived to be high. 

Having mistrust and suspicions within a system requiring co-production from different 

parties is not a sustainable situation and created both fraction and transactions costs 

to the process. Over time, providers have been able to show evidence on the 

development of their services. For example, HUS Servis has showed their ability to 

reduce costs. Interviewees from the provider side found that this kind of evidence has 

played a central role in the creation of trust and cooperation between purchasers and 

providers.  

When developing their services, providers have increasingly started to develop the 

entire end-to-end process together with customer’s operations. For example, the 

development of a paperless hospital cannot take place unless the clinicians using paper 

in their daily operations are included. Both parties feel that there is a decreasing 

number of grey areas between purchasers and providers as a result of extended 

rehearsal and development.  

5.4. Towards active purchaser behavior 

As providers increased their capability to be on the seller side, a similar development 

was not evident on the purchaser side. The purchasers’ own cost accounting and 

follow-up did not develop at the pace of the providers, which created information 

asymmetry. At first, purchasers did not develop their internal organization in order to 

actively manage the costs and services of internal providers.  



 
 

At first, purchasers did not see any reason to rethink their ways of working: they still 

needed to buy everything from the same provider; therefore, there was an absence of 

real tendering, and efforts related to tendering were seen as overhead. Only a few 

purchasers started to act as an active purchaser monitoring and measuring the service.  

Despite the need for the purchaser to assume an active role, the governance, in 

practice, did not include the active participation of the purchaser. The activities 

between purchasers and providers were mainly controlled by daily purchase orders 

placed by the operational personnel. The formal coordination method was the annual 

budgeting process. Informal coordination included different meetings and one-to-one 

discussions. The link between demand controlling and budgeting was weak or even 

non-existent.  

The establishment of the public enterprises created a multitude of interfaces, as each 

purchaser purchased their services directly from each provider. The methods of 

communication have always included annual contracting, in which the purchaser and 

the provider agree on the annual budget for the services to be bought. The amount of 

meetings and informal agreements varied case by case. Because the role of the 

purchaser was not clear in the beginning, the ways of cooperation and communication 

between purchasers and providers evolved over time.  

In the beginning, one-to-one discussions were common. After the inception, there 

were also team meetings in which the representatives of purchasers and providers met 

on a regular basis. The advantage of these meetings was that both sides had a chance 

to discuss the relevant topics on a concrete level. The representatives in these 

meetings were from the middle management. The challenge was that these meetings 

would have required equally active preparation from both sides. Especially the 

purchaser side representatives had not reserved enough time for this preparation - it 

was seen as another task on top of their other duties. The purchaser’s resources were 

not allocated for monitoring the way in which the services bought from providers were 

consumed. Therefore, the outcome of these meetings was highly dependent on the 

individuals participating in them. These individuals would have required time to 



 
 

prepare the topics from a wider perspective than simply from their own areas of 

responsibility. Therefore, the mutual sessions were usually prepared and directed by 

providers, which increased the misalignment. 

The next phase of development was the start of aggregated purchaser-provider 

meetings. These meetings combined the non-medical support functions on the 

provider side in order to enable the purchaser side tackle multiple areas at once. The 

advantage of this approach was that the providers needed to prepare a more 

systematic agenda for the meeting in order to ensure their success. At first, there were 

so many items on the agenda that the discussions did not reach their objective. 

Therefore, the discussions often continued informally after the meetings. 

The most recent way of arranging the cooperation has been to establish purchaser-

provider teams that enable meetings and continuous discussion on the operational 

level. This model varies depending on the public enterprise in question. These 

meetings are nevertheless seen as overhead, and there have been attempts to 

organize the cooperation in different ways. For example, there was a pilot of an annual 

mingling event in which purchasers and providers would meet and have a chance for 

one-to-one discussions on the (top) management level.  

The formal governance model consisted mainly of an annual budgeting process. The 

annual budgeting process has been perceived as a passive and pro-forma event where 

the discussion does not necessarily aim at actual planning. Even though the public 

enterprises for the first time provided clearer transparency towards the costs of 

support services, the purchasers’ ability to budget and allocate costs needed time to 

develop. 

“Before, there was no cost awareness – as if these services had been for 

free in the previous model, although nothing is for free.” - Group finance 

executive) 

“The purchasers needed to re-think their own cost structure: one part is 

their own external costs and the other part consists of internal support 



 
 

service purchases. At some point, it felt as if the main task of the purchaser 

was to maximize their external costs – everything that was spend on 

internal support services was bad.” - Provider executive 

Some customers have started to demand reporting according to their own 

specifications – this means for example reporting by diagnosis group. This more 

mature approach includes also spreading the responsibility of the budget internally so 

that operational level takes ownership of the budget. The conversations with 

purchaser and provider have proved to be more fruitful with this approach. 

At the same time as purchasers started to learn how to deal with the costs that now 

emerged on their income statement, most of them strongly felt that their possibility of 

influencing that cost was low. The provider had the information advantage compared 

to the purchasers. In addition, the fact that providers had prepared a detailed 

definition of the pricing structure and productization gave them an advantage 

compared to purchasers’ knowledge. Because the product mix and prices were 

prepared by the providers within the given frames, the purchasers felt that the total 

cost was a black box. 

“It seemed at some point that the providers change their product 

structures so that an average worker cannot compare them from year to 

year – so then the explanation is that everything is because of the change 

in product structure.” - Finance executive from purchaser side 

The purchasers felt that their hands were tied and that they could not control the 

share of cost of the public enterprises. The HUS Group started to change the way 

support functions were steered in order to align the incentives of purchasers and 

providers. There were also attempts to decrease the prices of medical support 

functions, but they were eventually increased again. Interviewees confirm that the 

operations of public enterprises are now more strictly controlled by the HUS Group, 

including productivity targets and uniform pay-for-performance measures.  



 
 

After ten years of rehearsal, there is nevertheless a significant difference in purchasers’ 

way of buying services from the public enterprises. Some purchasers have started to 

analyze the data trying to understand their own purchasing behavior and consumption 

of different services. Some purchasers have not fully seen the need for active 

purchasing behavior, because they will in any case need to buy the services from 

internal providers. Therefore, the annual negotiations that formed the budget for the 

year did not serve as a useful planning tool for either party. 

5.5. Misaligned incentives and sub optimization 

The provider’s revenue was output based. The purchasers paid for all the products 

they consumed. Prices were fixed for one year in the annual budgeting process and 

were based on volume estimations, assuming a zero profit for providers. The risk of 

fluctuating volumes was carried by the provider. There were no penalties or rewards 

assigned to poor quality or to the availability of services. Mostly, the consumption of 

the services was equal or higher than the budgeted amount. The revenue mechanism 

did not succeed in making financial success a mutual incentive; instead, it may have 

encouraged sub-optimization and each player focus on their own cost structure. 

The new independent position of the providers created mixed feelings amongst the 

purchaser side. Purchasers were still operating in the same way as previously. Only 

now there was a significant share of costs incurring from services bought from the 

public enterprises. Previously, purchasers were unaware of the cost of, for example, 

laboratory test, because they used to be a part of their own operations. The fear of the 

purchasers was that public enterprises can have the benefits of an enterprise but they 

do not need to carry any risks. As an example, these public enterprises were one of the 

first ones introducing bonus systems inside HUS. Providers claimed that this 

incentivized making profit, even though public enterprises were supposed to be non-

profit. At first, the interviewers comment that the pay for performance measures 

might not have been that successful. 

“In the beginning [of public enterprises], the profit of the accounting 

period could be a measure for performance payments – this may 



 
 

encourage increasing the internal invoicing. The right principle should be 

that less invoicing is needed to produce equally good-quality services.” - A 

person from group finance 

In principle, providers’ target was to not make any profit. Purchasers received tight 

budget frames from the HUS Group based on budgets given by the municipalities. 

From this budget allocation, they needed to use part of it to buy the support services 

(for example diagnostics services) from monopolistic providers. Purchasers felt that 

the share that they needed to spend on support services was too high compared to 

their total budget. They could not influence the pricing of the providers. As a result, 

the outset of the purchaser-provider model was surrounded with discussions and 

suspicions regarding the providers’ ability to make profit at the expense of the clinical 

services of the purchaser. They suspected that the providers would consume their 

profits in order to make an unnecessary number of investments. This meant that they 

would hide profits in investments and the balance sheet. At the same time, the budget 

frame was tightened on the purchaser side.  

To some extent, this resulted in the under-budgeting of support services from the 

purchaser side. The under-budgeting of support services enabled the purchaser to 

allocate a larger share of funds on their own personnel costs. Undebudgeting created 

profits for provider with a dual mechanism: unit prices ended up too high and they 

were multiplied with higher volume than anticipated. The unit price was determined 

so that provider would make no profit with the budgeted amounts. By 

underestimating the amount of services to be bought from the provider, the unit 

prices were sometimes higher than what they would have been if based on the cost 

calculations of actual amounts. The under-budgeting resulted in a systematical 

exceeding of spending limits; the alternative of not buying the needed services did not 

exist. This is a challenge both on the purchaser and the provider side.  

As a result, budgeting did not serve as a realistic planning tool because resources could 

not be allocated according to the unrealistic budgetary amounts. On the other hand, 

the purchaser may feel pressure to under-budget in order to reserve a certain share of 



 
 

the budget for its own external costs. In some situations, purchasers knew that the 

budget would not be enough but that it would be easier to explain the exceeding of 

support service costs than the exceeding of their own core service budgets. All in all, 

the entire situation lead to misguided planning and execution on both sides.  

Recently, the budgeting process has become more transparent and controlled by the 

group, due to tight productivity targets set for both the purchaser and the provider. 

There is an adjustable part that is negotiable as long as the adjustment is well justified. 

This adjustable part may be affected, for example, by larger investments or a savings 

potential. Today, the group prepares the target setting, which acts as a starting point 

for the negotiations. However, because of the history and efforts that providers have 

spent on developing their accounting practices, it can still be argued that purchasers 

have a certain advantage when suggesting pricing basics for the budgeting.  

Within HUS, opinions varied regarding the optimal relationship between purchasers 

and providers. The internal purchaser-provider model is to a great extent based on a 

cooperative relationship, which can also be seen as strategic partnership. Here, the 

role of negotiations and contracting should be emphasized, but they may easily lack 

focus. The risk of this kind of a partnership model is that the active participation of 

each actor is not forced by the model itself. For example HUS Medical Imaging gave up 

annual contracting and have annual production planning instead. 

5.6. Perceived strengths and weaknesses 

In Table 7 and Table 8, the perceived outcome is summarized in terms of positive and 

negative mechanisms that were triggered by the change. 

Table 7. Perceived positive mechanisms of the internal purchaser-provider model. 

Positive mechanism Mechanism that enabled the advantage 

Entrepreneurship mindset - Own target setting and follow up 

- Own political board 

- Freedom to decide about own resourcing and 

operations 



 
 

Cost transparency - Cost accounting 

- Pricing – transparency to costs 

- Own balance sheet – investment planning 

- Own income statement 

Uniform quality - Centralized management and operations 

- Standardized products 

- Systematic development 

 

Table 8. Perceived negative mechanisms of the purchaser provider model. 

Disadvantage Mechanism that contributed to the disadvantage 

Inactive purchasers - Monopolistic position of providers – no need to 

tender or define the product 

- Purchasers had no definition of their need 

- Tasks that were no one’s responsibility 

- Scattered tasks – could not handle multiple tasks 

with one visit 

Challenges in cooperation - Different levels of freedom created a sense of 

inequality 

- Situation was created artificially and did not force 

into cooperation 

Challenges in 

transparency 

- Purchasers’ lack of operational awareness of 

product structure and prices 

Increased transaction 

costs 

- Coordination meetings, follow up and facilitation 

of the services creates overhead 

- Budgeting process more laborious because each 

provider negotiates with each purchaser 

Unit pricing sometimes 

too high 

- When noticeable under-budgeting happens, it 

creates overly high unit prices 



 
 

6. Outcome 

The outcome of the study is discussed in the present chapter. To summarize the 

outcome, the study suggests that the internal purchaser-provider model is one phase 

and an accelerator in the evolution of a public hierarchical organization towards a 

more market-driven orientation. By the differentiation of functions within the 

organization, HUS has been able to respond to the growing demand of health care 

services. 

One can debate over whether this model has been the optimal solution for the re-

organization, but it is evident that this particular change has triggered the correct 

questions needed in organizational and cultural evolution. At the time of writing this 

study, this evolution is still ongoing and the overall direction is positive – towards a 

more communicative and structured way of managing the different functions. The 

development key areas cost-efficiency, quality and manageability have been very 

positive in the public enterprises that were the target of the change. At the same time 

the overall cost-efficiency development in HUS has not been as positive which gives an 

indication about sub-optimization. 

The CIMO model was used in this study with the following progression: a certain 

intervention triggers a mechanism in a certain context producing a certain outcome. 

This chapter comprises of three sections, which compare the outcomes to the initial 

targets, evaluate the realization of the anticipated risks and analyze the outcome and 

successfulness of the target setting. The materials used in this evaluation consist of 

annual statements, financial data and interviews. 

6.1. Outcomes compared to the initial targets 

The initial targets for implementing the internal purchaser-provider model were 

discussed in subsection 4.2.2. This section compares the initial targets set in 2003 to 

the outcomes that were realized by 2014. These initial targets can be divided into 

three main categories: cost-efficiency, quality improvement and improved 

manageability of the support services. The targets were followed with annual key 

performance indicators which varied throughout the years. The change of both KPIs 



 
 

and their calculation techniques prevents proper time-series analysis of most of the 

indicators. To give an insight about what has happened after organizational change, 

multiple indicators are discussed in the next sections. For medical support functions 

also a benchmark analysis with other university hospitals is conducted. 

The original target setting was largely based on the potential of the providers to 

achieve scale benefits and have better manageability over their operations. To a large 

extent, the original objectives were achieved after the scattered organization had been 

united and the providers had been given a strong autonomic position. The following 

subsection will first discuss the way the objectives were met on the level of the HUS 

Group. After that, the achievement of the targets in the selected public enterprises is 

elaborated.  

6.1.1. Overview of HUS outcome 

Common measures to evaluate the cost-efficiency of HUS include the cost per 

standardized DRG product and the number of DRG products produced by one full-time 

equivalent employee. The overall efficiency of HUS has grown steadily since the 

implementation of the model in 2004, measured by the number of DRG products 

produced by a full-time equivalent employee (Figure 17). When looking at the cost per 

produced DRG the efficiency improvement is not that evident. It needs to be noted 

that DRG point calculation has changed over time and a time-series analysis is not 

possible and must be interpreted with carefulness. Therefore a benchmark with other 

hospitals might give more insight about the development of cost-efficiency. 



 
 

 

Figure 17. Efficiency development in HUS measured by the number of DRG products 

compared to the number of full-time equivalent personnel (FTE) and total cost (EUR). 

The strength of a comparison between different organizations is that a ranking of 

different hospitals in certain year is valid despite of the calculation differences across 

years. Because the DRG product calculation has changed over years, the years are not 

comparable with each other. Therefore, the focus of this analysis is the development 

of the ranking of hospitals. In Finland university hospitals are comparable to a great 

extent because their similar responsibilities. Figure 18 presents the relative 

comparison of cost-efficiency measure for university hospitals. The productivity is 

calculated by dividing the total cost by the number of DRG products. The lower the 

indicator is, the better the productivity. The results are presented in relation to the 

hospital that has the least productivity hence producing a DRG point costs with the 

highest cost in a specific year (EUR/DRG = 100 for that year). The absolute numbers 

can be found from  

The university hospitals are chosen as a benchmark because their operations are 

similar and comparable with each other. In the comparison between university 

hospitals, the total costs are divided by the total output of the university hospital 

measured in DRG points. The DRG point calculation has developed over time thus 

preventing time-series analysis. However the methodology is the same for each 

0

5

10

15

20

25

30

35

40

2300

2400

2500

2600

2700

2800

2900

3000

3100

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

DRG  
product 

€ 

EUR / DRG product DRG products / FTE



 
 

hospital making hospitals comparable within a year. For consideration of the reliability 

and validity of this approach please see chapter 7.3. 

In the cost-efficiency comparison between university hospitals Helsinki University 

Hospital (HYKS) has been able to increase its productivity in relation to other university 

hospitals remarkably in years 2000-2008. A productivity leap was experienced 

especially in years 2005-2008. After 2008 other university hospitals have been able to 

increase their productivity more in relation to HYKS. At the moment, HYKS is the last 

one in the productivity ranking. The again decreased ranking of HYKS might be 

impacted by large renovation and constructions projects. 

 
1) Total costs are divided by the total number of DRG products produced by the university hospital, this number is scaled 

so that the most expensive hospital is 100 – both cost and DRG point information retrieved from THL 

Figure 18 Productivity of different university hospitals in 2000-2014 

Both Figure 17 and Figure 18 indicate that on the HUS level, a positive cost-efficiency 

development was realized until 2008 and after that the direction has been more or less 

has been negative. Despite the achievement of targets related to support functions, it 

seems to have not impacted the bigger picture as desired. The developments have 

been explained recently by for example increased cost of medication and construction 

projects, but the sub-optimization and increased transaction costs due to purchaser-

provider model might have contributed to this overall development as well. 

The summary of the outcomes of the support services is presented in Table 9. The 

internal purchaser-provider model has allowed for differentiation within the HUS 
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organization. The hospital areas have been able to focus on their role of specializing in 

various kinds of patient care. Simultaneously, differentiation was enabled for support 

functions such as laboratory, medical imaging, food and personnel services. These 

support functions have been able to develop their organizations as public enterprises. 

The differentiation has allowed scale benefits in the operations and the development 

of the service quality. The created cost transparency was a vital development in 

manageability that enabled a positive cost-efficiency development. 

“As time has gone, we have noticed that when the support services were 

an integral part of clinical units, we had no clue about how big the 

equipment, maintenance, HR or financial administration costs were. There 

was no cost awareness – in hindsight it is as if these had been for free 

although nothing is for free.”  - Group CFO 

Table 9. HUS Group level: Original targets and outcomes 

Original target Fulfilled Comment   

Cost-efficiency ()  Separate accounting resulted in flexibility and 

responsibility 

 All support functions were able to increase their cost-

efficiency 

 Centralization created personnel savings, savings in 

procurement and efficient allocation of resources 

 Created transactions costs because of additional 

coordination work between purchasers and providers 

 Budgeting does not serve as a realistic planning tool 

Quality   Creation of uniform processes 

 Improvement of the customer experience 

 Uniform IT systems 

Manageability   Own political boards fostered decision making 

 Development of cost-accounting and reporting created 

transparency 

 Personnel management easier in one organization 



 
 

Cost efficiency and the ability to respond to the growing demand of services were the 

key reasons for implementing the internal purchaser-provider model. The overall 

targets for the change and evaluation of the outcome is presented in Table 9. The 

demand for services has grown as anticipated. The key enablers for cost-efficiency 

improvement were the increased transparency, increased commitment to budgeted 

amounts and increase in scale. The improvement of cost accounting in all observed 

support functions has significantly increased the transparency. The improved 

transparency facilitated targeting actions to the right places. Also the scale benefits 

have been materialized to a great extent because of specialization and centralization 

of the support services. This has allowed relocation of resources and optimization of 

personnel. Despite this positive progress the budgeting process still appears to be 

misleading and does not serve its original purpose.  

 A realistic budgeting and a commitment to budget were among the goals related to 

the cost-efficiency target. As discussed in Chapter 5 in connection to the mechanism, 

all the interviewees confirmed that the model may have created incentives for 

purchasers to under-budget their services. The root cause is likely the tendency of the 

municipalities to underbudget which serves as basis for the budgeting inside HUS. 

According to the interviewees, this influenced the ability of the provider to trust the 

budgets when planning their operations. The budgeting process is time consuming and 

therefore it would be important that it would serve as realistic planning tool. However, 

under-budgeting between hospital areas and support functions occurred. Looking at 

the income statements from the time span of 2004–2014, there are instances of even 

substantial exceeding of budgets. However, it would require further analysis to make 

claims of systematic under-budgeting. 

Quality of support functions has increased remarkably. Public enterprises have 

developed quality systems, uniform processes and uniform IT systems. These are well 

established and documented. Moreover, the customer experience has improved both 

from the end-user perspective and the purchaser perspective. The purchasers have 

better reporting about consumed services and can use the reports in steering their 



 
 

own operations. For example HUS Medical Imaging can provide customer with a report 

about what diagnosis are ordered by different physicians. In medical support functions 

end-users can visit any preferred locations. 

Manageability was enabled through strong autonomic position and own political 

boards as well as creation of cost-accounting and reporting practices by the public 

enterprises. Also personnel optimization and management was easier in larger 

organizations. 

6.1.2. HUSLAB 

HUSLAB was able to achieve its original targets to a great extent. Productivity has 

grown steadily albeit not as much as desired. The volume has grown significantly and 

to a large extent due to increase of external customers. For patients, the possibility of 

visiting any preferred laboratory unit was a significant improvement. Most of the 

achievements were related to the advantages of combining scattered operations into 

one organization. There have also been challenges due to constant expansion of 

operations and recent construction projects. The summary of HUSLAB outcome is 

presented in the Table 10.  

  



 
 

Table 10 HUSLAB original targets and outcomes 

Original target Fulfilled   Comment 
C
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Restructuring to 

facilitate 

productivity 

()  Increased the volume of operations through new customers 

 Challenges to increase productivity in the growing 

organization and fluctuating demand 

 Productivity measured by employee productivity has grown 

steadily 

 Centralized procurement created savings 

 Construction projects and lack of space caused disturbance 

 Repositioning of operations and shutting down units 

Q
u

al
it

y 

Uniform quality 

system 

  Accreditation taken widely into use 

Improving the 

services for 

patients 

  Customer can visit any preferred unit since there is one 

image storing system after difficulties in 2007 

 Achieving the target of over 80% of customers were 

queueing less than 30 minutes since 2012 

Harmonizing 

processes and 

equipment 

 

  Uniform ERP solution in 2007 

 Uniform administrative processes 

 Struggled in making IT systems to support queue time and 

throughput time measurement 2009 

M
an

ag
e
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Development of 

special expertise 

and employer 

image 

 

()  Difficulties with recruitment 

 Uniform payment structure for all personnel in 2004, pay for 

performance introduced widely in 2006 

 Employee satisfaction has grown 

 Good results in research and development 

Transparency   Development of activity-based cost accounting since 2005 

 Providing customer with up to date report about service 

consumption 

 

Agility ()  Adopting new technologies - atomization of operations to 

some extent 

 Own political board 

 

When the scattered and smaller organizational parts were combined into one larger 

organization, it enabled a more efficient allocation of resources within the laboratory 



 
 

organization. Investments could be better targeted in order to prevent overlapping. 

Previously, the operational units had been too small for even considering this type of 

internal resource allocation, and the attitude between units was more competitive. 

The savings generated by centralized procurement are one example of this kind of 

internal restructuring. This alone has led to significant savings starting from 2006.  

Productivity has steadily increased since the inception of HUSLAB. The productivity 

improvement is indicated by the productivity of employees measured by either sales 

volume or transactions per full-time equivalent. Despite this positive development, 

HUSLAB was forced to increase their price levels in 2011 after multiple years of price 

decreases. Additionally, the increase in sales per full-time equivalent was constantly 

higher than the increase in the number of transactions produced per employee. This 

indicates that the volume increase did not result in immediate scale benefits. The 

increase in amount of customers was combined with fluctuating demand. This 

development was difficult to control and resulted in deviations from profitability 

target. Profitability is not a relevant metrics for non-profit organization variations 

reflect non-successful budgeting. This phenomena was discussed in chapter 5.5. 

Being a part of a single organization also aided in achieving other objectives, such as 

uniform quality and uniform information systems. A larger organization also better 

allowed for the harmonization of processes and equipment, which was one of the 

targets. From the very beginning HUSLAB started to uniform their administrative 

processes starting from logistics processes. Two important operational KPIs were 

chosen: availability of the services measured by customer queueing time and 

throughput time of diagnosis. The capability to measure these metrics and having 

defined a target throughput time for majority of the diagnosis were not in place until 

2010 when a supporting IT system was taken in use. 

Uniform information system enabled the end customer to visit any preferred location 

since 2007. The coverage of HUSLAB in the capital area has increased constantly. This 

means that customers are served by HUSLAB both in their municipality’s health centre 

and in specialized care of HUS. This growth also required uniform quality system so 



 
 

that the service would be equal in all locations. HUSLAB has largely taken into use 

accreditation in its different operations. Some external customers noticed already 

decrease in the amount of laboratory services consumed when they started to buy the 

services from HUSLAB in 2007. Recently, HUSLAB has put effort in educating their 

customers to use less diagnostic service and to use them more accurately. 

Transparency has increased significantly during the existence of HUSLAB. Activity-

based cost account was developed and deployed in the very beginning. Internal 

reporting and costing practices have made it possible to tell how profitable different 

diagnostics are and how profitable for example one customer is. This is especially 

relevant for HUSLAB which has a large share of external customers where they are 

competing in free markets. The capability to follow up profitability of external 

customers was in place in 2010. It was also important to show internally that external 

customers were profitable and not underpriced. A clear management structure and 

clear responsibilities within the HUSLAB organization assisted in the achievement of 

general manageability. The existence of own political board enabled smooth decision 

making inside HUSLAB.  

HUSLAB has been able to improve the employee satisfaction. Emphasis has been given 

to reduction of sick leaves and improving the managers’ leadership capability. In the 

beginning there was also the challenge to uniform different payment structures 

between employees. Also pay for performance measures were new and taken into full 

use in 2006. Despite constant challenges in recruitments, HUSLAB has managed to 

balance fairly well in a situation where there has been a shortage of professionals in 

the laboratory field. 

Benchmark to other university hospitals 

In order to understand the cost efficiency development of HUSLAB it is interesting to 

see how cost-efficient other laboratory players are. The reasoning for choosing 

university hospitals and the background of the analysis is described in chapter 6.1.1. 

Furthermore, Helsinki University Hospital is one of the biggest customers for HUSLAB.  



 
 

In the comparison between university hospitals Figure 19, the cost of medical imaging 

is divided by the total output of the university hospital measured in DRG points. The 

total production is used firstly because no comparable output measures could be 

found for such a long time-series for different university hospitals. Secondly, the 

production structure should be similar and similar amount of diagnosis should be 

needed to produce the same amount of DRG points. Relative cost per DRG point is 

presented so that the most expensive option of each year is 100. The original data can 

be seen in the Appendix I.  The valuable information is the ranking of each hospital 

each year. 

The HUSLAB was established in 2004 and therefore these findings indicate that the 

productivity development has been positive. It is interesting to see that the HYKS has 

been the most expensive until the year 2008. The gap between HYKS and other 

university hospitals already narrowed in 2005. The absolute numbers (Appendix I) tell 

that the cost of HYKS went down at the same time as others got more expensive. Since 

2008 HYKS has still continued to be amongst the two most expensive ones taking turns 

with OYS.  

The annual statements of HUS tell that laboratory was forced to increase prices in 

2011 and again decrease prices in 2013. The ranking again dropped in 2014. It needs to 

be noted that the two least expensive ones have come relatively closer to HYKS. These 

findings indicate that HUSLAB might not have been able to fully utilize the scale 

benefits. This finding is further supported if the costs per DRG point are plotted 

together with the scale of total production (Figure 19). 

It needs to be noted that there has been significant changes in the way the DRG points 

have been calculated through time. In 2007 there was a larger renewal in the DRG 

calculation which could also impact the relative positioning of HYKS. Carefulness is 

needed when drawing conclusions from the data even though the ranking of hospitals 

each year is the focus of observation. Also changes in DRG calculation can impact the 

ranking if the change would have been in favor of certain player.  



 
 

 

1) Total costs of the laboratory services is divided by the total number of DRG points produced by 

the whole university hospital, this number is scaled so that the most expensive hospital is 100. 

This analysis assumes that producing one DRG point requires equal amount of laboratory 

services 

2) Laboratory service include the following categories: Laboratory services, pathology and 

microbiology 

Figure 19 Productivity of laboratory services in different university hospitals (cost / total 

DRG points produced) 

 

1) Total costs of laboratory services is divided by the total number of DRG products produced by 

the whole university hospital in 2014 

Figure 20 Laboratory services cost per DRG point in 2014 
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6.1.3. HUS Medical Imaging Services 

The HUS Imaging Services was also able to achieve its original targets to a great extent. 

Most of the targets were related to advantages resulting from combining scattered 

operations into one organization. For patients, the possibility of visiting any preferred 

imaging unit was a significant improvement, although certain special services are only 

provided in certain locations. Based on several indicators it seems that the cost-

efficiency development has been positive. At the same time continuous growth 

created a challenging environment for Medical Imaging to improve availability of the 

services which was reflected for example in the queue lengths. A summary of the 

developments in 2004-2014 is made in the Table 11  based on annual reports. 

Table 11 The original targets of HUS Medical Imaging Center compared to outcomes 

 Original target Fulfilled Comment 

C
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Lowering the share of 

fixed costs by 

centralization and larger 

volumes 

()  Challenges to meet the growing demand 

 Construction projects caused disturbance 

 Repositioning of operations and shutting down units 

 Underbudgeting and usage of increasingly expensive 

diagnosis 

 Productivity metrics indicate improvement 

 Improvement of capacity utilization 

Q
u

al
it

y 

Quality through 

standardization 

  Process standardization – process descriptions and 

scorecards in use 2008, patient instructions in 2009 

 Deployment and adaptation of LEAN process 

improvement since 2011 

Availability of services   Level remained the same 

Integration to primary 

care 

()  Customer can visit any preferred unit since there is one 

image storing system after difficulties in 2012 

Timely delivery of the 

right services 

()  ERP system project was first delayed and finally 

cancelled in 2009  

 Speak recognition fully in use in 2010 

 Effectivity of services was taken in focus since 2010, 



 
 

clinicians were given educations and meetings were 

held to discuss the right way to use medical imaging 

services 
M

an
ag

e
ab

ili
ty

 

Improving the employer 

image 

  Constant difficulty to hire enough radiologists 

Transparency   Development of activity-based cost accounting since 

2004 

 Providing customer with a quarterly status report since 

2010 

Cost-efficiency of Medical Imaging seems to have developed positively although 

possibilities for time-series analysis are limited. According to the interviews the field of 

medical imaging developed rapidly in 2004–2014. New technologies were developed 

and the Medical Imaging Center made significant investments in new imaging 

machines. This contributed to the overall increase in cost level. Therefore, one of their 

targets was to lower the share of fixed costs by increasing volumes. Medical Imaging 

was able to achieve a significant level of external sales that helped to achieve the cost-

efficiency targets, especially in basic imaging services. External customers are 

predominantly primary care and consume mostly basic imaging services. Despite this 

development, the expensive examinations were an increasingly larger share of the 

demand. Because the product mix was increasingly shifted towards more expensive 

products, the unit price comparison is not meaningful throughout the years and more 

granular unit price data availability was insufficient. Other cost-efficiency indicators 

such as transactions per FTE or cost per produced unit indicate that there has been 

positive development (Figure 21). 

Medical Imaging made continuous profits despite the non-profit goal. This reflects the 

challenges in the budgeting process that were discussed in chapter 5.5. The higher 

share of more expensive products than predicted was one of the reasons for Medical 

Imaging’s profitability. Expensive products were such as magnetic resonance imaging 

and computed tomography. Because of the share of more expensive products was 

always higher the budgets did not hold. Furthermore systematic underbudgeting 



 
 

makes planning difficult for the public enterprises as described in the earlier chapter 

6.1.1. This happened also with HUS Medical Imaging Center.  

Medical Imaging managed to gain benefit from centralization by optimizing locations 

of services and machines. The difficulties related to ERP system renewal made it 

difficult to measure the utilization of individual machines. Medical Imaging optimized 

the utilization by relocating the machines according to customer needs and removing 

machines with very low utilization. Another source of inefficiency was the high number 

of service units which was taken in focus in 2008. Medical Imaging has been able to 

reduce number of units since 2010 after negotiations with its customers.  

Throughout 2004-2014 the demand for services increased – there were both new 

customers and the demand of existing customers increased. The continuously 

increasing demand prevented Medical Imaging from being able to significantly improve 

the availability of the services. The service level was sustained despite large 

construction projects created additional challenges. 

Since the inception of public enterprise the customer satisfaction of both patients and 

clinicians has improved and remained relatively high. HUS Medical Imaging has 

systematically developed process descriptions, scorecards for processes and 

procedural instructions for personnel, clinicians and patients. The standardization work 

has continued in 2010s aiming for ISO certification readiness. When uniform processes 

were combined with a shared image storing system; Medical Imaging was ready to 

allow patients to visit any preferred unit in 2012 without a prescheduled time. Special 

examinations were still limited to certain locations.  

In 2010 Medical Imaging focused on educating the clinicians in using diagnosis more 

accurately. There had been a vision to utilize ERP system in ensuring the timely 

delivery of right services but the ERP system project was eventually cancelled. Instead, 

meetings have been held to increase the knowledge about effectiveness and to 

decrease the amount of unnecessary diagnosis. 



 
 

It was important for Medical Imaging to build an employer brand and to be able to 

facilitate recruiting of professionals. Despite the renewal Medical Imaging had not 

been able to fill vacancies for a decade. It can still be debated if the situation was 

worse without renewal. Now HUS Medical Imaging has been able to develop a well-

known brand and get rid of internal competition for workforce. In year 2014 all 

radiologist vacancies were filled for the first time. 

The transparency and manageability has increased remarkably. Activity-based cost 

accounting was developed starting from 2004. This enabled better planning, pricing 

and cost follow up. Subsequently Medical Imaging has also improved the transparency 

towards their customers by providing them with quarterly reports.  

As described earlier HUS Medical Imaging has been under constant development and 

change. Demand for services has grown steadily all the time. Significant disturbance 

was caused by large construction works that were started in 2010. Figure 21 illustrates 

how expensive an examination transaction has been in 2010-2014. The costs of 

operations have grown steadily. In 2011 there was a drop in the number of service 

transactions. The overall trend shows that Medical Imaging has been able to lower its 

cost per transaction mainly through increase in volumes. The year 2011 indicates that 

it is not easy to adjust the costs depending on the demand. 

 

 

Figure 21 Number of transactions and cost per transaction of HUS Medical Imaging in 2010-

2014 
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Benchmark to other university hospitals 

In order to understand the cost efficiency development of HUS Medical Imaging 

Center, this study benchmarks it against other medical imaging players. The reasoning 

for choosing university hospitals and the background of the analysis is described in 

chapter 6.1.1. Helsinki University Hospital is one of the largest customers for HUS 

Medical Imaging Center.  

Similarly to HUSLAB benchmarking in subsection 6.1.2, the university hospitals are 

compared (Figure 22) by dividing the cost of medical imaging by the total output of the 

university hospital measured in DRG points. A relative cost per DRG point is presented 

so that the most expensive option of each year is 100. Relative cost is used because 

significant scale differences in numbers each make the comparison hard. The original 

data can be seen in the Appendix II.  The valuable information is the ranking of each 

hospital each year. 

The HUS Medical Imaging Center was established in 2004 and therefore these findings 

indicate that the productivity development has been positive. It is interesting to see 

that the HYKS has been the most expensive until the year 2007. The gap between HYKS 

and other university hospital already narrowed in 2005. The absolute numbers 

(Appendix II) tell that the cost of HYKS went down at the same time as others got more 

expensive. Since 2007 HYKS has been able to sustain the lowest cost per produced DRG 

point except for year 2012 where TAYS was less expensive. It seems that Medical 

Imaging has been able to exploit the economies of scale as their absolute cost in euros 

per DRG point is clearly lower than smaller university hospitals (Figure 23). 

It needs to be noted that there has been significant changes in the way the DRG points 

have been calculated through time. In 2007 there was a larger renewal in the DRG 

calculation which could also impact the relative positioning of HYKS. Carefulness is 

needed when drawing conclusions from the data even though the ranking of hospitals 

each year is the focus of observation. However, the positive development started 

already in 2005 which indicates that the change in calculation cannot alone explain the 

development. 



 
 

 
1) Total costs of the medical imaging services is divided by the total number of DRG points produced by the whole 

university hospital, this number is scaled so that the most expensive hospital is 100. This analysis assumes that 

producing one DRG point requires equal amount of medical imaging services 

2) The following categories are considered to be part of medical imaging: radiology, clinical physiology, isotopes and 

clinical neurophysiology. 

Figure 22 Productivity of medical imaging services in different university hospitals (cost / 

total DRG points produced) 

 

1) Total costs of medical imaging services is divided by the total number of DRG products 

produced by the university hospital in 2014 

Figure 23 The production size in DRG points compared to the medical imaging cost per DRG 

in 2014 
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HUS Servis was conducted on a very detailed level and focused on increasing the 

efficiency of the personnel. HUS Servis managed to achieve these targets to a great 

extent. In addition, the efficiency targets for the services were achieved.  

Despite the evident positive outcomes, Servis was one of the public enterprises that, in 

the beginning, received more complaints concerning the grey areas of productization. 

In other words, Servis did not perform all the tasks that purchasers expected them to 

perform. However, both the purchasers and the provider commented that the services 

and cooperation improved over time. Another factor that affected this cooperation 

positively was that HUS Servis was able to demonstrate positive progress in cost-

reduction while simultaneously standardizing and improving the quality of the 

services. 

Despite the evident challenges related to productization, significant savings were 

achieved due to the organizational restructuring. The target was to reduce the number 

of full-time equivalents from 1,183 to 608 by the year 2012. In 2012, HUS Servis had 

717.9 FTEs, equivalent to a 39% FTE reduction, which nearly corresponds with the 

original target. Because HUS Servis has chosen not to have layoffs, the employee 

reduction is controlled by not replacing an employee who leaves for retirement or for 

other duties. This principle constraints the possibility to adjust the workforce. 

HUS Servis also had specific efficiency targets for certain processes. It was estimated 

initially that the targets could be reached in the year 2011. In this analysis the level of 

2014 is shown for comparison. The outcomes are outlined for comparison in Table 12, 

Table 13 and Table 14.  

The target setting was based on a pre-study (chapter 4.2.2). Because of the 

organizational change, the data was available in the systems starting from year 2009. 

Comparison of the 2008 numbers in pre-study and 2009 numbers from the system 

revealed that some of the indicators were not of a same magnitude and numbers were 

not comparable. Therefore, the comparison is done between the years 2009 and 2014. 

The original improvement target is presented as a percentage.   



 
 

When making comparisons, it is important to note that the productization of the 

services may have changed over the observed period or the product may not be 

consistent for all customers. This means for example that for some customers payment 

handling includes also booking. In addition, HUS Servis has also taken responsibility for 

a larger share of some of the processes during the time, as evidenced by the interview 

data. 

Table 12 HUS Servis - Finance processes' initial targets and outcomes 

 

Table 13 HUS Servis HR processes' initial targets and outcomes 

 

Table 14 HUS Servis other processes' initial targets and outcomes 

 

Process (Finance)

Improvement 

target

(%)

Efficiency in 2009

(Events / FTE)

Current level 2014

(Events / FTE)

Efficiency change

(%)

Procurement handling 87%-246% 7 535 9 075 38 %

Invoicing 106%-2237% 38 323 54 085 198 %

Payments 67%-138% 7 535 9 075 20 %

Travel expenses 

handling1 222%-560% n/a n/a n/a

1) Not followed up and not relevant, 1% of personnel

Process (HR)

Improvement 

target

(%)

Efficiency in 2009

(Events / FTE)

Current level 2014

(Events / FTE)

Efficiency change

(%)

Recruiting2 30 % 250 290 16 %

Personnel 

development

No efficiency 

target
n.m. n.m. n.m.

Personnel 

management
58 % 449 763 70 %

Payroll 37 % 11401 15 008 32 %

2) Including temp workers

Process (Other)

Improvement 

target

(%)

Efficiency in 2009 Efficiency in 2012
Current level in 

2014

Efficiency 

change

(%)

Lobby services3 19 %
146,2 FTEs 

employed
-

168,3 FTEs 

employed
-15 %

Patient delivery
Not originally a 

target
- 34 deliveries / FTE 39 deliveries / FTE 14 %

3) Lobby services, messenger services, patient transportation and others



 
 

The most significant efficiency improvements were anticipated in finance related 

processes (Table 12). The efficiency improvements were enabled by developing tools 

and processes so that more service events during the year could be carried out by one 

full time equivalent. For example invoicing personnel gets a part of their salary based 

on the number of invoices they have handled. The invoicing process had the biggest 

efficiency leap improving by 198% in five years. Procurement handling and payments 

could not reach the original targets even though the efficiency improvement was still 

significant.  

In HR processes the original targets were almost achieved (Table 13). A significant 

change was the outsourcing of temporary employees’ recruitment. The recruiting 

numbers still includes recruitment of both temporary and full time employees. 

Therefore the recruiting numbers are not comparable as such. Table 14 outlines other 

processes. Lobby services were anticipated to decrease after renewal. However, the 

number of employees employed in lobby services has increased partly because of 

increase in the number of service points. Because lobby services are loosely defined, it 

may also be that some of the grey area responsibilities that were discussed earlier are 

now being taken care of by the lobby personnel. 

There was also a 14% increase in patient delivery efficiency (Table 14) between years 

2012 and 2015. This process was not originally part of the target setting but is a good 

example about an area that is now being measured and followed up. HUS Servis 

started to use a pay for performance measure that was subject to the number of 

patient deliveries made. 

6.2. Realization of anticipated risks 

The previous section discussed the targets and outcome of the change. In addition to 

these potential benefits, potential risks had also been identified. While the anticipated 

benefits related to scale benefits and the differentiation of services, this kind of cost-

efficiency driven thinking was also seen as a great risk for HUS as a producer of public 

non-profit services. The management of risks seems to have remained mostly on the 



 
 

level of identification. In the present section, the realization of risks is briefly 

elaborated. 

The first risk of harming the integration between support functions and clinical 

operations was realized to a great extent. As discussed in earlier chapter 5, the internal 

purchaser-provider model triggered a mechanism that created a significant lack of 

trust between purchasers and providers. It also created transaction costs because 

more effort was spend to coordinate between purchasers and providers. This harmed 

the integration of the services, even though the situation improved over time. 

The risk of personnel becoming tired of continuous organizational change was realized 

especially in the strategy process of 2008 but it was not directly related to this specific 

renewal. During that time, there were multiple revolutionary changes being driven 

simultaneously. Most of the changes had been inspired by the private sector. The 

extension of the internal purchaser-provider model was only one of the planned 

changes although most of them did not materialize in the end because of the change 

of the CEO. The interviewees commented that the model had been perceived 

successful so far, but it most likely suffered from the change resistance that was 

related to the strategy renewal in 2008. A high sense of inequality was also related to 

this phase. 

Support services operate according to a non-profit principle. The realization of the risk 

of focusing excessively on profitability remains debatable. The trade-off was not 

defined exactly, but it can be assumed that the identification of this risk suggests that 

there was a fear of sacrificing the quality of health care. The quality of the support 

services increased while their cost-efficiency increased. The extent to which the 

pursuit of efficiency impaired the integration of services remains debatable. The risk of 

moving towards privatization did not realize because none of the support functions 

was even considered to be outsourced. 

Reassignment of tasks was identified as a risk but was somehow contradictory because 

also the benefits were related to the reassignment of tasks. This happened to a large 

extent because the responsibilities needed to be redefined between purchasers and 



 
 

providers. Also the automation of processes and development of IT redefined the need 

for certain roles. 

Table 15 Anticipated risks and their realization 

Anticipated risk Target 
fulfilled 

Comment   

Disintegration   Change had negative impact on cooperation 

 Transaction costs due to relationship handling between 

purchasers and providers 

 Misaligned incentives created sub optimization 

Change resistance   Fatigue of personnel to continuous organizational change in 

2008 

 Sense of inequality between support functions and hospital 

areas 

Pure profit seeking   Cost-efficiency improved together with quality 

Moving towards 

privatization 

  None of the functions have been outsourced 

Reassignment of 

tasks 

 

()  Responsibilities were redefined because of organizational 

change 

 Responsibilities were redefined because of the development of 

IT and technology 

 

6.3. Outcome and successfulness of target setting 

The previous section introduced the original target setting and compared it with the 

outcome. Due to the magnitude of the change, it is worthwhile to consider the 

successfulness of the original target setting – were there areas that were neglected in 

the beginning and therefore impacted the design of the change? 

The target setting was excessively based on expectations related to support functions. 

The organizational change in this case was driven by a need to render support 

functions more cost effective, to increase quality and to increase manageability. Thus, 

the ambitions for making the change were mostly related to the functioning of the 



 
 

support functions. Therefore the key performance indicators and the process steering 

related to the change were only determined for the support functions. The support 

functions did, indeed, undergo the most extensive change due to organizational 

restructuring compared to the rest of the organization. The personnel were relocated 

into new organizations, new resources were hired and new ways of working were 

established. The rest of the organizations, that is the clinical units, were not required 

to undergo this kind of restructuring.  

Despite this evident focus on the support functions, the change did have an impact on 

the entire organization. Also the ultimate successfulness of the change was dependent 

not only on the functioning of support functions but also their ability to serve their 

customers in an integrated way. The development of the public enterprises created an 

information asymmetry in the organization, when public enterprises improved their 

skills to develop their services, followed up their costs and planned their operations. As 

described above in Chapter 5, this imbalance affected the cooperation between 

purchasers and providers negatively and created mistrust. The governance model that, 

in part, was created deliberately and in part emerged through the process created 

misaligned incentives for purchasers and providers. The key drivers for this 

misalignment were the budgeting procedure and the revenue model where providers 

played a major role. The skillset of purchasers did not develop in a similar way as 

providers skillset developed. 

At the timing of writing this study, the internal purchaser-provider model raises mixed 

feelings amongst the personnel. The purchaser side has strong doubts about the 

successfulness of the model. In the interviews, they refer to increased transaction 

costs, artificial structures and a strategic shift of focus to the support functions instead 

of core services. The dissatisfaction and sense of inequality are indicative of a potential 

inefficiency that has emerged in the organization.  

The overall context of the change was the increased demand of health care services 

and the need to increase both quality and cost-efficiency (see Chapter 3). Therefore, 

the need to improve applies to the entire service delivery chain. In 2013, HUS’s overall 



 
 

cost-efficiency was the weakest of all university hospitals in Finland (Figure 18). 

Nevertheless, the difference to other university hospitals is clear. 

It seems probable that the improvement of the overall cost-efficiency may not have 

succeeded. The targets that were set for the implementation of the purchaser-

provider model focused only on one sub-set of the operations – those of the provider. 

Despite the positive outcomes related to these targets, there was a lack of targets for 

the entire organization. As stated earlier, the change likely created sub-optimization 

and inefficiency in the organization as a whole. The quantifiable magnitude of this 

phenomenon needs further research, but the overall dissatisfaction is strong evidence 

of its existence. However, the support functions were able to streamline their 

organizations despite the general trend of growing costs.  

  



 
 

7. Discussion and future research 

First, the findings and their potential limitations are discussed. Second, the reliability 

and validity of the study are discussed. Finally, the managerial implications are 

discussed and the future research topics evoked by the study are elaborated. 

7.2. Discussion 

All in all, this study suggests that the internal purchaser-provider model in a public 

specialized care context accelerates the internal development of the organization. In 

the case of HUS, the internal purchaser-provider model created an entrepreneurship 

mindset which resulted in cost-efficiency improvement, increased quality and 

manageability of the support services. Centralization, development cost accounting 

and follow up practices created transparency of costs and management capability. The 

shift in organizational culture is noteworthy considering the difficulty of changing a 

public hierarchical organization towards a more market driven orientation.  

The findings of this case are also relevant for the desired health care renewal in 

Finland, where a similar shift is desired. As discussed in the context section (chapter 3), 

it is challenging to change the culture of a public professional organization to be more 

transparent and managed by numbers. Despite the cultural change, it is also a matter 

of deciding the trade-off between integration and differentiation. Based on the 

findings of this study, the conclusion is dependent on the cultural evolution. 

Differentiated roles require different kind of skills in coordinating and managing the 

operations. In the case organization it can be seen how purchasers gradually learned 

that new way of working requires a more active role as a professional purchaser. 

The initial targets that were mostly related to provider side were achieved to a great 

extent. Comparison between university hospitals reveals that medical support 

functions were able to increase their cost-efficiency in relation to other university 

hospitals since the establishment of the public enterprises – Medical Imaging changed 

from being the least cost-efficient to being the most cost-efficient. Simultaneously the 

quality has improved through standardized processes and better service to end users. 

HUS Servis as an example of an administrative support function, was able to reduce 



 
 

personnel almost according to original ambitious targets. This was enabled by 

automation and rationing of processes. The overall cost-efficiency development of the 

support functions was not as high as expected but the achievements were still 

significant considering the continuous growth and disturbances caused by construction 

work. 

Together with evident positive outcomes, this study highlights that it is necessary to 

pay attention to the alignment of incentives when differentiating functions inside an 

organization. The clinical functions who acted as purchasers did not develop internally 

at the same rate as the support functions that were in focus. From purchasers’ point of 

view the purchaser-provider model between clinical functions and support functions 

increased the sense of inequality, decreased the level of integration and misaligned 

incentives due to excessive focus on provider structures. It also seems that the existing 

budgeting process was not a purposeful tool for controlling the relationship between 

purchasers and providers. This study suggests that more focus should have been given 

to developing the entire end-to-end process.  

Even though it is difficult to determine the exact impact of the organizational 

restructuring, it seems evident that the model has succeeded in establishing essential 

management structures within public enterprises to improve operationally. The 

commercial relationship between purchaser and provider was artificial, and the value 

of the model is not in the competition or negotiations between purchaser and 

provider.  Looking back now, the organizational structure was seen by interviewees as 

the critical point in motivating people to take ownership and do the required changes. 

Therefore, it seems that the transformation of providers’ organizational structures 

itself was successful and enabled the desired change.  

The support functions managed to overcome the reluctance in measuring the services 

and following up costs. These are typical characteristics of a professional health care 

organizations and hard to overcome (Freidson, 1988). Despite the availability of 

information, some parts of the purchaser organizations still do not assume the role of 

an active buyer. Some purchasers see the potential of transparency and are developing 



 
 

their ability to learn to control the budget and increase cost awareness on the 

operational level. Measures such as looking at the trends of consumption of certain 

diagnosis categories, having costs and budget visible in daily decision-making and 

analyzing the product mix of other support services have aided in developing the 

organizations’ purchasing behavior. Still only a few purchasers have learned to use all 

the tools available.  

In the current model, services cannot be bought from external providers. Because of 

internal providers monopolistic position the purchasers have assumed different kinds 

of roles over time. Some purchasers regard efforts related to internal purchasing as an 

unproductive transaction cost, because an alternative provider cannot be selected and 

the services need to be produced in any case. Other purchasers assume an active role 

regarding the availability of information as a way to learn about their own purchasing 

behavior, a way to develop services together with the provider and a way to deploy 

responsibility for the budget down in the organization. Despite the existence of tools 

for cost transparency and comparison between providers, they are not used for active 

scrutiny of other available service providers. 

Certain services could be compared and benchmarked, although some support 

services are highly specialized. Accordingly, on the HUS group level, there has not been 

considerations about allowing purchasers to use other than internal providers. 

However, it may be worthwhile to allow the outsourcing of a certain share of the 

services in order to activate both the purchaser and the provider. Due to the high 

specialization of the services, outsourcing should be done with careful consideration. 

This would, however, require further development of the purchaser side as well as 

professional procurement expertise. Based on the findings of this study, the internal 

purchaser-provider model can be seen as a useful development phase in the 

outsourcing of certain services. 

The internal purchaser-provider model seems to raise controversy and negative 

connotations within the HUS organization. This was apparent especially during the 

latest strategy process in 2007 when model was taken in use extensively. The 



 
 

reservations related to the purchaser-provider model could be explained by the fears 

related to the dissonance between providing quality health care and cost-efficiency. 

This has been proven wrong in the support functions, as they have been able to 

increase both the cost-efficiency and the quality of their operations. The negative 

connotations related to privatization and competition are usual in health care. This 

bias might partly explain the discrepancy between the positive outcomes of providers 

and the negative overall opinion. Furthermore, the change process in 2007 included 

many additional initiatives that personnel perceived to have threatened the 

professional positions of care providers. This kind of phenomenon highlights the 

challenges in finding the actual root cause for the outcome, as it is affected by many 

factors such as context, change management and the fit of the chosen intervention to 

the organization.  

The negative connotations to purchaser-provider model can be also partly explained 

by the focus on the development of provider organizations, leaving the purchaser side 

with less attention. Even though initial targets set for the model were achieved, they 

remained one-sided. All changes and development resources were directed to 

provider organizations, whereas purchasers were expected to adopt the new way of 

working without major organizational change efforts or resource investments. This 

contributed to misaligned incentives and mistrust between actors in the beginning. 

The integrated delivery of the services likely suffered due to the specialization of the 

providers and transaction costs increased; however, further research is required to 

determine the magnitude of this phenomenon.  

The participation of purchasers may possibly have been triggered with end-to-end 

measures and by taking mutual effort to formally define the services. This could have 

led to the alignment of incentives starting from the very beginning. With the help of 

end-to-end measures, the purchasers may have learned the flexible usage of support 

functions, depending on their need, instead of merely trying to minimize the cost of 

internal providers. Especially at first, some purchasers focused on minimizing the cost 

of support functions although in some cases it may be worthwhile to spend more on 



 
 

support services; for example, an increased usage of diagnostics to foster care or a 

usage of cheaper labor for tasks that do not necessarily require nurse competence may 

lead to decreased total costs. 

Part of the successfulness of the purchaser-provider model has been based on the 

possibility of having external customers and increase volumes. The EU legislation 

concerning state aid restricts the clients of public enterprises. Due to the specific 

characteristics of public enterprises, such as bankruptcy protection, it is not considered 

fair that they were allowed to compete on an open market. In recent years, some 

customers have been resigned because of this restriction. One of the targets for 

establishing the public enterprises was to gain scale benefits through increased sales. 

This target has been achieved in part. When all laboratory and imaging services in the 

region are operated by same organization, additional benefits have been incurred, 

such as the convenience of patients and an easy access to data throughout the health 

care system. The benefits warrant encouragement to leverage the existing purchaser-

provider structure in organizing the support functions of new health care systems. In 

Tampere, a similar public enterprise structure was transferred into a private company 

that can operate freely in the markets. 

Because of the negative connotations related to the purchaser-provider model, HUS 

chose to refine the model in its most recent organizational renewal. However, it will 

not actually introduce significant change to the way the support functions are 

organized; rather, it is a rebranding of the current way of working. In addition, the EU 

legislation concerning state aid has an impact on the way services are organized. 

Purchaser-provider models have been popular in variety of its forms in countries such 

as UK, New Zealand and Sweden. Many countries have been forced to change the 

model from its initial form over time giving up the idealistic advantages of the model. 

Although the models of for example UK and Sweden have been external purchaser-

provider models, the difficulties in cooperation and inexperience of purchasers have 

also been identified as key challenges of the model. Controlling the relationships 

between different actors can prove to be laborious. At worst, the purchaser does not 



 
 

know or care enough to participate actively resulting only in increase of transaction 

costs. These countries have recently highlighted that integrated delivery systems likely 

work better than the ones with separated purchasers and buyers. The difference in the 

HUS case is that purchaser also acts as a producer of services and only outsources 

some part of the service package from the provider. In the international benchmarks 

there have been typically separate purchasing functions with political mandates. 

It remains debatable how many of the advantages were achieved purely due to the 

internal purchaser-provider model. There are many other factors apart from the 

organizational model that affect the outcome. For example individuals have important 

role in making changes. The technological development and international 

standardization of the services have also had an impact on both cost-efficiency and the 

quality of the services; during 2004–2014 this took place especially in the field of 

laboratory and imaging services. However, the systematic development of processes 

and the new ability to develop operations can be attributed to the organizational 

structure.  

When considering each aspect separately – the centralization of the services, 

standardization and the development of cost accounting – one could argue that they 

can be developed even without the model and achieved with the old organization 

structure. However, none of these developments had occurred in this magnitude 

previously. It seems that the establishment of the internal purchaser-provider model 

gave a mandate for the support functions to fundamentally change their way of 

working. In addition, the public enterprise as a way to establish the model seemed to 

entail a sufficient level of freedom to enable such a leap in operational excellence. All 

in all, the interviewees saw the intervention and the mechanism that it triggered in 

HUS as a crucial part in achieving the motivation to really change the organization’s 

way of working. 

It is evident that centralization, the standardization of services, a more autonomic 

position given to the operational level and the definition of clear targets have created 

both cost efficiency and quality within the support functions of HUS. These are all 



 
 

integral elements of the internal purchaser-provider model. Similar mechanisms are 

used within private companies without such a heavy status within the corporation. It 

seems that creating these structures within a public organization is more challenging 

due to existing conventions. Therefore, it seems that the introduction of an internal 

purchaser-provider model that also yields a high profile for the support functions does 

facilitate a real change drive and serve as a development phase. A summary of the 

case is presented in Figure 24. 

  



 
 

 

Figure 24 Summary of the case - development of Service Machine elements over time, 

framework adopted from Lillrank and Särkkä (2011)  
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7.3. Reliability and validity 

It has been suggested that when conducting a descriptive case study, reliability should 

be viewed from three perspectives (Yin, 2013). These perspectives are construct 

validity, external validity and reliability. Construct validity refers to the validity of 

operational measures being used. This validity is reduced by the subjective judgments 

of the researcher. External validity refers to the extent to which the study’s findings 

are generalizable beyond the immediate case study. Reliability is fully reached, if the 

same findings and conclusions would be made after executing the exact same case 

study a second time. 

Part of the data of this study originates from in-depth interviews with the personnel of 

the case organization. It is difficult to validate the statements that the interviewees 

presented. The study’s construct validity could have been improved further by 

conducting interviews with another informant from each part of the organization. 

However, the interviewees were selected according to the organizations’ own opinion 

of the person who would have most knowledge about the subject, and in many cases, 

the selected interviewees were the only persons who could answer the questions. In 

order to improve the study’s construct validity, the interviews were recorded and 

transcribed later. Comparative quantitative data from other similar organizations 

would have been needed to measure the veracity of the various alternatives; this view 

is thus highly biased. In addition, the study’s construct validity was guided by another 

principle, establishing a chain of evidence, so that an external observer could trace the 

steps in either direction: from conclusions to initial research questions and vice versa. 

Case studies generally have a poor level of generalization. This also applies to the 

present study. Even though the case can provide valuable insights for decision makers, 

it only represents one application of the internal purchaser-provider model in one 

specific context. It is not possible to extrapolate these results to other hospital districts 

that were not included in this study. If the time and scope of this study would have 

been larger, a questionnaire could have been sent to all hospital districts after the 



 
 

identification of the mechanism and the outcome in this case, in order to generalize 

the results of this study. 

Before the interviews were conducted, interview themes were prepared to make sure 

that the relevant questions were asked. The interviews were conducted according to 

the principles of the theme interview. This causes certain challenges to the reliability, 

since the exact questions varied between interviews. The interviewees were also 

allowed to emphasize a point they found important; this included encouragement 

from the interviewer, which cannot be repeated identically, not even within the same 

study. The viewpoints of political decision makers were beyond of the scope of this 

study. A potential pitfall was also the possibility that important questions were not 

being asked. Nevertheless, the interviewees were identified to be the persons who had 

the best insight on the topic. Therefore, the reliability of the study can be argued to be 

adequate, at the least. 

The reliability of this study is good on the case level but poor on the general level. The 

study analyzed the distinctive characteristics of this specific application of the 

purchaser-provider model and its outcomes. However, the difficulty in organizational 

change research is that no other scenario is available for examination. Therefore, the 

judgment of the successfulness of the implemented internal purchaser-provider model 

remains speculative. Firstly, the insights of individuals might be biased. Secondly, there 

are many other factors apart from the organizational change affecting the financials 

and other data. Therefore, it is difficult to identify the actual effect of the 

organizational change and the difference compared to the status quo scenario. Again, 

on the general level, the reliability of the study is poor and further studies are needed. 

Reliability of university hospital benchmark 

There are many factors that impact the results of university hospital benchmark: 

changes in organization structure and reporting; changes in the DRG calculation and 

differences in the organization structures between university hospitals. Another source 

of unreliability might come from the difference in production between university 

hospitals. Even though university hospitals production structure and responsibilities 



 
 

are similar, it needs to be noted that differences might be and they may influence the 

outcome of this analysis. The DRG point calculation also favors hospitals which are 

doing less inpatient care which can be argued to be more effective with less resources. 

In the analysis it is assumed that the relative changes have relevance and are accurate. 

This implies that the relative distance and its development over time are reliable even 

though is needs to be noted that there has been significant changes in the way the 

DRG points have been calculated through time. In 2007 there was a larger renewal in 

the DRG calculation which could also impact the relative positioning of HYKS. 

Carefulness is needed when drawing conclusions from the data even though the 

ranking of hospitals each year is the focus of observation. If DRG calculation changes 

would have favored certain hospital over others it would impact the reliability of the 

relative changes and ranking. A researcher from THL confirmed that the ranking 

information each year is reliable despite the changes. 

The university hospitals had challenges in compiling information covering 15 years 

because of organizational changes. There are also differences in how different 

hospitals define medical imaging or laboratory services. For example some hospitals 

consider pathology to be part of laboratory services whereas some consider it to be 

part of medical imaging. These categories were uniformed on a high-level but there 

might remain discrepancies between university hospitals.  

7.4. Managerial implications 

While a high status as an internal provider within the organization generates these 

advantages, it may also create inequality in the organization that may misalign the 

incentives. As a next step, a similar boost would be needed also on the purchaser side 

in order to maximize the benefits of the created mechanisms. The purchasers should 

start to actively use the information available. It may be useful to benchmark the 

management models of different purchasers. This would help to outline the steps 

needed to achieve the required maturity level for this kind of model. In this case, it was 

observed that different actors achieved a different level of excellence in utilizing the 

new mechanism. The best purchaser organizations have succeeded in deploying the 



 
 

budget responsibility and cost follow up down the line in the organization. Therefore, 

the discussion is happening and responsibility taken on the micro level where the 

actual demand-supply balancing decisions are taken.  

A potential next step that needs careful consideration could be that certain 

departments that have already proven their maturity as buyers are given the 

opportunity to buy a certain share of the services from external providers. This may 

have a beneficial sparring effect that could activate both purchasers and providers.  

Increasing the integrated service delivery of differentiated actors has already been 

identified as an important development target inside HUS. It would be important to 

develop end-to-end key performance indicators in controlling the purchaser-provider 

relationships. It would be interesting to see if a mechanism could be created that 

would enforce optimal allocation of resourcing in different service engine settings. 

End-to-end measures would help each actor to identify their value added in the bigger 

picture and would help to prevent optimizing their own operations at the expense of 

the whole system. 

From the perspective of operational planning it would be useful to refine the 

budgeting process. The budgeting process is time consuming and therefore it would be 

important that it would serve as realistic planning tool. Currently, budgeting is based 

on the budget of last year and it might incentivize under budgeting. Budgeting should 

even better take into consideration the actuals of the previous year as well as the 

anticipated developments of the upcoming year that might impact the demand. It 

would be also good, if the budgeting process would also include purchaser’s and 

provider’s mutual insight of the product mix.  

7.5. Future research 

This research is a single-case study that sheds light on an organizational restructuring 

in the context of public professional organization. Despite this context, the support 

functions represented a hybrid organization because of the mix in both professional 

and other kinds of employees. It would be interesting to further explore similar 



 
 

changes done in other institutional settings such as purely professional organizations 

(hospitals) or less professional service industries. 

Due to the mostly qualitative nature of the study, many of its findings should be 

further examined in the light of quantitative data. This study strongly suggests that 

sub-optimization and transaction costs increased to some extent. Investigating the 

magnitude of sub-optimization and the magnitude of transaction costs in this case 

would be fruitful fields for future research in order to understand the trade-offs in this 

kind of restructuring. 

 The hospital university benchmark gave interesting indication about the cost-

efficiency developments. The next step would be to investigate why has the relative 

positioning of different hospitals changed throughout the time – what kind of 

developments were done in different hospitals and did it impact their relative ranking? 

This study was limited to HUS’s internal organization. For future research it would be 

fruitful to expand the insight by interviewing also external stakeholders such as policy 

makers and external customers.  

This study’s findings indicate that the internal purchaser-provider model incentivized 

under-budgeting. It also claims that provider organizations were able to decrease unit 

costs and create cost-efficiency. The verification of these phenomena warrants further 

analysis of quantitative data and a comparison between different hospital districts in 

Finland. Annual budgeting is one of the most used management methods in public 

sector. A more in depth understanding about the mechanism that creates under 

budgeting and ways to solve it would be needed.  

The restructuring of health care organizations in order to increase cost-efficiency is 

increasingly topical. Because an alternative scenario of the development of HUS 

cannot be studies, it would be interesting to do a similar case study in other hospital 

districts.   
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Appendix I 

Non-scaled results of laboratory benchmark between university hospitals 

 

Appendix II  

Non-scaled results of Medical Imaging benchmark between university hospitals 
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