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ГЖЧ • • • А 1 ••Tiivistelmä

Tämä pro gradu-tutkielma tarkastelee riskien allokaatiota ja hallintaa perusterveydenhuollon 

palveluiden ulkoistamisessa. Kyseessä on pitkittäinen, retrospektiivinen tapaustutkimus, jossa 

analysoidaan Lahden kaupungin perusterveydenhuollon ulkoistamisprosessia ja sen tuloksia.

Keskeisiä kysymyksiä ovat: 1) Mitkä ovat keskeisimpiä perusterveydenhuollon palveluiden 

ulkoistamiseen liittyviä riskejä? 2) Miten riskit jakaantuvat yksityisen palveluntuottajan ja julkisen 

palvelunhankkijan välillä? ja 3) Miten näitä riskejä hallitaan?

Tutkimusmenetelmät olivat kvalitatiivisia. Dokumentteja ulkoistamisprosessista analysoitiin 

riskienhallinnan näkökulmasta. Toisena empiirisenä osana olivat semistrukturoidut 

asiantuntij ahaastattelut.

Tulokset osoittivat, että keskeisin riski perusterveydenhuollon ulkoistamisessa on lääkäreiden 

rekrytointi. Yksityinen palveluntuottaja vaikuttaisi hallitsevan tätä riskiä julkista sektoria 

tehokkaammin. Laatu oli toinen olennaisimmista riskeistä. Sen mittaamisessa 

perusterveydenhuollon palvelutuotannossa on toistaiseksi merkittäviä ongelmia, minkä takia 

laadunhallinta ei ole vielä riittävän kehittynyttä.

Lahden tapauksessa nämä keskeisimmät riskit siirtyivät palveluiden ulkoistamisessa yksityiselle 

palveluntuottajalle, mikä tulosten perusteella vaikuttaa tehokkaalta riskien allokaatiolta. Riskien 

hallinta perustuu Lahden tapauksessa pitkälti molemminpuoliseen luottamukseen julkisen 

palvelunostajan ja yksityisen palveluntuottajan välillä. Lisäksi säännöllinen toiminnan seuraaminen 

ja raportointi ovat olennaisia. Yleiskuvaksi riskienhallinnasta jäi tämän tapaustutkimuksen 

perusteella, että riskienhallinta on toistaiseksi kehittymätöntä perusterveydenhuollon 
ulkoistamisessa. Aiheeseen olisi syytä kiinnittää jatkossa enemmän huomiota 

perusterveydenhuollon ulkoistamisen todennäköisesti yleistyessä.

Avainsanat: perusterveydenhuolto, ulkoistaminen, riskienhallinta, tapaustutkimus



Abstract

This master’s thesis in finance investigates risk allocation and management in outsourcing of 

primary health care services. It is a longitudinal, retrospective case study that analyzes the 

outsourcing process of primary health care in the city of Lahti.

Key questions are: 1) What are the essential risks involved in primary health services provided 

according to the Finnish model? 2) How are these risks allocated in outsourcing of services? and 3) 

How are these risks managed?

Research methods were qualitative. Documents related to the outsourcing process were analyzed 

from the risk management perspective. The second empirical part consisted of semistructured 

expert interviews.

Results revealed that the most central risk in outsourcing of primary health care services is the 

recruitment of physicians. The private service provider appears to manage this risk more efficiently 

than the public sector. Quality is another essential risk. Measuring quality in primary health care 

entails significant unsolved problems. Therefore quality management has not yet evolved 
sufficiently.

In the case of Lahti, these most central risks were transferred to the private service provider, which 

this study showed to be effective risk allocation. Risk management is based largely on mutual trust 

between public service purchaser and private service provider. In addition, regular monitoring of 

operations and reporting are crucial. In conclusion, based on the results of this case study, risk 

management in outsourcing of primary health care services appears to be immature. The issue 

would deserve more attention in the future especially when outsourcing of health services can be 

expected to become more common.

Key words: primary health care, outsourcing, risk management, case study
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1 Introduction

Finnish health care system is claimed to be in crisis (Lillrank, 2004, p. 5). Challenges range 

from coping with ever growing costs to recruiting physicians. Costs and financing are the 

central issues in secondary health care, where innovations bring diagnostics and treatments to 

new patient groups often at substantial cost. In primary health care, reliable delivery of 

services is the critical issue. Aging of the population further aggravates the problems that the 

health care system is confronted with (Lundsgaard, 2005).

Primary health care plays the central role in both improving public health and managing costs 

of health care sector as a whole. The most important public health challenges in Finland, as in 

other developed countries, are obesity and type II diabetes, which are interrelated. These life 

style related health problems make evident what a critical function primary health care has. 

Finland has over 170 000 type II diabetes patients. The incidence of the disease is tenfold 

compared to the situation fifty years ago, and prospected to further increase. Diabetes II 

related costs amount to approximately 900 million euros annually (Uusitupa, 2003). Notably, 

preventive measures in primary health care can drastically decrease the incidence of these 

diseases and their complications such as heart disease, kidney failure and stroke (Valle, 2001, 
p. 1517). Even the example of this one disease demonstrates the potential of primary health 

care in confronting future challenges in public health. On the other hand, it also elucidates 

how health problems and consequently costs may steeply rise if primary health care is 

mismanaged.

Primary health care in Finland is unfortunately struggling under major problems. One of the 

main issues is the shortage of physicians (Back, 2004, p. 16). Furthermore, recruiting nurses 

has recently become demanding, too. A significant proportion, 8.9 %, of physician tasks in 

primary health care were unattended in 2006 and seven percent were provided with 

outsourced personnel (Pannanne, 2006, p. 5199). When large regional differences are taken 

into account, situation in regions far from growth centres is alarming: in Kainuu one fifth of 

physician posts were unattended (Pannanne, 2006, p. 5202). In consequence, patients suffer 

from long waiting times, and the constant time pressure of health care personnel potentially 

endangers quality of care. When resources are scarce, preventive health care must often give
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way to more acute disease management. Such short term efficiency gains are, however, bound 

to result in worsened health problems and heightened costs in the long term.

Finland is not alone among OECD countries to wrestle with the rising demand as much in 

volume as in quality of health care services (Scott, 2001, p. 34). Although differences 

between the health care reforms among OECD countries are significant, most include the 

purchaser-provider split and aim at greater involvement of private sector in health care 

provision (Scott, 2001, p. 18). Outsourcing of primary health care services is a fairly new 

phenomenon in Finland, but has gained acceptance since the shift of millennium. Indeed, 
according to a recent survey, 84 % of Finns approve of outsourcing health care services 

(Terveyspalvelualan Liitto, 2007).

Even though private sector involvement in public health has raised a considerable amount of 

discussion, not much attention has been given to the shift in risk allocation that takes place in 

contracting out health services, nor to how risks are managed. This master’s thesis studies 

outsourcing of primary health services from the perspective of risk allocation and 

management. It focuses on the question of service delivery, which refers to how health care 

services are organized, managed and provided; whereas financing of the health care system is 

out of scope of this study (Deber, 2002, p. v). The current study draws into the theory and 

practice of project financing and public-private partnership, as well as into the theory on 

incentives and principal-agent problems. It investigates which shifts in risk allocation are the 

most essential, and how these risks should be taken into consideration in contracts and 

monitoring. The research approach is qualitative. This paper presents a longitudinal single 

case study on the outsourcing of primary health care services in the city of Lahti, a pioneer in 

the field in Finland.

The thesis begins by presenting the research problems in the next chapter. It then reviews 

literature on several themes relevant to the study, starting with more general themes: health 

policy goals, the Finnish health care system and definitions of key concepts. The literature 

review continues with debate of benefits and costs of public-private partnership and 

outsourcing, and further discusses risks associated with PPPs and outsourcing as well as how 

these risks can be managed and allocated. The theoretical review concludes with three 

different examples of Finnish primary health care outsourcing projects. Research propositions
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are then presented. Subsequently, methods and material of the study are described. Results are 

examined thereafter. The thesis ends with a discussion of the results and themes of the study.

1.1 Research Problems

The research questions of this master’s thesis are

1. What are the essential risks involved in primary health services provided according to 

the Finnish model?

2. How are these risks allocated in outsourcing of services?
3. How are these risks taken into account in contracts between the public purchaser and 

the private service provider?

4. Is risk taking compensated for? What incentives are built in the contracts?

5. How are these risks monitored and managed both by the purchaser and the provider of 

services?

6. How could the risks be better allocated?

7. How should the risks be better taken into account in contracts, especially in regard to 

payment structure and incentives?

2 Theoretical Background

2.1 Health Policy Goals

“Death is the ultimate budget constraint.” (Getzen, 2004, p. 12)

Health policy goals are important to specify in the course of any health care reform. The most 

central principles are often set to be efficiency, cost containment, equity and choice (Scott, 

2001, p. 9). In addition, accountability and quality of care have become important with the 

split between the roles of purchaser and provider (Scott, 2001, p. 13).

Efficiency can further be divided into allocative and technical efficiency. Technical efficiency 

is usually fairly straightforward to measure and to improve by streamlining processes. In 

comparison, allocative efficiency is more complex and thus more difficult to measure and 

achieve. Allocative efficiency is attained when right level and mix of services is produced
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(Scott, 2001, p. 9; Lillrank, 2004, p. 107). Market mechanisms arguably help in achieving 
both technical and allocative efficiency. Allocative efficiency, however, eventually relies on 

health policy that should define what is the “right” level and mix of services i.e. what kind of 

health care citizens need. On a macrolevel, allocative efficiency in a health care system as a 

whole perhaps cannot be achieved without public sector involvement in setting health policy 

goals and monitoring how they are put into practice.

Cost containment plays a crucial role in prevailing health policy, since the aging of population 

as well as novel (and costly) medical innovations endanger the viability of the current system. 

Health care reforms may, however, lead to cost shifting instead of true containment (Scott, 

2001, p. 10). Costs and benefits, and thus the possibilities of cost containment, of outsourcing 

and public-private partnerships in health care are discussed later on in this literature review.

The strategy to achieve equity in the health care system depends on the general view of the 

society on what the role of government should be (Scott, 2001, p. 10). The Finnish society is 
based on the government having a relatively strong position. Health care is largely provided 

for citizens from public funds. This leads to a relatively narrow range of choice and few 

possibilities to influence the system from an individual’s perspective. The positive, on the 

other hand, in this kind of publicly governed system is evidently that the Finnish system 

theoretically ensures that all citizens have access to health care services.

Accountability and quality of care have gained in significance in Finland since the private 

sector provides an ever larger portion of health care services. In consequence, performance 

evaluation and monitoring have risen to the agenda of health policy on the micro level.

Designing a health care system which would achieve all or most of the goals described is 

extremely difficult, if not impossible (Scott, 2001, p. 14). Finally, setting goals for health care 

policy should thus be followed by setting priorities.

2.2 Finnish Health Care System

The official goals of Finnish health care policy are “reducing premature deaths, extending 

people’s active and healthy life, ensuring the best possible quality of life for all, and reducing
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differences in health between different sectors of the population” (Ministry for Social Affairs 
and Health, 2004, p. 5). Furthermore, “efficient and accessible health care services available 

to the entire population” are a priority as well as “broadly based preventive health policy” 

(Ministry for Social Affairs and Health, 2004, p. 5).

The most important challenges to the Finnish health care system are differences in health 

between different sectors of the population, and regional differences within the service system 

(Ministry for Social Affairs and Health, 2004, p. 5). Especially the latter is relevant to the 

topic of this study, since outsourcing of health care services is one of the potential solutions to 

secure services in regions that have difficulties maintaining health care professionals.

The Finnish health care system is based on public primary health care organized by 

municipalities. Each municipality has to join one of the 21 hospital districts in the country. 

These districts run public hospitals providing specialized medical care, where patients are 

referred foremost by general practitioners. Health care sector in Finland is approximately 
sixty percent tax-financed (Back, 2004, p.41), the rest is financed through social security 

contributions, private insurance and out-of-the-pocket payments (Gottret, 2006, p.293).

Finnish municipalities are responsible for providing health care for the whole of their 

populations (Law on Public Health §5, 66/1972). Public primary health care is provided at 

health centres. Traditionally, the premises have been publicly financed and all the personnel 
have been on the payroll of the county. During the past decade, the mindset has been 

changing, though. The concept of stewardship refers to this relatively new phenomenon. The 

state or other public entity fulfils its responsibilities through the strategic consideration of 

both public and private sectors in attaining health care objectives (Harding, 2003, p. 161-162). 

Municipalities in Finland have begun experimenting with involving private sector in the 

provision of primary health services. The driving forces in this development have been on one 

hand the inability to recruit physicians to public primary health care, and on the other, the 

financial distress of municipalities (Back, 2004, pp.17, 19).
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2.3 Defining Key Concepts

Private sector involvement in public services takes many different and interlapping forms, and 

the vocabulary in the field is not clearly defined nor well established. Public-private 

partnerships, contracting out and outsourcing are all relevant concepts in the realms of this 

study. Market-type mechanisms “encompass all arrangements where at least one significant 

characteristic of markets is present” (Blöndal, 2005, p. 81). The important aspects of all these 

concepts are that service provision is transferred from the public sector to an external 

organization and that the public sector retains control over “the specification of the service, 

the management of the contract and the evaluation of the service provider’s performance” 

(Jensen 2005, p. 768). Research in the field at the moment seems to conclude that no 

generalizable theory on the theme can be established (Jensen, 2005, p. 768).

Public-private partnership (PPP) has evolved originally as a solution to traditional public 

procurement of infrastructure projects, which often involve cost overruns and delays. 

Definition of PPP is ambiguous. It may refer to the sole fact that private and public sector are 

cooperating on a matter. In financial theory, though, it usually refers to a model of project 

financing where a public agency is the purchaser and contractor, and a private entity with 

private risk capital is the provider. In this narrower sense, PPP is also known as Public 

Finance Initiative (PFI) in the UK, as Build-Operate-Transfer (ВОТ) in Australia and Asia, 

and as Project Franchises in the USA (Dornberger, 1999, p. 29).

Outsourcing, also called competitive tendering, contracting and contracting out, is the practice 

whereby public entities contract with private sector providers for the provision of services to 

public agencies or directly to citizens (Blöndal, 2005, p. 81). Outsourcing of public services 

can be seen to be either pragmatic, tactical or systemic (Aulich, 2005, p. 37). Pragmatic 

outsourcing has as a goal to select the most effective provider, and uses competitive bidding 

while taking in-house providers into account. Tactical outsourcing on the other hand has 

organizational changes as chief motive, and it may use constrained bidding process. Systemic 

outsourcing aims at longer-term changes to the power distribution in society. It usually entails 

bidding limited to private sector providers (Aulich, 2005, p. 37).
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The traditional PPP model of project finance theory, based on infrastructure projects, cannot 

be wholly applied to the cooperation of public and private sector in public health care in 

Finland, since e.g. private risk capital is mostly absent. Theory and lessons learnt about PPP 

projects can nonetheless give insight to the management of the cooperation, especially in 

terms of risk analysis and risk allocation as well as contract structuring and monitoring.

2.4 Service delivery PPPs

Service delivery PPPs are a more recent phenomenon than infrastructure PPPs. These two 

concepts have several differences. The infrastructure public-private partnership projects most 

often take several years or even decades, and demand substantial investment (Dornberger, 

1999, p. 29). The private sector usually manages the project more or less independently, and 

the role of public sector is mostly to monitor and regulate from the distance. When PPP 

concept is applied to service delivery, assets do not need to change ownership, initial 

investment is not necessarily such an issue, and contract terms may be shorter (Dornberger, 

1999, p. 29). Public and private sector need to be in constant interaction because of the 

changing nature of services (Dornberger, 1999, p. 30). Furthermore, private contractor more 

often than not receives payments from a public organization instead of service customers 

(Dornberger, 1999, p. 30). All in all, service delivery PPPs require more flexibility, which 

must be balanced with demands of open competition, accountability to the public, and 

adequate contract design.

2.5 Benefits of PPPs and Outsourcing

Most often the primary objective of outsourcing is pragmatic: increasing efficiency (Blöndal, 

2005, p. 82). Motives for outsourcing often include:

• to reduce costs;

• to access expertise not available in-house to meet one-off needs;

• to access expertise on a long-term basis in order to be able to vary its quantity and mix 

over time;

• to replace current government operations in extreme cases where their provision is 

unsatisfactory.” (Blöndal, 2005, p. 82)
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Public-private partnership brings at least five improvements to the traditional public projects:

• increased transparency and public involvement

• performance specifications; goal-driven approach instead of technical- or means- 

driven procedures

• PPP contracts set clear rules for the project

• inclusion of private risk capital in public projects, which brings them to be subject to 

the market test

• competitive tendering process involved. (Grimsey, 2004)

In the case of health services, PPP and contracting out have additionally the potential 

benefits of

• increased consumer choice by opening the market to new providers

• improved allocative efficiency by encouraging purchasers to consider priorities more 

carefully

• better knowledge of quantity, quality and costs of services. (Ashton, 2004, p. 21)

In a large survey of Australian public sector organizations, access to market skills and 

expertise and improved quality were the most important reasons for service delivery PPPs, 

cost savings coming only third on the list ((Dornberger, 1999, p. 33). PPPs and outsourcing 

are especially suitable in situations where new services are being introduced, service volume 

is growing, staff is insufficient, or the costs of in-house operations become greater than the 

costs of equivalent outsourced services (Savilahti, 2007).

2.6 Costs of Public-Private Cooperation

The most important costs involved in public-private cooperation in health care sector usually 

are transaction costs related to tendering and contracting processes (Ashton, 2004, p. 32; 

Grimshaw, 2002, p.491). In fact, high bidding costs may become a significant barrier to entry 

and endanger competition in the sector, since a firm may not be willing to commit resources 

without some assurance of success (Grimshaw, 2002, p.491). PPP procurement is often a 

multistage negotiation process (please see figure 1 in Ahazdi 2004). The contracting process 

defines the risk allocation and payment structure of the project. Better awareness of these
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issues, scrutinized in this study, may streamline the negotiation process and lower transaction 

costs.

Nevertheless, it seems that once the contract has been done, monitoring costs often wipe out 

any cost savings of increased efficiency in service delivery (Keane, 2001, p. 126). Service 
delivery PPP contracts tend to be small in size and short in duration (Dornberger, 1999, p. 33), 

which increases transaction costs in total. The size and duration of contracts may grow as 

public sector organizations gain more experience on PPPs, and become less risk-averse 

(Dornberger, 1999, p. 33). On the other hand, short partnerships manage the risk of failure, 

and offer continuity as a form of reward for success (Dornberger, 1999, p. 34).

2.7 Risk Transferin Public-Private Partnership

PPPs and outsourcing entail significant changes in risk allocation. This section examines 

some main issues concerning risk transfer in public-private partnership. It starts with the 

paradox of simultaneous risk transfer and cost containment. Subsequently, certain problems 

arising from risk transfer in PPPs are discussed.

Public sector tends to transfer the larger part of a risk pool to the private service provider in a 

PPP or outsourcing project (Deakin, 1996, p. 41). Operative risks at the very least are usually 

transferred from public sector to the service provider. Theoretically, risk taking should be 

compensated. Yet experience of PPP infrastructure projects indicates that in many cases they 

cost less than projects done in traditional way and that competitive tendering generates 

savings (Dornberger 1995, p.l454).

One explanation for this seemingly paradoxical “risk taking at zero cost” is competition 

driven, heightened cost efficiency (Jensen 2005, p. 769; Dornberger 1995, p. 1454). In 

optimal situations, savings result from economies of scale or better management (Deber, 

2002, p. v). Savings may, however, be consequences of more dubious measures such as 

freedom from labour agreements (with different wage levels and skill mixes), sacrifice of 

difficult-to-measure intangibles and risk selection i.e. cream skimming (Deber, 2002, p. v). 

Nonetheless, empirical evidence illustrates that cost efficiency does not necessarily result in 

worsened quality (Dornberger 1995, p. 1454).
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Another explanation of greater efficiency, and a central argument for PPPs, is that risks can 

be optimally allocated to those who are best positioned to bear them, which creates efficiency 

(Quiggin 2005, p. 445).

Risk transfer from the public to the private is most often considered an appealing aspect of 

public-private partnerships. However, poorly designed partnerships can turn out to create new 

risks to the public, and incur additional costs (Quiggin 2005, p. 445). In addition, demand 

risk in public services is in many cases best managed by public policy, but is inadequately 

transferred to the private provider in contracting out (Quiggin 2005, p. 448). Furthermore, 

theoretically, government is more efficient in bearing risk than private organizations (Deakin, 
1996, p. 41).

The risk allocation is often reliant on power balance (Deakin, 1996, p. 41), which may result 

in suboptimal solutions. If only few providers compete for a contract, the purchaser has more 

power and will tend to transfer maximum risk at minimum cost to the provider. On the other 

hand, public purchasers may tend to pay excessive risk premiums for fixed price contracts 

(Deakin, 1996, p. 41), since they are constrained with more or less fixed budgets.

A central aspect to contracting out health care services is that the day-to-day responsibility for 

actions lies on the private provider, but the overall accountability of services towards citizens 

lies on the public contractor (Blöndal, 2005, p. 86). This may cause difficulties for users to 

determine who is responsible for delivering the service (Blöndal, 2005, p. 86). Many 

legislatively determined responsibilities, such as pension schemes and patient damage 

insurances as well as training of the personnel, are transferred from municipalities to the 

private service provider. Yet the responsibility of a functioning primary health care system as 

a whole is ultimately left to the public sector in Finland, as well as ensuring the quality and 

availability of services (Back, 2004, p. 36).

2.8 Risks in Public-Private Partnership

Risks in public-private partnership are evidently numerous. This section reviews some of the 

most important ones in regard to health care sector. Firstly, private sector involvement in
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health care is a potential risk to the original policies established in the public sector. Secondly, 

quality is a central risk factor in any service provision. Since quality in health care is 

exceptionally difficult to measure, quality risk is imminent. Thirdly, personnel and its 
recruitment pose a serious risk as health care service provision is reliant on skilled 

professionals. Finally, this section describes some of the contractual risks in public-private 

partnership.

2.8.1 Risk to Health Policy Goals

Implementing market mechanisms and competition in health care sector entails the danger of 

replacing goals of universality and equity by consumer sovereignty (Price, 1999, p. 1892). 

Public sector growingly emphasizes performance measures and quality frameworks, rather 

than the principle of universal, comprehensive health-care service (Price, 1999, p. 1892). 

Private sector involvement in health care thus potentially poses a risk to the ethical basis and 

policy goals of health care provision.

2.8.2 Quality Risk

Even though quality and performance were underscored, quality would still be the central risk 

factor especially in contracting out services. Service quality is difficult to measure, and 

changing environment makes it difficult to compare in research settings, too. Consequently, 

empirical evidence is mixed on whether cost savings and improved efficiency result in lower 

quality (Jensen 2005 p. 773). In a world of incomplete contracts, a private provider is argued 

to have stronger incentive to both reduce cost and improve quality than the public sector (Hart 

1997). In any case, contract design and implementation seem to be the key to avoiding poor 

quality (Dornberger and Jensen 1997). A special concern in quality risk management is 

“quality shading” that may occur especially in longer contract relationships (Lafferty, 2000, p. 

705). It signifies slow, progressive decrease in quality, and may be difficult to detect.

Monitoring and setting performance measures for health care services is extremely 

demanding. In a situation where patients have free choice to choose among service providers, 

selection and deselection are often accurate measures of patient satisfaction (Crow, 2003, p. 

353). In Finland, for example, public sector does not offer choice among service providers. 

Patient satisfaction can thus only be measured indirectly with surveys (Crow, 2003, p. 353).
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Survey method and sample population must be carefully chosen (Crow, 2003, p. 355), and 

they should remain the same if results are to be compared over time.

Shirking or the principal-agent problem is where quality problems may arise. Shirking is 

“deliberate underperformance while claiming full payment” (Aron 2005, p. 41). It is the 

consequence of information asymmetry, since the principal cannot accurately detect the level 

of performance, and asymmetry of incentives between the principal and agent. One solution 

to manage these risks is to divide outsourcing vertically or horizontally (Aron 2005, p. 51). 

Especially horizontal division while maintaining part of the operation internally can be 

efficient in reducing the risks of shirking and hold-up, since internal operations can be used to 

calibrate performance and on the other hand they reduce reliance on single providers.

Quality in health care sector is reliant on professionals delivering services. In the UK at least, 

private firms in the health care sector lack expertise on human resources (HR) management. It 

results in “potential problems for sustaining co-operative employment relations and thus in 

delivering high standard services” (Grimshaw, 2002, p.493). Since the companies providing 

outsourcing of primary health care in Finland are rather young and have grown fast, they may 

well have similar problems.

2.8.3 Personnel Risks

Maintaining and improving skills and knowledge of personnel is a central challenge in 

provision of health care services. Contracting out health care services also relieves the public 

sector from this task. On the other hand, public sector loses grip on recruiting and managing 

professionals, and becomes reliant on private sector (Lafferty, 2000, p. 78). Public contractor 

also runs the risk that personnel hired by the private service provider does not update their 

knowledge and skills often enough. It is furthermore noteworthy that expertise, trust and 

cooperation are crucial elements of health care service delivery, and generally require time to 

develop in an organization. On the other hand, functional competition necessitates low 

barriers to market entry and exit, which may be in opposition to longer-lasting organizations 

(Deber, 2002, p. v).
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2.8.4 Risks in Contractual Relationship

Contract concerns common to most forms of public-private partnership include service 

delivery problems, availability, operating risk, financial risk and default risk (Grimsey, 2004). 

Financial risk is often aggravated by the fact that the tendering process is subject to winner’s 

curse. Default risk does not only refer to complete evasion, but also signifies inability to meet 

specified standards.

A wide spectrum of control actions is available to decrease the probability of risk realisation 

as well as to limit damages in case the risk is actualized. Decreased payments or financial 

sanctions are the most basic and relatively passive tools to defer the provider from breaching 

the contract. Increased monitoring and/or reporting requirements are more proactive measures 

to manage imminent risks. Risk management instruments that involve the purchaser even 

further include managerial changes in the provider company as well as contingency planning 
for ensuring continuity of services. Step-in clauses and triggering default scenarios and 

consequent government actions are, in a sense, yet more drastic means to halt adverse 

occurrences in a contractual relationship (Grimsey, 2004). Evidently, control actions can 

usually only be applied if they have been agreed on and the triggering event specified in the 

contract takes place.

An often occurring difficulty in public-private partnership contract specification is the 

difference between public and private actors’ view point (Blöndal, 2005, p. 87). Public sector 

has a tendency towards prescriptive and process oriented contracts, whereas private sector 

tends to be more output and outcome oriented (Blöndal, 2005, p. 87). Prescriptive and input 

oriented contracts, however, limit the flexibility and innovation, and thus efficiency gains, of 

private actors (Blöndal, 2005, p. 87).

Hold-up is one of the major risks associated with contracting out (Jensen 2005, p. 775). 

Contracts are inevitably incomplete, and contract partners may thus take advantage of 
unforeseen events in the expense of the other partner. Informal structures in particular, such as 

trust between partners, are important in reducing the risk of a hold-up (Hart 2001).

Contractor may also face the danger of being “locked in” to a contracting arrangement with 

provider. It may happen as the contractor loses expertise on the sector that has been
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outsourced and is thus unable to assess the provider and contract terms adequately 

(Grimshaw, 2000, p.490). What is more, the contractor may be argued to lose a valuable real 

option when giving up in-house operations (Johnstone, 2002, p. 154). Numerous economic 

and political barriers to entry make it difficult to reverse public sector outsourcing decisions. 

On one hand, investment and knowledge is needed to rebuild the infrastructure and to recruit 

skilled staff. On the other hand, institutional resistance is often strong since outsourcing has 

previously been claimed rational (Johnstone, 2002, p. 154).

Contract design and monitoring can be considered key factors for the success of outsourcing. 

One of the ambiguities is that contractual relationships entail a moral hazard problem, since 

the principal often cannot distinguish between agent’s efforts and effects of random events 

(Jensen 2005, p. 777). Moreover, formal contracts have been argued to increase the risk of 

opportunistic behaviour by undermining trust. Then again, relational governance may actually 
be complementary to formal contracts (Poppo, 2002, p. 707). Relational norms have special 

significance when the level of uncertainty is high, e.g. when technological change is rapid 

(Poppo, 2002, p. 722). To conclude, these factors favour longer contract periods for increased 

efficiency.

2.9 Risk Allocation and Incentives

Risk allocation is the central question in contract design. One solution for the moral hazard 

problem in agent-principal relationships is to transfer the risk to the agent. Public purchasers 

in particular tend to try to shift risks onto providers (Deakin, 1996, p. 41). However, a risk 

averse agent must be compensated for the risk bearing. The higher the level of uncertainty, the 

larger is the requested risk premium. The public purchaser is thus faced with a trade-off 

between risk and incentives (Laffont 1993).

Empirical evidence on the trade-off between risk and incentives in contractual relationships is 

mixed (Jensen 2005, p. 779). Experimental settings often ignore intrinsic motivation (Jensen 

2005, p. 779), which may be especially important in the health care sector. The objectives of 

the work may weight far more than pay-for-performance in the work of a physician or a nurse, 

for example. What is more, “extrinsic motivation (contingent rewards) can sometimes conflict 

with intrinsic motivation (the individual’s desire to perform the task for its own sake)”
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(Bénabou, 2003, p. 490). Explicit incentive schemes may at times work against themselves, 

especially in the long run, because they undermine workers’ confidence in their own abilities 

or in the value of the rewarded task (Bénabou, 2003, p. 516). Factors of intrinsic motivation 

may significantly influence contractual relationships between public and private in health care 

sector.

Although the notion that transferring risk to an agent involves a trade-off with incentives is 

well established, it has not reached much attention in the research and discussion on public 

sector outsourcing (Jensen 2005, p. 781). Factors influencing the design and implementation 

of public-private partnerships in health care are multifaceted. On the other hand, contract 

design is important in ensuring optimal risk allocation and management, and thus deserve 

further attention.

2.10 Finnish Experiences on Primary Health Care Outsourcing

Finnish municipalities have adopted different approaches to outsourcing primary health care 

services. In many cases, outsourcing has only applied to individual physician posts, often for 

short periods and in sudden shortage of work force. Gradually, however, several counties 

have systematically and strategically outsourced primary health care entities. A brief review 

of some early examples is presented here.

The city of Parkano is one of the many small and somewhat secluded cities in Finland which 

had long suffered from shortage of physicians (Back, 2004, p. 48). Only four of the six 

physician posts had been filled. The city bid the outsourcing of four physician posts in year 

2003 (Parkanon perusturvalautakunta, 2003). The bid included all services of primary health 

physicians, and prescribed the weekly work hours to be 37 hours per physician. It stressed the 

continuity and commitment of physicians as well as their clinical experience and social skills, 

which were given a remarkable 30 % weight in evaluating offers (Parkanon 

perusturvalautakunta, 2003). Service delivery reliability and the service provider’s credibility 

were weighted with 10 %, leaving a relatively low weight of 60 % to the price (Parkanon 

perusturvalautakunta, 2003). The contract period was shorter than a year. Side by side with 

outsourced physicians worked two in-house physicians. Quality is closely monitored by the 

head physician, and customer satisfaction surveys are annually performed by the University
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of Tampere. The city has been able to contain costs, and citizens have been satisfied with the 

improved availability of health services (Back, 2004, p. 49).

The city of Tampere has approached the problem of physician shortage from two different 

perspectives (Back, 2004, p. 49). Firstly, it bid for 30 000 annual patient visits to a general 

practitioner in 2004 (Lehtisaari В, 2004). This amount of service was to be performed in the 

provider’s facilities, since Tampere not only lacked work force but also suitable facilities for 

health services (Back, 2004, p. 49). A challenge was to secure seamless and uncompromised 

IT infrastructure, which the city solved by installing its own health care hard and soft ware to 

the provider’s facilities (Back, 2004, p. 49). Secondly, in a more traditional fashion of health 

care outsourcing, the city bid for physician output in its own facilities. This bid underlined the 

continuity of physician work (Lehtisaari A, 2004). The contract period was one year plus an 

option of one additional year.

The municipality of Karjaa outsourced its primary health care and senior care in 1998. The 

outsourcing was realized without competitive tendering, and the service provider has been 

Folkhälsan until the end of 2007. Costs rose first sharply, being 22 % over the Finnish 

average (Stakesin Alue- ja kuntapalvelut, 2007). During the recent years, costs have, 

however, attained the general level, and were in 2005 one percent under the average in 

Finnish municipalities. The quality of senior care has been assessed to have improved 

(Stakesin Alue- ja kuntapalvelut, 2007). Kaijaa has opened the outsourcing to competitive 

tendering starting from 2008.

3 Research Propositions

Based on academic literature, public discussion in Finland and the author’s knowledge of the 

issue, the propositions of this study are

1 ) Risks are largely transferred to the service provider.

2) Risks are not clearly compensated for.

3) Key risks are i) recruiting and maintaining adequate staff, especially enough 

physicians, ii) keeping within the annual budget, iii) quality and customer satisfaction.

4) Risk monitoring and management is still rudimentary in primary health care 

outsourcing.
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4 Methods

4.1 Case Study

The research approach is case study, where the purpose is to describe “a contemporary 

phenomenon within its real-life context” (Yin, 2003, p.9). Health care outsourcing is a 

phenomenon that is intertwined with the context (society, politics, public health etc), and thus 

especially suitable for a case study. The research approach is a longitudinal single case study 

of contracting out health care services in the city of Lahti. The rational for the study is the fact 

that contracting out health services is still a relatively new phenomenon in Finland, and Lahti 

has been the pioneer in the field. The current research uses the strategy of “survey within a 

case study”, as it is concerned with exploratory research (Yin, 2003; 9). This case study 

concentrates on qualitative research based on multiple sources of evidence. Data collection 

and analysis are steered by the theoretical framework and the propositions.

Yin (2003; 21) states that for case studies, there are five components of research design to 
consider: study’s questions, propositions (if any), units of analysis, the logic linking the data 

to the propositions and the criteria for interpreting the findings.

The questions of the current research arise from the view point of risk analysis. Questions of 

risk allocation and management are only rarely involved in the discussion on health care 

outsourcing. It seems to be not only a problem in general discussion, but also a research gap 

in academic discourse. Propositions have been formulated based on academic literature, 

public discussion in Finland and the author’s knowledge of the issue.

The unit of analysis is the outsourced part of primary health care in the city of Lahti. The 

research analysis is based on the documents concerning the outsourcing, and qualitative 

survey of key persons involved in the process.
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The logic by which the gathered data is linked to the propositions is clear in the survey part of 
the study, since open questions were designed to give insight into the research questions and 

to test the propositions. The documents gathered, on the other hand, offer a complementing 

source to study different view points (contractor’s, provider’s, customer’s). Unlike the survey, 

documents demonstrate view points at different stages of the outsourcing process. The criteria 

for interpreting the findings stem from the research questions and propositions: the role of risk 

analysis, allocation and management is emphasized.

4.2 Access to Material

Most of the material is public. The administrative chief of primary health care of Lahti, Risto 

Savilahti, has most kindly cooperated with the investigator of this study. He has been 

responsible for organizing the contracting out of two health care stations in Lahti. The service 

provider MedOne Oy has also cooperated helpfully.

4.3 Timetable

Data collection and analysis was started in the beginning of year 2007. Interviews were 

conducted during spring 2007. Analysis and the case study report were finalized in late spring 

2007.

4.4 Interviews

Interviews were semi-structured, open-ended and the length of each was 60-90 minutes. 

Questions listed below describe the general structure of interviews. Questions may have been 

altered and added during an interview to fit the interviewee’s expertise. Interviews were 

recorded and later transcribed, not word-to-word but preserving the original content of the 

discourse. The same investigator conducted all interviews during year 2007.

4.4.1 Interviewees

The choice of interviewees was done according to their experience in the field of research and 

their position in the outsourcing process. It is recommended that in order to be able to form 

generalizations, the respondents would have (Eskola & Suoranta, 1998, p. 66):

1. a relatively similar, at least current, experience world
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2. knowledge of the research problem

3. an interest in the research

These three recommendations were all addressed. The interviewees shared a high rank 

position in health care units, and were all graduated from medical faculties. They were 

informed in depth about the purpose and scope of the study, and all voluntarily took part in 

the interviews. The outcome of the study also had relevance to their work, which further 

motivated the respondents to participate. All of the information and interviews were 

conducted directly with the respondents in face to face discussions.

Interviewee Title Unit

#1 Risto Savilahti Administrative Chief primary health care, city of

Lahti (contractor)

#2 Pertti Karjalainen CEO MedOne Oy (provider)

#3 Jukka Majuri Administrative Chief at

Central and Laune District

Health Care Centres

MedOne Oy (provider)

#4 Kustaa Piha Chief of Product

Development

MedOne Oy (provider)

4.4.2 Questions

1. What do you think are the most important benefits and drawbacks of 

contracting out of primary health care services?

2. What are the things you evaluate most carefully when considering a 

contracting out contract of a primary health care station?
3. What are the risks that usually get transferred to the private service provider in 

contracting out? Which risks remain in the hands of public service purchaser?

4. Is the allocation of risks efficient? How could it be improved?
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5. How do you analyze risks involved in contracting out of primary health care 

services?

6. How do you manage these risks?
7. Is the compensation for service provider in relation to the risk allocation 

between public and private sector? Should it be?

8. What kind of incentives work in contracting out of primary health care 

services?

4.5 Documents

4.5.1 Documentation on Tender Processes

Analysis focuses on

a) what kind of criteria does the purchaser set for the provider?

b) what risks are identified in the tendering announcements by the purchaser and in 

the offers by providers?
c) what kind of risk allocation and management do the tendering announcements 

and the offers suggest?

4.5.2 Documentation on Contracts and Follow-ups

Analysis focuses on same aspects as 3.5. In addition:

d) what is the model and criteria for payments?
e) is the risk allocation taken into consideration in the payment schemes?

4.5.3 Documentation on Quality Assessments and Other Risk 
Management Tools

Follow-up reports and data on customer satisfaction surveys were scrutinized for the study. In 

particular, following issues were addressed:

a) What kind of quality management tools are used?

b) What results are available and how do they compare with objectives set in tender 

process and contract?
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4.6 Case Study Database

All data is gathered in one database. All documents are not necessarily copied to the database, 

rather examined on the field. However, notes and preliminary analysis on them at minimum 

will be included in the database. In addition, the database includes investigator’s 

miscellaneous notes and diary. . The data can hence be subject to a separate, secondary 

analysis, independent of any reports by the original investigator (Yin, 2003; 101).

4.7 Analysis

Basic principle in the analysis was to preserve the chain of evidence. The analysis strategy 

was to develop a case description and strive for recommendations based on it. Explanation 

building was applied to the entity of data during and after data collection.

The data from interviews was analyzed at first with the method of theming (Eskola & 

Suoranata, 1998, 164), also known as ‘Subsuming Particulars into the General’ (Miles & 

Huberman, 1985, 223). In order to find trends within the material, comments from the 

interviewees were grouped under specific headings dictated by the subject of the respective 

question. This made it possible to categorize the answers of all respondents to specific issues 

all at once. The answers that were not in English at this point were translated.

The documents that provided another data source were analyzed with the theoretical 
framework and propositions in mind. Information relevant to risk analysis, allocation, 

monitoring and management was emphasized.

4.8 Quality of Research

Quality of research can be assessed through testing validity and reliability.

4.8.1 Validity

In case studies, validity is most often based on three factors: i) the principle of multiple 

sources of evidence, ii) data triangulation, and iii) the principle of chain of evidence (Yin, 

2003; 33).
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Multiple sources of evidence comprised of both interviews and documents. Data triangulation 
was realized by interviewing several persons from different interest groups, and examining 

documents of different forms and purposes related to the case.

The chain of evidence makes it possible for the reader of the case study to follow the 

derivation of any evidence, ranging from initial research questions to ultimate case study 
conclusions (Yin 2003; 105). The data gathered in this research is based on questions that 

were derived from the theoretical framework and previous experience on the issue. This 

theoretical framework was built upon the research gap, research objectives and research 

questions.

4.8.2 External Validity

External validity is about investigating whether the findings of a singular study can be 

generalized beyond this particular case study. To test external validity, one should test the 

results of the current study against another case study. Evidently, some aspects of this 

research are closely connected to the specific situation in Lahti and the timeframe in question, 

when outsourcing health care has not yet been widely spread in Finland. Therefore research 

results may not be generalizable as such. Unfortunately no similar case studies exist to the 

knowledge of the author. Testing the findings of this study against other cases is thus left as 

an opportunity for further research.

4.8.3 Reliability

Reliability in the context of a case study tests whether another investigator would arrive at the 

same findings and conclusions as the current one, if he followed the same procedures and 

conducted the same case study again (Yin, 2003; 37). Reliability of this study has been 

secured by building a case study database, which includes all of the case data.
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5 Case: Lahti

5.1 Background

Primary health care services in the city of Lahti had suffered from a shortage of physicians 

since the 1990s. Individual physicians had been hired through outsourcing companies. In 

addition, more responsibilities had been transferred to nurses. The political climate for a 

change was favourable in the beginning of years 2000, since the citizens began to grow more 

and more discontent with the shortage of health care services. Two out of four primary health 

care districts in Lahti have been outsourced to date. (Savilahti, 2007)

5.1.1 Outsourcing of Central District Primary Health Care

Primary health care services of the Central District of Lahti, with a population of 26 000, were 

subject to competitive tendering in year 2003. The contract in question was designed for 2 + 1 

+ 1 years, continuation depending on service provider’s performance. Three private 

companies participated: MedOne, Carema and Medimanni. Differences in prices were less 

than 10 %. MedOne was chosen, and begun operation on August, 1st, 2004. (Savilahti, 2007). 

A reclamation to the Market Court delayed the signing of the final contract, but operations 

could be begun under a provisory contract. The court ruled the decision of service provider to 

be reviewed. MedOne remained the best offer, and the final contract could be signed later on.

The contract included outsourcing of core health care services: appointments to physicians 

and nurses, as well as other physician services such as preventive health care, care at home 

and rehabilitation. In addition, the contract also covered some auxiliary services: office staff, 

management of HR and finances, and development of operations. However, laboratory and 

radiology services were left out, as were cleaning and building maintenance and IT systems. 

(Savilahti, 2007)

The old personnel moved to the service of the private operator as old personnel. They retained 

their pensions and other benefits. They got a two years leave from their public post. Only few
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physicians resigned their public post to join the private company, whereas 90 % of the other 

staff did. The amount of staff did not decrease. (Savilahti, 2007)

The contract between Lahti and MedOne was signed with a fixed annual fee. The fee 

corresponds to the costs of the city’s own production costs: l,78m€ vs. MedOne l,76m€. The 

fee raise is fixed to a general index reflecting cost in health care sector.

Quality criteria set in the contract were: minimum number of physicians guaranteed, and the 

build up of a quality system, ISO 9001 quality certificate as a goal. What is more, the country 

wide care guarantee of three days in primary health care came into force in the beginning of

2005, and had to be implemented. ISO 9001 quality standard was achieved in December

2006.

5.1.2 Outsourcing of Laune District Primary Health Care

The primary health care centre of Laune in Lahti has been outsourced since September, 9, 

2005. The population base is 24 000 inhabitants. The outsourcing followed the model of 

Central District. Three companies participated: Aurum Oy, Medimanni Oy and MedOne Oy. 
MedOne won this bid as well. The outsourcing follows the model of central district.

5.2 Analysis of Risk Management and Risk Allocation in 

Outsourcing Primary Health Care of Lahti

5.2.1 Documents

The documents for analysis were
1) the bid for outsourcing Central District primary health care

2) the bid for outsourcing Laune District primary health care

3) appraisals on the offers by MedOne, Carema and Medimanni for Central District

4) appraisals on the offers by MedOne, Medimanni and Aurum for Laune

5) the contract for the Central District

6) the contract for the Laune District

7) follow-up reports

8) data on customer satisfaction surveys
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5.2.1.1 The Bid for Outsourcing Central District Primary Health Care

The bid for outsourcing Central District primary health care in Lahti was published on 

December, 12, 2003 by the Office for Social and Health Issues of Lahti (bid 272/03). It 

allocates many risks to the service provider. The background information part does stipulate 

the number of patient visits and the number and composition of staff as of 2003, but states 

that these resources have been insufficient. It then calls the service provider to offer a plan on 

the amount physician resources required, nevertheless giving a minimum of 330 working 

hours per week as “credible”.

Financial risks are mainly allocated to the service provider. A fixed annual price for providing 

the services is required, transferring the risk of any changes in costs to the service provider. 

What is more, a mean hourly price must be stated. This is to be applied to extra hours in case 

the resources originally planned prove insufficient. The financial risk of miscalculating the 

amount of required resources is thus split between the provider and contractor; most probably 

extra hours would cost more to the provider than the mean hourly price estimated in the 

original offer.

Quality of services is the second central issue next to the financial risks in the bid. The bid 

asks for detailed plan on the composition of physicians (specialists, GPs, “euro-GPs”), which 

can be one measure of quality. Educational plans for the staff are also required. The bid also 

stresses that adequate level of staff must be assured at all times through replacements. 

Furthermore, experienced and high quality HR management is valued. Finally, a quality 

management plan is required. In addition to these requirements, the availability of services 

and delivery certainty are stated as key criteria in evaluating offers.

The contractor also assesses the quality of service annually through a survey. Furthermore, a 

follow-up group with representatives from both the contractor and service provider is to be 

established, and it is to report biannually to the Office of Social and Health Issues. In addition 

to specifics concerning the service, the bid requires the service provider to be “trustworthy, 

cooperative and to have a good reputation” and to have expertise on providing primary health 

care services. To exemplify these qualities, the bid offer must enclose various documents on 

financial strength and adequate insurance cover.
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The contract term is a central risk management tool. The contract term is set relatively short, 

to two years. It entails, however, the option of prolonging it with an additional year twice.

The appendix to the bid includes specifics for the key personnel and services. It also states the 

possibility of penalties in case the use of secondary health care and/or laboratory and/or 

radiology services increases, as well as defines the penalty fare for service delivery failure. 

The head physician of Lahti primary health care reserves the right to demand the dismissal of 

a physician in case the physician lacks required expertise. There is also a clause that 

“continuation index” of care should be at least as high as the average of other districts.

5.2.1.2 The Bid for Outsourcing Laune District Primary Health Care

The bid is essentially, nearly word to word, the same as for Central District. Transparency is 

increased by adding a rating system for appraisal of offers.

5.2.1.3 The Appraisal of Offers on Central District

The contractor compared offers by Carema, Medimanni and MedOne based on price and 

quality issues, and a document was prepared at the Office of Social and Health Issues of Lahti 

on the comparison.

All of the providers had experience on providing health care services, although Carema only 

in Sweden. Each company had a quality management system in operation, based on ISO9001. 

Carema and Medimanni mentioned customer surveys as an element in quality management. 

Medimanni drew attention to measuring delivery reliability. All providers guaranteed the 

forthcoming health care legislation of maximum three days delay in getting an acute 

physician appointment.

Educational plans did not differ much between the three service providers, except that 

MedOne stressed individual educational plans for the staff.

MedOne was appraised to have the best capacity of resources. At the time of the offer, it 
already had a list of physicians ready to begin work in Lahti. Medimanni assured that it had a 

good position in recruiting physicians. Carema stated that it will start recruiting physicians
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only after the deal has been signed. MedOne offered the highest proportion of specialist in 

general health care, 3/8.8 physicians, compared with Medimanni’s 1/9. Nurse resources did 

not differ significantly other than in respect of a psychiatric nurse, which was offered by 

Carema and Medimanni, but not MedOne.

Management in all offers was based on CEO of the company, head physician and head nurse. 

In addition, all had a chief for development of services. Carema and Medimanni offered still a 

few more members of personnel responsible for e.g. educational plans.

MedOne had the lowest price to offer, although differences among competitors were small. 

MedOne was chosen to provide the primary health care for the Central District. In quality 

concerns, there were no big differences, either. Carema lacked experience on the Finnish 

health care sector. It is plausible that the recruitement of physicians weighted most in the 

quality appraisal. Lahti’s main problem had been the difficulty to recruit physicians, and they 

had been changing all the time. MedOne was the only provider who ascertained that it already 

had the physicians available at the time of the offer.

5.2.1.4 The Appraisals of Offers on Laune District

Offers for outsourcing primary health care services of Laune District were compared based on 

the criteria already established in the bid. These criteria and their weights were:

• readiness to provide public primary health care services 3%

• description of quality management systems and their application to Laune District 

health care 5 %

• action plan for producing services of the health care station in an efficient and 

customer orientated fashion 4 %

• the date of beginning the service 5 %

• service delivery reliability 3 %

• plan and experience on managing a multiprofessional working environment, and on 

securing service reliability and availability 3 %

• proposal for the qualifications of the physician team 5 %

• clarification of the qualifications of the medical chief/head 2 %

• QUALITY CRITERIA in total 30 %

• total costs of the service 70 %
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Three companies participated in the procurement: Aurum Oy, Medimanni Oy and MedOne 

Oy. The contractor evaluated the offers based on the criteria listed above. The content of the 

offers from the perspective of how key risks would be managed, is summarized in table 1 at 

the end of this section.

All three companies were already established service providers in health care sector. Aurum 

did not have experience on outsourced health care services like Medimanni and MedOne had. 

The appraisal took up different things in relation to the readiness to provide primary health 

care services. Aurum was noted especially for its experience on managing multiprofessional 

teams at health care stations. Medimanni was stressed to have a policy for establishing a 

tailored action plan for each health care station to ensure high quality services. MedOne 

differed from the other two companies by already having experience on three completely 

outsourced health care units.

Quality standards in all three offers were based on ISO 9001. Aurum strived to obtain the 

certificate in the end of year 2005. Medimanni already had the certificate since 2003, and was 

annually audited. It was also noted to have clear and precise quality policies, and quality goals 

have been regularly measured since 2002. Medimanni had the most detailed data to show for 

customer satisfaction, service reliability and availability meeting goals. It also presented the 

most elaborated plan for managing quality in Laune District. MedOne had the strength of 

having won the bid for Central District outsourcing. It had thus a blueprint for quality policy 

in Lahti, which could be tailored to fit Laune District, too, with minor modifications. MedOne 

strived for ISO 9001 certificate for its Lahti health care units during the year 2006.

Aurum suggested maintaining the current organization, and was committed to the health care 

guarantee of three days. Medimanni presented an advanced action plan. It stressed the 

application of quality standards, and multifaceted training of the personnel. MedOne also 

presented a detailed action plan, but had a somewhat different perspective. It emphasized the 

seamless and flexible cooperation with Lahti health and social work, as well as customer 

orientation. Again, the experience from other completely outsourced health care stations was 

pointed out.
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All three companies offered to start service provision when agreed, Medimanni suggesting 

September 2005 and MedOne August 2005.

Reliability of service delivery was a key criterion. Aurum’s offer was again on a more general 

level than the others’. It mainly stated that it paid special attention to long commitment and 

willingness to move to Lahti in recruiting physicians. Medimanni and MedOne already had 

physicians designated for Laune. Both had a system and reserve of staff for replacing 

physicians during vacations and sick leaves. Medimanni referred again to its data on past 

service reliability. MedOne was backed by experience on Lahti Central District health care 

station, which the contractor had been satisfied with. Furthermore, MedOne had streamlined 

the move of nurses from public to private sector with labour unions, and thus secured 

approval of the staff.

Aurum proposed a fairly conservative and general plan for management and securing service 

delivery reliability and availability. Medimanni suggested establishing both an internal 

management team for the health care station as well as a follow up team consisting of 

representatives from both the city of Lahti and Medimanni. MedOne put forward expanding 

the management team currently dealing with Central District to also encompass Laune 

District. The experience on excellent service reliability and availability as well as good 

cooperation with the City administration concerning the Central District seemed to weight 

again considerably in favour of MedOne.

Medimanni and MedOne proposed a nearly identical composition of physicians whereas 

Aurum had less experienced physicians in its payroll. The three providers suggested different 

numbers of physicians: Aurum 10.8, Medimanni 9.5 and MedOne 8.5. Medimanni did not 

elaborate on the experience of the head physician. MedOne, in contrast, could propose a head 

physician who had experience on primary health care in Lahti, and on outsourcing health care 

stations as well as on reaching the requirements of legislative health care guarantee. Aurum 

also presented a head physician with long experience and knowledge of primary health care in 

Lahti.

MedOne offer had the lowest price, 1 469 960 €, compared with 1 475 833,60 € proposed by 

Aurum and 1 552 778 € by Medimanni. Average hourly prices for physicians were: Aurum 

52.67 €, Medimanni 57.00 €, MedOne 48.45 €.

31



Risk analysis and management

Risk factor Aurum Medimanni MedOne

Reliability of 1) recruitment in 1) physicians for 1) physicians for

service delivery progress already recruited already recruited

2) number of 2) number of 2) number of

physicians: 10.8 physicians: 9.5 physicians: 8.5

3) less experienced 3) Similar physician 3) similar physician

physician team than team composition team composition

the ones proposed by with MedOne with Medimanni

other tenders 4) management 4) broadening the

4) preserving the teams for monitoring management team of

current organization 5) reserve staff for Central District to

5) no mentioning of
reserve staff

replacing physicians encompass Laune
5) reserve staff for

replacing physicians

Quality 1) ISO 9001 1) ISO 9001 1) ISO 9001

certificate projected certificate since 2003 certificate for Lahti

for 2005 2) data on customer

satisfaction

3) detailed plan for

quality management

Central District

projected for 2006
2) good experiences

on quality in Central

District

3) quality

programme of

Central District

applicable for Laune

Costs mid-range

(1 475 833,60 €)

highest (1 552 778 €) lowest (1 469 960 €)

Table 1. Comparison of three competitive tenders for outsourcing primary health care 

in Laune District from the perspective of how key risks are planned to be managed.

32



5.2.1.5 Contract for Central District

This section analyzes the contract for outsourcing primary health care services in the Central 

District of Lahti. The contract was signed between the Office for Social and Health Issues of 

Lahti (the purchaser) and MedOne Oy (the provider) on November, 24, 2004. The key 

observations on risk allocation are summarized in table 2 and results on risk management with 

contract specifications are depicted in table 3; both tables are at the end of the section.

The contract is restricted to encompass physician services in general practice, in child health 

clinic and maternity clinic, in school health care and home nursing. In addition, services of 

nurses and assistants are included. The contract transfers the responsibility of these services in 

economic and functional terms to the service provider (MedOne Oy).

The weekly hours of physician work is set to 367.5 and the number of physicians to 9.8. 
Furthermore, the division of working hours among physicians of different levels of 

experience and education is specified. The set amount of working hours can be met flexibly 

within two months. The contract makes it possible for negotiating changes insofar as the 

amount of physician work does not decrease. Thus, even though the contract seems fairly 

rigid at first glance, especially the flexibility of meeting the set weekly hours on a monthly 

rather than weekly basis alleviates the general picture. The amount of nurses and assisting 
personnel is set to the level mentioned in the offer, and here too, is the option of changing the 

amount by mutual agreement.

The service provider is responsible for recruiting competent physicians who comply with 

Finnish law, general medical practices and ethics. Should the head physician of Lahti notice 

that a physician is not competent, he has the right to demand this physician to be immediately 

replaced by another.

The head physician is agreed to be responsible for supervising, managing and education of 

physicians. He is to participate in meetings with other head physicians of the county. He is 

supervised by the head physician of Lahti, and should work in cooperation with him.

The city of Lahti takes the responsibility for assisting services such as instrument service. 

Laboratory and radiology services are left to the service purchaser, too. The service provider
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uses the IT system of the contractor. The premises and equipment are owned and maintained 

by the contractor. The contractor and provider are to agree on common principles on the use 

of laboratory and radiology services, as well as of invoices to hospital care, and the use of 

these services is monitored. The contract has an option of later agreeing on sanctions and 

incentives based on the use of laboratory, radiology and hospital services.

The quality of services is to be monitored in cooperation between the contractor and the 

provider. The contractor is, however, ultimately responsible for monitoring quality and for 

making a remark within 14 days from noticing a quality problem. A quality system is to be set 

up, which monitors not only quality but also the effectiveness of services. The contractor and 

provider are to develop goals and measures in cooperation. These as well as sanctions or 

incentives related to them will be defined in a later document. A follow-up group will report 
to the Lahti Health and Social Affairs biannually.

The price is fixed. It is indexed to the health care cost index of Statistics Finland, and risk of 

rising costs is thus at least partly taken off the service provider.

The service provider is responsible for continuity of services. Should it fail to provide the 
services, defined as no physician services on a working day or more than half of the 

physicians not working for over three working days, the service provider must pay sanctions 

to the contractor. The sanction amounts to the personnel costs equivalent to the missing work 
force.
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Risk factor Risk allocation

Reliability of service delivery 1) Primarily risk is allocated to the provider.

2) In the case of default, the municipality

(purchaser) must ensure the delivery of

health care services (according to Finnish

law).

Quality 1) The provider is responsible for quality of

services.

2) The purchaser is responsible for 
monitoring services.

Costs 1) The provider bears the financial risk in the

short term.

2) The purchaser accepts the financial risk in

the longer term insofar it is related to the

health care price index.
3) Changes in costs that are not captured by 
the index fall on the provider.

Table 2. Summary of how key risks are allocated according to contract specifications.
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Risk factor Contract specifications to manage risks

Reliability of service delivery 1) Amount of physician working hours to be delivered is

specified.

2) Sanctions, if an interruption in service delivery occurs.

Interruption is defined as no physician work on a regular

day or less than 50 % of regular amount of physician work

during three days.

Quality 1) Set-up of a quality system (later ISO9001)

2) Specified qualifications for physicians

3) Biannual reports on operations

4) Cooperation between administrative chief of the

provider and purchaser.

5) Step-in clause: purchaser can request the removal of an

incompetent physician.

Costs 1) Fixed annual price, indexed.

2) Common principles on the use of laboratory and

radiology services, and of invoices to specialized care

3) The use of afore mentioned services is monitored.

4) Option of sanctions and/or incentives based on the use

of laboratory and radiology services and invoices to

specialized care.

Table 2. Summary of how key risks are managed with contract specifications.
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5.2.1.6 Contract for Laune District

The contract for Laune District follows the same pattern as the previous contract for Central 

District. The first clear difference is that the contract states right at the beginning that 

MedOne Oy takes the economic and operational responsibility of the services it provides. 
Another addition to the Central District contract is that the summer season is set to six weeks 

during which the services must meet the same level as the other Lahti health care districts 

have. Otherwise, the contract is practically the same as the one for Central District.

5.2.1.7 Follow-Up Reports

The first follow-up report for the outsourced Central District Health care station is dated 

November, 11, 2004, and written by product development chief Kustaa Piha from MedOne 

Oy. This report remains on the level of basic facts. Near to no risk analysis or description of 
risk management exists. Service reliability is stressed, and it has according to the report been 

very good. Patients have got a physician’s appointment in two weeks, and in acute cases for 

the same day. Nurses have been able to take patients on a week’s waiting time, and on the 

same day in acute cases. Financial risks have not been any problem: the report states that 

MedOne has retained costs within the budget. When it comes to future prospects, the report 

stresses the adoption of ISO 9001 quality standards.

The second follow-up report was written on March, 11, 2007 by MedOne chief of product 

development Kustaa Piha. It encompasses the activity at both Central and Laune health 

districts from October, 1, 2005 to March, 31, 2006. It is more customer orientated than the 

previous report. The second headline reads “ Customer needs and demand”. Secondly, the 

report reflects concern over the negative media coverage that the outsourced health care 

stations of Lahti obtained during March 2006. It stresses that the overall media attention has 

been positive, and MedOne did not receive many calls concerning the negative media 

attention of March 2006. The company plans to put more effort into public relations in the 

future.

The second report also exhibits more concretely how quality has been measured. A customer 

satisfaction survey was performed in all health care stations in Lahti in fall 2005. The report
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comments the results by pointing out that Central District got the best grades, although 

differences were small among different districts. The service availability decreased somewhat 

compared to the previous report: physician appointments could be given in two to four weeks 

compared to two previously. Acute care had nevertheless been provided on the same day of 

patient contact. One of the reasons for delayed service availability is seen to be the 

compulsory health care guarantee that came into practice in spring 2005.

The second report concentrates largely on quality management also because the process 

towards ISO 9001 standards got a large input from MedOne during the follow-up period. The 
auditing had begun on March, 30, 2005 and was to be accomplished by the end of year 2006. 

The report states the key quality principles defined during the process: i) service availability, 

measured by service output, ii) service effectiveness, measured by norms of health care 

station networks, iii) customer orientation, measured by customer satisfaction surveys.

The third report is signed by Lahti head physician Risto Savilahti and head physician of 

Central and Laune Districts Jukka Majuri on March, 3, 2007. It encompasses the activity at 

both Central and Laune health districts from April, 1, 2006 to December, 31, 2006. It notes 

that the contract for Central District has been prolonged till July, 31, 2008. The amount of 

personnel at the Central District has been decreased according to the savings plan of Lahti, 

creating a decrease in the annual price of 60 000 euros.

Despite the fact that the working hours of physicians is clearly fixed in the contracts, MedOne 

has taken advantage of the still existing flexibility, and increased physician working hours 

during fall and winter (time of infection epidemics) and equivalently decreased work force 

during spring. The amount of working hours has been as agreed in the contract, and the same 

applies to nurses and assisting personnel.

The third report has again more weight on quality issues than the first ones. The Central 

District received the ISO9001 quality certificate finally in December 2006. The third report 

stresses how this secures service delivery, facilitates contact, improves reliability and 

punctuality. The quality certificate procedures are to be extended to Laune District. The report 

also claims that results in Stakes (National Research and Development Centre for Welfare and 

Health) customer satisfaction survey have been above the average in Finland. Service delivery 

did not meet the requirements (nurses could not receive all the patients within three days) in
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the busiest weeks of November, but otherwise services were delivered within standards. The 

average waiting time for a physician’s appointment was 2.5 weeks.

For the first time, the report depicts laboratory costs. Costs per patient visit are compared 

among the four Lahti health care districts. Central District had the lowest costs, while Laune 

had the highest, the two publicly run districts ranking inbetween. Radiology costs per patient 

visit are about the same in three districts, one publicly run district having lower costs. Goals 
set in the contracts were thus met in this regard.

New quality parameters are to be introduced in year 2007. Sick leaves of personnel, use of 

outsider replacements, patients in queue, adequate level of acute appointments, number of 

patient visits and invoices to secondary health care are monitored on a monthly basis and 

compared among all MedOne’s outsourced primary health care units. In addition, health 

parameters included in the national quality network, HbAlC (long term blood sugar level) of 

diabetes patients, LDL (“bad cholesterol”) of atherosclerosis patients and diastolic blood 
pressure of hypertonia patients, are monitored. Simultaneously, customer feedback and 

customer and personnel satisfaction surveys are part of the quality monitoring. Benchmarking 

of these parameters among all MedOne units will be established.

5.2.1.8 Customer Satisfaction Surveys

Customer satisfaction surveys have become an annual routine in both the two outsourced and 
the two publicly operated health centres. Overall, customer satisfaction is surprisingly high. In 

all four centres in year 2005, approximately ninety percent of customers thought the service 

was so good that they could praise it (40-46 % partly agreeing and 47-54 % totally agreeing). 

In most issues that were asked, all health centres scored grades over eight on a scale of four to 

ten. However, Laune health centre, which is outsourced, systematically slightly 

underperformed compared with others.

5.2.2 Interviews

Interviewees shared many views, but in general had somewhat differing perspectives on the 

question of risks and risk management. An essential factor behind this divergence seemed to 

be the fact that the notion of (operational, business) risk is not established in the health care 

sector. Two of the interviewees said outright that they did not quite understand what the
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interviewer meant by “risk”. One of the interviewees claimed that risk analysis and 

management are still poor in the health care outsourcing business. Results of interviews are 

summarized in table 4.

Question Answer No of Interviewees agreeing
(out of four in total)

Benefits of outsourcing? Adequate number of

physicians recruited

4

Quality improved 2

Risk management? Does not truly exist 2

Mutual trust is important 4

The fact that same services

are simultaneously provided

by public and private sector

is valuable.

3

Key risks? Recruiting physicians 4

Quality of services 4

Compensation of physicians 2

Incentives and sanctions? Could be beneficial if they

were used more

4

Contract continuation options

are important incentives.

2

Table 4. Summary of interview results.

5.2.2.1 Benefits and Weaknesses of Primary Health Care Outsourcing in 
Lahti

All interviewees agreed on that the major benefit of primary health care outsourcing in Lahti 

has been that the service provider has been able to recruit physicians and secure sufficient 

level of services. The shortage of physicians in Lahti before the outsourcing was alarming: 

half of the amount required was missing, and every second month a physician left work. In
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the outsourcing contracts, the private service provider MedOne guarantees the agreed level of 

staffing at all times, and understaffing is sanctioned.

One interviewee saw that a major benefit of the outsourcing for the private company is that 

physicians commit themselves better than they do if they are hired to replace some one in a 

publicly run health care unit. Physicians seem to have welcomed the outsourced health care 

units as attractive work places, and this is crucial during an era of physician shortage. Another 

clear benefit for the company is that it has the opportunity to develop its service concept, an 

example being the ISO9001 quality certificate of Lahti Central District.

Another benefit mentioned by 2/4 interviewees was that quality of service has improved, or at 

least quality issues have become more transparent. Two interviewees acknowledged that the 

physician shortage made any development projects impossible, all work time was inevitably 

put into patient work. The ISO certificate was seen as a manifestation of how much effort the 

private service provider has put on quality issues. Nevertheless, physicians differ significantly 

in how they practice medicine, and one interviewee noted that in the end organizational 

changes can only marginally influence the quality of physicians’ work.

In addition, one of the interviewees claimed that outsourced primary health care is 

economically advantageous to the city. Another said that as long as the deal is “fixed price, 

fixed service” the public sector needs less administrative work input.

Weaknesses of primary health care outsourcing were barely mentioned, although the 

interviewer specifically asked to mention some. One respondent noted that physicians cannot 

be offered long term contracts, only a contract for the outsourcing contract period at 

maximum. Physicians who desire continuity do not get recruited. Two respondents mentioned 

labour unions that raised suspicions in regard the outsourcing. However, personnel have been 

willing to continue working for the private service provider. One interviewee said that at 

some places, not Lahti, the public sector has not yet got used to the public-private partnership 

model, and does not cooperate smoothly, rather treats private provider’s physicians as 

outsiders.
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5.2.2.2 Key Risks and Risk Allocation

Recruiting of physicians and nurses is the risk that is clearly allocated to the private service 

provider. All interviewees saw this as the essential feature of primary health care outsourcing. 

Quality of services is a central risk that naturally is transferred to the private provider. One 

interviewee noted that the public contractor can barely require higher quality of services than 

what the public sector provides itself. Another observed that eventually the quality issue from 

the private provider’s perspective is about securing the continuity of operations and contracts. 

Yet another saw the transfer of risk in a greater and greater degree as important for 

developing the business, and is in the benefit of all parties. He expressed concern, however, 

that more risk allocation to the private sector would result in decreased competition since only 

the largest companies would be able to carry the risks. Furthermore, he said that if more and 

more health care services are outsourced in a package and thus risks multiply and grow, prices 

should be increased considerably to meet the heightened risk level.

One of the interviewees stressed that risk allocation in primary health care outsourcing in 

Lahti is significantly more cautious than in later outsourcing projects. Laboratory and 

radiology costs are left to the public contractor, whereas in later contracts with other counties 

MedOne as private provider has taken the risk. The contract stipulates a fixed amount of 

physicians, which largely fixes costs and the service level as well. The model that currently 

prevails in other outsourced primary health care units in Finland is that the risk of sufficient 

staffing is transferred to the private provider, which guarantees a certain service availability. 

Two of the interviewees noted that according to Finnish law on public health, primary health 

care must always be supervised by the county, and thus the responsibility on services 

ultimately falls to the public sector. One of the interviewees stressed that cooperation between 

private service provider and the public contractor is intense and flexible, which ensures that 

the current risk allocation works well.

One of the interviewees saw that counties want to transfer more and more of the cost risk to 

the private service provider. The public sector now trusts that established private providers 

can run primary health care, and concentrate on price negotiations. One issue is to define 

which index is used to regulate the price. A still more complex development that he foresaw 

was that private service providers would bear the risk for secondary health care costs, but he 

neglected this idea as too risky for the private service providers. Yet he noted that already in
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the first outsourcing contract of Lahti it is mentioned that the amount of invoices to secondary 

health care is monitored.

5.2.2.3 Risk Analysis and Management

5.2.2.3.1 Risk Analysis

Two of the respondents described to some extent what kind risk analysis MedOne uses when 

assessing primary health care outsourcing projects. Cost analysis is the basis for decision 

making. Population and its age structure are scrutinized. “Soft knowledge” that is acquired to 

the company through its employees working in primary health care all around Finland is 

valuable. One of the interviewees spoke about “detective work” and stressed that statistics are 

usually not to be relied on.

In the risk analysis procedure, risks are usually treated as economic scenarios with their 

probabilities estimated, thus giving an estimate on appropriate risk premium to be added to 

the bid price. Compensations and successful recruiting of physicians and nurses are by far the 
most important risks. Demand is not a significant risk factor since the service level has been 

fixed in the contract, concluded these two interviewees. If the contract is based on a service 

delivery guarantee rather than a set amount of physician work, fluctuations in demand become 

more important to estimate. Changes in the service level are subject to political decisions. One 

interviewee mentioned political risk more broadly as a risk factor that the private service 

provider tries to manage with lobbing and PR. In the contracts with Lahti, the private service 

provider does not bear risk for laboratory and radiology costs, although they are closely 

monitored and significant deviations might get sanctioned. In other outsourcing contracts 

MedOne is responsible for these costs, and they constitute an important risk factor. Individual 

physicians can have two to three fold differences in the amount of laboratory and radiology 

costs they generate. MedOne tries to manage this risk by informing physicians on general 

policies and guidelines in using these services, and by monitoring cost.

5.2.2.3.2 Recruiting Physicians

Physicians are a key risk. Three interviewees claimed that MedOne manages this risk more 

efficiently than the public sector. ISO9001 quality certificate stipulates criteria on recruiting
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personnel and ascertaining their adequate qualifications. MedOne has a large pool of 

physicians, and it gets inofficial knowledge of how individual physicians work through its 

large network of employees and operations. MedOne always has a probe period of 1 -3 months 

in work contracts, which is not a general policy in the public sector. MedOne also offers 

flexible opportunities for employees to further educate themselves, thus maintaining good 

quality: replacements are easier to organize than what is usually the case in the public sector. 

Interviewees agreed on reasons why the private service provider, MedOne, has succeeded in 
recruiting:

1) Young physicians rather make a temporary work contract (with an attractive compensation 

scheme) than commit themselves to “pension posts” (what the municipality offers).

2) Private employer offers more flexibility in regard to working terms and efficiently employs 

replacements during a physician’s leave.

3) Private employer has the possibility of offering different mixes of compensation and 

benefits, and is economically more appealing to young physicians.

4) The private service provider is committed to adequate staffing, meaning that work burden 

should not grow unbearable for single physicians.

5) Private service provider’s management style and atmosphere at work is maybe superior to 

the public sector (only one interviewee mentioned this reason).

Retaining the personnel is also a challenge. Especially patients are often concerned of the 

continuity of patient-physician relationships. Two respondents were, however, of the opinion 

that physicians do not stay at the same work place for years any more, no matter how good 

the circumstances are. One of them thought that it is actually beneficial for the system and for 

patients that physicians rotate in intervals of a few years. Outsourced health centres in Lahti 
have managed to retain more than half of the physicians for the entire contract period of two 

years.

Since health care operations are so dependent on physicians’ work, one interviewee noted that 

the service provider also faces the risk of losing key personnel. The size of the company and a 

large pool of experienced, qualified employees safeguards from such a risk and from the 

potential discontinuity in result. On the other hand, the same interviewee drew attention to the 

fact that the private service provider must employ the old personnel at the outsourced health 

care unit, and may encounter unpleasant surprises as well as opposition from labour unions.
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Compensations for physicians and nurses are an important risk factor in fixed price 

outsourcing contracts, replied two respondents. Although the price is indexed, the index 

always lags behind. Compensations make around 80 % of the costs, and shortage on 

physicians as well as nurses creates pressure for compensations to rise.

5.2.2.3.3 Quality Management

Quality was raised as a central risk issue in all interviews. All interviewees acknowledged that 
satisfactory parameters to measure quality of health care do not exist. One interviewee said it 

was the direst surprise in the outsourcing process to realize how inexistent monitoring and 

measuring of quality is, and how poorly public health is measured and followed. Currently, 

efficiency of operations, accurate service delivery and costs are closely monitored. One 

interviewee stated that “money is a quality parameter”, and continued on the importance of 

laboratory and radiology cost containment. Customer satisfaction surveys of Stakes are done 

annually, and the data can be compared on nationwide results. One interviewee expressed 

doubt that these surveys would be able to truly reflect quality of health care, he noted that 

patients mostly express satisfaction and differences between health care units are often 

insignificant. Another observed that merely the fact of getting a physician’s appointment 

makes most patients satisfied. Others, on the other hand, noted how the outsourced units in 

Lahti have been scoring well in the surveys.

Nevertheless, all interviewees called for parameters reflecting changes in health. One of the 

interviewees said that he Lahti primary health care participates in nationwide quality network 

on arterial diseases. It involves following parameters that affect patients’ prognosis: HBA1C 

(long term blood sugar level) of diabetes patients, LDL (“bad cholesterol”) of atherosclerosis 

patients and diastolic blood pressure of hypertonia patients. One interviewee observed that 

examining these parameters does not reveal whether diseases have been treated well: good 

results can be achieved with medication, but if treatment does not include interventions on 

obesity, smoking etc, health care cannot be said to be of high quality. He also noted that 

monitoring such parameters switches focus on disease management, whereas primary health 

care should also be about promoting health.
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5.2.2.3.4 Risk Management

Two interviewees acknowledged that no true risk management system exists, not on the side 

of the contractor nor of the provider. In all interviews, mutual trust was mentioned as an 

essential factor in managing the primary health care outsourcing. One interviewee also noted 

that patients and inhabitants of the city are a central monitoring body: they easily complain if 

something is wrong in the health care system.

The current situation where two of Lahti’s health care districts are privately run, and the other 

two are operated publicly, was seen by three interviewees as a risk management feature. One 

of the interviewees saw it clearly as a temporary phase. In the current setting, the public 

contractor has first hand knowledge of changes and factors affecting primary health care 

service provision, and the cooperation between the contractor and the private service provider 

entails less information asymmetry and differing perspectives.

Routine, biannual reporting as agreed in the contracts, makes the operations transparent for 

politicians and patients to monitor, claimed two respondents.

Two respondents saw the size of the company, MedOne, which is providing the outsourced 

services, as an essential risk management tool. One of them noted, furthermore, that the 

company ideally has different kinds of contracts, less risky as the one in Lahti mixed with 

riskier (and with more upside potential) ones. MedOne not only has 170 000 persons within 

outsourced health care services that it provides, but it also operates on several other service 

entities in the welfare and health care sector, and thus decreases risks through diversification.

S.2.2.4 Incentives in Primary Health Care Outsourcing Contracts

Two interviewees emphasized that Lahti contracts are different from later primary health care 

outsourcing contracts that MedOne has made. The contracts of Lahti set a fixed level of 

service and auxiliary services remain publicly run. With fixed costs as well as fixed price little 

upside thus exists. Yet, as one interviewee noted, fixed price creates more incentive than 

would a pay-per-patient model. The newer model of outsourcing contracts, where service
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delivery is guaranteed on a level that patient queues are no longer that two weeks at a fixed 

price, offers more incentives for the private service provider to improve processes. On the 

other hand, it naturally also entails more risks. When the outsourcing of primary health care 

was begun in Lahti, the contract of two million euros represented around five percent of 

MedOne’s turnover, noted one of the interviewees. He continued by remarking that at the 

time such a low risk contract with little upside was wise.

Contracts of Lahti define sanctions in case of breaks in service delivery. Outsourcing 

contracts that MedOne has done later often include more different kinds of sanctions.

Three of the interviewees saw that incentives would work, and would encourage into 

developing services even more. They were sceptical, however, that economics and politics of 

counties would allow incentives. Another problem is the lack of satisfactory parameters to 

measure quality. One of the interviewees argued, on the other hand, that there is ample 

evidence of how lower HbAlC levels of diabetes patients result in less complications and thus 

less costs within five to ten years. He believed that incentives tied to HbAlC levels in the 

diabetes population would handsomely pay themselves back.

Ultimately, a clear incentive is the option to continue the contract, noted two interviewees. 

This incentive is also built in the contracts in the form of options for contract continuation for 

1 -2 years. Interviewees all agreed that the current contract terms in Lahti are too short. Ideal 

contract lengths were mentioned to be 3-4 +2 (mentioned twice), “over four” and 3-4 years. 

Such terms would give the private service provider some time to develop processes.

5.3 Conclusions on Results

According to both analysis of documents and interviews, the reliability of service delivery is 

the main concern in the outsourcing of primary health care services of Lahti. The issue is 

foremost concentrated on recruiting enough physicians, where the public sector had failed 

prior to the outsourcing. Convincing plan for physician recruitment appears to have been 

decisive when the public sector chose between competing tenders. The private service 

provider indeed appears to better positioned to solve the problem of physician shortage, and
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to bear the risk, too. Service delivery has been secured, probably thanks to a combination of 

clear contract terms and a reliable service provider.

Quality of service is stressed throughout the procurement process, and in the practice of 

outsourcing as well. It turns out to be in a rather abstract level. Interviewers admitted that the 

system lacks adequate ways to measure quality. Efficiency and performance level have been 

used as a proxy to monitor quality. Customer satisfaction alone is not a reliable parameter for 

the quality of health care. Only gradually more concrete measures of quality have emerged, 

such as goals in treatment of arterial diseases, and their use is still rudimentary.

The outsourcing contracts in Lahti represent a pioneer phase of primary health care 

outsourcing in Finland. It is thus understandable that the risk allocation is not as evolved as in 

later contracts signed in other counties. The service level is fixed since the amount of 

physician working hours is preset in the contract. The more recent model for outsourcing is to 

agree on the maximum length of patient queues, which allocates significantly more risks to 

the service provider. The contracts of Lahti also retain laboratory and radiology services 

within the public sector, which further decreases the private service provider’s risk compared 

with contracts in other counties. However, the private service provider has significant risks to 

bear in Lahti, too: recruitment of physicians and nurses, costs to some degree (price being 

indexed), and quality of service.

The private service provider is not explicitly compensated for bearing these risks. The 

contract entails little upside as it has a fixed annual price, and largely fixed cost structure. 

Economic incentives are seen as attractive, but improbable to be put in use because of public 

sector’s rigid budget policies.
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6 Discussion

This master’s thesis investigated the question of how risks are allocated and managed in the 

outsourcing of primary health care services. The study was founded on theory and previous 

research in project finance. In the empirical part, it concentrated on the case of city of Lahti. 

A qualitative methodology was chosen in order to capture the essence of experiences gathered 

at this Finnish pioneer case of primary health care outsourcing. Analysis of documents and 

expert interviews revealed results that are prone to stimulate further interest and research in 
the topic. The key results are discussed in this section. The discussion starts by assessing to 

what extent research questions were answered in general. It then proceeds to treating results 

on specific issues in outsourcing of primary health care: risk allocation, compensation for risk 

taking, key risks and risk management and incentives in contract design. Thereafter, 

limitations of the study are examined before the final concluding remarks.

6.1 Comments on Research Objectives

The current research managed to respond to the original research questions to a satisfactory 

extent. The general impression is, however, that risk analysis and management are not explicit 

practices in the primary health care sector. This unavoidably affected the quality of research 

results. In retrospect, the study might have benefited from more strictly defined research 

questions. On the other hand, this research aspired to approach the topic in an exploratory 

way, not least because previous research is relatively scarce.

One of the four research propositions stating that “risk monitoring and management is still 

rudimentary in primary health care outsourcing” got apparent support in the findings. In a 

sense, the obstacle to obtaining detailed results on risk allocation and management in primary 

health care was thus at the same time the most valuable research result.

6.2 Risk Allocation

The first proposition stating that risks would be largely transferred to the private service 

provider turned out to be exaggerated. In the case of Lahti, the contracts do not transfer all of
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the apparent risks to the provider. Most importantly, the amount of physician working hours is 

set. Secondly, the contractor holds the responsibility for laboratory and radiology costs. 

According to the results from interviews, the tendency of public purchasers to shift risks onto 

providers (Deakin, 1996, p. 41) holds true in general. After experiences in Lahti, MedOne has 

done several outsourcing contracts with other municipalities. These have included more risk 

transfer to the service provider: guarantee of patient queues of maximum two weeks and 

transfer of laboratory and radiology services to the service provider.

Based on the interviews, even more risk allocation to the private provider seems plausible in 

the future. The central issues in this regard are the secondary health care invoices and the 

costs they generate. Secondary health care costs form the largest financial risk in health care 

budgets of municipalities. On the other hand, the amount of invoices to secondary health care 

can be decreased to a certain degree with high quality primary health care. For the time being, 

at least the private service provider interviewed to this study, which is the largest company in 

the Finnish market, seems not to be ready to take such a large risk.

6.3 Compensation for Risk Taking

The second proposition speculated that risk taking would not clearly be compensated for. It is 

indeed what the results seem to indicate. Contracts are fixed price, and the cost structure is 

also largely fixed by the amount of physician working hours to be delivered. No explicit 

incentives exist. Little financial upside potential thus exists for the service provider.

The private service provider most probably has calculated a risk premium of some sort in the 

offer price. As noted in the literature review, public purchasers constrained with fixed budgets 

may tend to pay excessive risk premiums for fixed price contracts (Deakin, 1996, p. 41). It is 

difficult to assess whether this is the case in Lahti. The contract prices are nearly the same as 

what the operations cost the municipality prior to the outsourcing. This would imply that 

either the service provider has a low risk premium or it has counted on generating substantial 

efficiency gains.
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6.4 Key Risks

6.4.1 Recruiting of Health Care Professionals

This study clearly confirmed the fact that recruiting and maintaining adequate staff, especially 

enough physicians, is a central risk in primary health care outsourcing. Shortage of physicians 

was the main reason Lahti chose to experiment with outsourcing. Credibility of succeeding in 

physician recruitment was a decisive point when the city of Lahti evaluated competing 

tenders for outsourcing primary health care. Furthermore, the main concern in contract design 

was to ensure a certain amount of physicians at work at all times. It is noteworthy that the 

only sanctions stipulated in the contracts are on failure to deliver the agreed amount of 

physician working time.

The results suggest that at least in regard to physician recruitment, risk allocation in 

outsourcing has been successful. Compared with the public sector, the private service 

provider seems to be more efficient and to have better tools for recruiting and retaining 

physicians at primary health care units in Lahti. Moreover, the outsourcing of part of the 

primary health care in Lahti has had spill-over effects so that also the public sector has 

succeeded better than previously in recruiting physicians.

Reasons for private provider succeeding in recruiting physicians are numerous. Firstly, the 
private service provider has committed itself through the contract to adequate amount of staff 

at all times. This reversed the flight of physicians from Lahti to surrounding municipalities, 

since physicians could now trust that they would not be totally overburdened in result of 

understaffing. Reasonable amount of work and the possibility to do the patient work properly 

without constant time pressure are central factors to most physicians when choosing where to 

work.

The private service provider is also more flexible when it comes to working terms. It can 

tailor compensation schemes that combine tax efficient benefits to the salary, and offer the 

opportunity to become a partner in the company. Many younger physicians also value 

flexibility in working hours, which the private service provider is able to cope with better than
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the public sector. Flexibility is possible thanks to a large pool of physicians and efficient 

management of replacements.

Since unemployment risk is small as a consequence of the prevailing physician shortage, 

physicians are currently less attracted by the security of long-term contracts. “Pension posts”, 

the central competitive advantage of municipalities in recruiting physicians, have thus lost in 

relative value during the recent years.

Finally, the minimal administration does not only generate savings but may also improve 

health care professionals’ satisfaction to the management. Flexible consultations with the 

administrative chief and minimized bureaucracy enhance the working environment.

6.4.2 Quality of Services

The quality of services was high on agenda all through the outsourcing process. This was 

reflected in the various documents and the interviews, confirming one of the initial 

propositions of this study. In the beginning, focus on quality translated into monitoring 

performance and efficiency. Indeed, one benefit of outsourcing became clear: better 

knowledge of quantity, quality and costs of services (Ashton, 2004, p. 21). On the other hand, 

quality is more than counting outputs (Lillrank, 2004, p. 106). Management should be able to 

monitor the content of services, not only quantity of services delivered, and the impact of 

services on health (Myllymäki, 2006, p. 7). Putting these simple principles into reality is 

extremely challenging since primary health care is by nature fuzzy. Patients’ problems are 

often multidimensional and a large proportion of patients suffer from chronic diseases. The 

interaction between the patient and physician often has a decisive role in achieving results, 

but it is difficult to analyse or monitor.

Fortunately, novel parameters for monitoring patients’ health and thus service quality are 

being adopted. They concentrate, however, on measuring results in disease treatment, such as 

cholesterol levels in patients suffering from cardiovascular disease or blood sugar levels in 

diabetes patients. Monitoring disease prevention is even more challenging, and no parameters 

have yet been developed to systematically assess the quality of disease prevention in primary 

health care. The risk is that focus on different parameters emphasizes disease management 

and undermines preventive measures. Prevention is, however, the most important and cost
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efficient means to promote public health. Neglecting it on the basis of monitoring 

requirements would have serious consequences. Type II diabetes is one of the prime examples 

of a disease which dramatically impacts a patient’s life, potentially results in severe 

complications and causes heavy costs to the society, but is preventable with life style changes 

and even curable if detected at early stage (Valle, 2001, p. 1517).

Even though relevant parameters for monitoring health care quality would exist, monitoring 
logistics and costs would pose a problem at the moment. Information technology systems in 

the health care sector are underdeveloped compared to many other sectors. Furthermore, 

cohesive patient register is yet only a dream. Monitoring and comparing health care services 

in the whole of Finland would require that patient information were accumulated into IT 

systems in a structured manner. Information should be readily retrievable at low cost in order 

to generate reports for monitoring different aspects of health care services.

The private service provider MedOne Oy has further worked for achieving high quality of 

services. ISO-9001 certificate is the clearest manifestation of the development process. 

MedOne Oy benefits from a large pool of outsourced health care centres. It is thus able to do 

internal benchmarking and spread practices that have been proven good at one place.

According to the parameters available, mostly reflecting efficiency and customer satisfaction, 

the quality risk has been successfully transferred to the private service provider. For the time 
being, however, quality evades monitoring and no definite assessments can be made of 

whether the quality of services has changed with the outsourcing.

The conclusion is that a significant amount of R&D and improved data gathering is needed 

before one is truly able to monitor and assess quality of primary health care services, whether 

it is provided by the public or private sector.

6.4.3 Cost Containment

Cost containment is a central challenge in the whole of health care system in Finland, 

especially as the population ages and requires even more services (Ekros, 2004, p. 9). 

Outsourcing in general is considered more cost efficient than public service provision 

(Blöndal, 2005, p. 82). Indeed, besides the shortage of physicians, one of the reasons Finnish
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municipalities began experimenting with primary health care was that they struggle with the 

conflict between rising demand and budget constraints (Back, 2004, p. 19).

A key feature in outsourcing health care services in Lahti is that contracts are fixed price 

contracts. The municipality is thus able to keep within budget constraints. Laboratory and 
radiology costs vary and are on the responsibility of the municipality, but the private service 

provider is committed to keeping them at a relatively constant level that is comparable to the 

level at the publicly provided health care services.

Several factors contribute to the cost containment in primary health care outsourcing. 

According to private service providers, who have some statistical support for their argument, 

physicians on their payroll work more efficiently, and see more patients per day than do 

physicians in the public sector. Moreover, physicians working for a private company have 
shorter holidays than those working for the private sector. In addition, private service 

providers organize a larger part of education to the personnel outside regular working hours, 

and more time is thus reserved for treating patients. Pension costs for private employers are 

lower than for public sector, generating again savings. The private service provider does not 

necessarily offer substantially larger salary to physicians, but is able to tailor competitive and 

tax-efficient compensation packages to physicians in a way that the public sector is unable to 
realize. Besides labour costs, another source of cost efficiency is the minimal administration. 

Furthermore, value added tax of five percent accrues to the benefit of public sector service 

purchaser. The municipality also cashes in the patient fees, which naturally grow as the 

number of visits to physicians and nurses grow, whereas the service provider is always paid 

the same fixed sum.

The first contract periods in outsourcing health care services in Lahti were only two years 

with one year continuation options. All of the interviewees regarded two years to be too short 

for adequate operations. Such short contract periods also increase transaction costs since the 

competitive tendering process has to be conducted with so short intervals. Longer contract 

periods would probably be more cost efficient and may also improve quality of services.
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6.5 Risk Management

Risk management seems to be immature in the outsourcing of primary health care services in 

the case of Lahti. Since the service provider in the case is the largest and most experienced 

company in the Finnish market of health care services and Lahti the pioneer in outsourcing 

health care services, this result probably reflects the situation in the whole country.

The general impression is that risk management in outsourcing of health care services is 

rather reactive than proactive in many respects. It is largely based on monitoring costs and 

parameters that supposedly measure quality, and reacting if deviations occur. However, 

proactive elements do exist: educational schemes for the personnel and the recruitment 

process with “soft information” and probe periods aim at improved quality and efficiency.

The situation in Lahti is special since primary health care services are simultaneously 

provided by the public sector in two units and by the private sector in two other units. 

According to the interviews, this is generally seen as a beneficial, although not necessarily a 

long-term solution. This arrangement can be seen to decrease the risk of the contractor of 

being “locked in” to a contract with provider (Grimshaw, 2000, p.490). The city of Lahti may 
also have a valuable real option in this arrangement of retaining part of the in-house 

operations and expertise (Johnstone, 2002, p. 154). However, many municipalities in Finland 

are too small to have the possibility to run two health care service systems side by side.

An important issue in the case of Lahti is that the private service provider, MedOne Oy, is the 

largest company in the sector in Finland. The company has acquired a significant portfolio of 

outsourced health centres. In addition, it has other operations such as senior care and dental 

health care services. Its risks are thus decreased by the magnitude and some diversification of 

the operations portfolio. On the other hand, its learning curve can be expected to be steeper 

than the one at smaller companies that do not have access to similarly diverse challenges.

Mutual trust seems to be a quintessential factor in the health care public-private partnership of 

Lahti. It is probably the strongest tool against various risks such as shirking, hold-up and 

quality shading (Hart 2001). On the other hand, it may reduce transparency and create barriers

55



of entry to the market. It may also give the service provider a sense of security on contract 

continuity, and reduce the reward effect that short or medium term contracts usually have 

(Dornberger, 1999, p. 34). The central significance of mutual trust may stem from the culture 

in medical practice, which emphasizes trustful relationships between physician colleagues.

6.6 Incentives in Contract Design

Budget constraints are probably the main reason for the fixed price contracts as seen in Lahti 

and in other municipalities outsourcing health care services. The results do not provide direct 

evidence on this issue, however. Results on interviews imply, nevertheless, that the reason for 

the lack of economic incentives in outsourcing contracts is that budgets tend to be very rigid 

in the public sector. Another obstacle in increasing incentives and sanctions in contracts is 

the fact that measuring and monitoring service quality is still so rudimentary.

The option of continuing the contract is an important incentive (Dornberger, 1999, p. 34), and 

its importance is further increased in such contracts as the ones in Lahti that offer no explicit 

financial incentives. Short contract periods would in this respect be advantageous. Yet, since 

they increase transaction costs and impede long-sighted development of operations, short 

contract periods are a suboptimal solution in most cases.

6.7 Limitations of the Study

The current study is a longitudinal single case study. It can thus give insight to the question of 

risk allocation and management in outsourcing health care services only to a limited extend. 

The fact that Lahti has been a pioneer in outsourcing health care services made it possible to 

investigate the case from a perspective of a couple of years, whereas many other alternative 

cases would have had a history of only a year or even less. On the other hand, the sector has 

evolved and new practices in contract design have arisen after the contracts in Lahti have been 

designed. Therefore Lahti may not be a representative case of the situation in Finland. Further 

research is hence needed to assess to what extend results of this study apply to primary health 

care outsourcing in Finland in general.
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Interviewees were selected so that they would have the best possible knowledge of the Lahti 

case. The number of interviewees was eventually small, and the distribution of interviewees 

between the service provider and purchaser misbalanced. Enlarging the group interviewees 
would, nevertheless, have been fabricated since the interviewees selected for the study were 

the true key persons in the outsourcing process. Indeed, one of the reasons for cost efficiency 

of outsourcing health care services was earlier on in this section speculated to arise from 

stripping down bureaucracy. The small number of key persons involved in the process seems 

to support this assumption.

Analysis of documents suffers from the fact that parts of the documents are confidential. Most 

importantly this applies to two appendices to the outsourcing contracts depicting action plans 

and human resources management plans.

6.8 Conclusions

This case study gave a general impression of immature risk allocation and management in 

outsourcing of primary health care in Lahti. As one interviewee put it, the health care sector is 

a world of its own where market mechanisms and laws do not apply. It is therefore difficult to 

assess to what extend this immaturity actually is a weakness in the system. It might be that 

heavier risk management structures are not needed, which is supported by the fact that to date, 

services have been provided successfully and the study found no major failures in the 

operations. Taking the risk perspective more into consideration in primary health care 

outsourcing would however most probably generate more benefits than costs. Since the 

current study was retrospective, it is possible that recent developments have brought some 

improvement in risk allocation and management. Nevertheless, the risk management in 

primary health care outsourcing seems to be an issue that would deserve further attention in 

Finland.
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